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REFERENCE: Sect ion 39 (a lso sect ions 9 and 49 and sect ion 6200 
of  the Regulat ions)  
(NOTE: THE CROSS-REFERENCE TO IT114 IS 
CANCELLED BY ITD4 #(3)  )  

This bul le t in  replaces and cancels Interpretat ion Bul let in  IT-479 dated 
June 22,  1981.  Current  rev is ions are designated by ver t ica l  l ines.  

1.  A gain or  loss f rom the d isposi t ion of  shares or  a debt  obl igat ion 
such as a bond,  debenture,  b i l l ,  no te or  hypothec wi l l  be taxed as 
e i ther  an income gain or  loss or  as  a capi ta l  gain or  loss.  In th is  
bul le t in  t ransact ions of  the former type wi l l  be referred to as being 
on " income account"  and t ransact ions of  the lat ter  type as being on 
"capi ta l  account" .  

GUARANTEED CAPITAL GAINS 
2.  Where a taxpayer has d isposed of  a Canadian secur i ty  (see 
6 below) in  a taxat ion year,  subsect ion 39(4)  provides that  the 
taxpayer may e lect  in  the return of  income for  that  year that  
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(a)  every Canadian secur i ty  owned by the taxpayer in  that  year 
or  any subsequent  year is  deemed to be capi ta l  property owned 
in those years,  and 

(b)  every d isposi t ion of  every Canadian secur i ty  owned by the 
taxpayer in  that  and any subsequent  year  is  deemed to be a 
d isposi t ion of  a capi ta l  property .  

The ef fect  of  such an elect ion is that  a l l  Canadian secur i ty disposi t ions 
in the year of  e lect ion and a l l  subsequent  years,  subject  to the 
comments in  3 and 4 below, must be g iven capi ta l  gain or  loss 
t reatment  and the e lect ion cannot  be rescinded.  

A specia l  e lect ion form (T123) is  avai lable for  use by the taxpayer 
when making an e lect ion under subsect ion 39(4) .  

3.  Pursuant  to subsect ion 39(5) ,  the e lect ion under subsect ion 39(4)  
does not  apply to a d isposi t ion of  a Canadian secur i ty  by a taxpayer 
who,  at  the t ime the secur i ty  is  d isposed of ,  is  

(a)  a t rader or  dealer  in  secur i t ies,  

–  2  –  



 

(b)  a bank to which the BANK ACT or  the QUEBEC SAVINGS BANK 
ACT appl ies,  

(c)  a corporat ion l icensed or  otherwise author ized under the laws 
of  Canada or  a province to carry on in Canada the business of  
of fer ing to the publ ic  i ts  serv ices as t rustee,  

(d)  a credi t  union wi th in the meaning assigned by 
subsect ion 137(6) ,  

(e)  a non-resident ,  or ,  af ter  November 12,  1981 

( f )  an insurance corporat ion,  

(g)  a corporat ion whose pr inc ipal  business is  the lending of  
money or  the purchasing of  debt  obl igat ions or  a combinat ion 
thereof ,  or  any combinat ion thereof .  

4.  An e lect ion that  has been made under subsect ion 39(4)  does 
not  apply to any secur i t ies d isposed of  dur ing the t ime that  
subsect ion 39(5)  appl ies to a taxpayer.  Dur ing the t ime the e lect ion 
does not  apply,  the comments f rom 9 to 22 below are appl icable in  
ascerta in ing whether a gain or  loss is  on income or  capi ta l  account .  
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I f  subsect ion 39(5)  ceases to apply,  a previous e lect ion under 
subsect ion 39(4)  becomes re-appl icable af ter  that  t ime.   

5.  For  the purposes of  subsect ion 39(5)  the Department  in terprets 
the term " t rader or  dealer  in  secur i t ies"  to mean a taxpayer who 
par t ic ipates in the promot ion or  underwr i t ing of  a par t icu lar  issue of  
shares,  bonds or  other  secur i t ies or  a taxpayer who holds h imsel f  out  
to the publ ic  as a dealer  in  shares,  bonds or  other  secur i t ies.  The 
term is  not  considered to inc lude an of f icer  or  employee of  a f i rm or  
corporat ion that  is  engaged in the promot ion or  underwr i t ing of  issues 
of  shares,  bonds or  other  secur i t ies nor  an of f icer  or  employee of  a 
taxpayer who holds h imsel f  out  to the publ ic  as a dealer  in  shares,  
bonds or  other  secur i t ies,  unless that  of f icer  or  employee t ransacts in  
secur i t ies as a resul t  of  the promot ing or  underwr i t ing act iv i t ies of  th is  
employer.  Any person who,  as a resul t  of  specia l  knowledge of  a 
par t icu lar  corporat ion not  avai lable to the publ ic ,  ut i l izes that  
knowledge to real ize a quick gain is  considered by the Department  to 
be a " t rader or  dealer  in  secur i t ies"  for  those par t icu lar  secur i t ies.  Any 
corporat ion whose pr ime business act iv i ty  is  t rading in shares or  debt  
obl igat ions is  a lso considered to be a " t rader or  dealer"  in  secur i t ies,  
but  th is  does not  inc lude a corporat ion whose pr ime business is  the 
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hold ing of  secur i t ies and which sel ls  such investments f rom t ime to 
t ime.  

6.  The e lect ion under subsect ion 39(4)  is  appl icable only to 
"Canadian secur i t ies" .  This term is def ined in subsect ion 39(6)  as 
a secur i ty  (other  than a prescr ibed secur i ty)  that  is  a share of  the 
capi ta l  s tock of  a corporat ion res ident  in  Canada,  a uni t  of  a mutual  
fund t rust  (appl icable to 1979 and subsequent  taxat ion years)  or  a 
bond,  debenture,  b i l l ,  note,  mortgage,  hypothec or  a s imi lar  obl igat ion 
issued by a person res ident  in  Canada.  A Canadian secur i ty  inc ludes 
such a secur i ty  that  is  sold short .  The term "a prescr ibed secur i ty"  is  
def ined by sect ion 6200 of  the Regulat ions.  

7.  When determining the pr inc ipal  business of  a corporat ion for  
purposes of  3( f )  above,  the comments in  5,  7 and 8 of  IT-371 have 
re levance.  

8.  Where a taxpayer has not  e lected under subsect ion 39(4)  or  does 
not  qual i fy  for  the e lect ion,  the taxpayer must  determine whether the 
t ransact ion in secur i t ies  is  on income account  or  capi ta l  account .  The 
determinat ion of  whether  a gain or  loss is  on income account  or  
capi ta l  account  is  d iscussed in 9 to 22 below. 
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DISPOSITION OF SECURITIES – INCOME 
OR CAPITAL 

9.  Some secur i ty  t ransact ions are c lear ly  on income account  and 
these types of  t ransact ions are d iscussed in 15 to 21 below. For other  
secur i ty  t ransact ions i t  wi l l  be necessary to examine the facts of  the 
speci f ic  case in order  to determine whether a t ransact ion is  on income 
or  capi ta l  account .  The tests that  the Courts have appl ied in making 
such a determinat ion are those of  "course of  conduct"  and " intent ion"  
and these tests are d iscussed in 10 to 13 below. The factors to be 
considered when determining whether  the gain or  loss on the 
d isposi t ion of  a bond,  debenture,  b i l l ,  note,  mortgage,  hypothec or  
s imi lar  obl igat ion (debt  obl igat ion)  is  on income account  or  capi ta l  
account  are set  out  in  IT-114,  "DISCOUNTS,  PREMIUMS AND BONUSES 
ON DEBT OBLIGATIONS".  

10.  Where the whole course of  conduct  indicates that  

(a)  in  secur i ty  t ransact ions the taxpayer is  d isposing of  secur i t ies 
in  a way capable of  producing gains and wi th that  object  in  v iew, 
and 
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(b)  the t ransact ions are of  the same k ind and carr ied on in the 
same way as those of  a t rader or  dealer  in  secur i t ies.  the 
proceeds of  sale wi l l  normal ly  be considered to be income f rom 
a business and,  therefore,  on income account .  

11.  Some of  the factors to be considered in ascer ta in ing whether the 
taxpayer 's  course of  conduct  indicates the carry ing on of  a business 
are as fo l lows:  

(a)  f requency of  t ransact ions – a h is tory of  extensive buying 
and sel l ing of  secur i t ies or  of  a quick turnover of  propert ies,  

(b)  per iod of  ownership – secur i t ies are usual ly  owned only for  
a short  per iod of  t ime,  

(c)  knowledge of  secur i t ies markets – the taxpayer has some 
knowledge of  or  exper ience in the secur i t ies markets,  

(d)  secur i ty  t ransact ions form a par t  of  a taxpayer 's  ord inary 
business,  

(e)  t ime spent  – a substant ia l  par t  of  the taxpayer 's  t ime is  
spent  s tudying the secur i t ies markets and invest igat ing potent ia l  
purchases,  
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( f )  f inancing – secur i ty  purchases are f inanced pr imar i ly  
on margin or  by some other  form of  debt ,  

(g)  advert is ing – the taxpayer  has advert ised or  otherwise 
made i t  known that  he is  wi l l ing to purchase secur i t ies,  and 

(h)  in  the case of  shares,  thei r  nature – normal ly  speculat ive 
in  nature or  of  a non-div idend type.  

12.  Al though none of  the indiv idual  factors in  11 above may be 
suf f ic ient  to character ize the act iv i t ies of  a taxpayer as a business,  
the combinat ion of  a number of  those factors may wel l  be suf f ic ient  
for  that  purpose.  Fur ther ,  subsect ion 248(1)  def ines the term 
"business" to inc lude "an adventure or  concern in the nature of  t rade" 
and the courts have held that  "an adventure or  concern in the nature 
of  t rade" can inc lude an iso lated t ransact ion in shares where the 
"course of  conduct"  and " intent ion"  c lear ly  indicate i t  to  be such.  

13.  A taxpayer 's  in tent ion to sel l  a t  a gain is  not  suf f ic ient ,  by i tse l f ,  
to  establ ish that  the taxpayer was involved in an adventure or  concern 
in the nature of  t rade.  That  in tent ion is  a lmost  invar iably present  even 
when a t rue investment  has been acquired i f  c i rcumstances should 
ar ise that  would make i t  f inancia l ly  more benef ic ia l  to  sel l  the 
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investment  than to cont inue to hold i t .  Where,  however,  one or  other  
of  the above tests c lear ly  suggests an adventure or  concern in the 
nature of  t rade and,  in  addi t ion,  i t  can be establ ished or  in ferred that  
the taxpayer 's  in tent ion was to sel l  the property at  the f i rs t  su i table 
opportuni ty ,  in tent ion wi l l  be v iewed as corroborat ive evidence.  On 
the other  hand,  inabi l i ty  to estab l ish an intent ion to sel l  does not  
preclude a t ransact ion f rom being regarded as an adventure or  
concern in the nature of  t rade i f  i t  can otherwise be so regarded 
pursuant  to one or  more of  the above tests.  

14.  The determinat ion of  whether secur i ty  t ransact ions made by 
f inancia l  inst i tu t ions,  such as those l is ted in 3(b)  to ( f )  above is  on 
income account  or  capi ta l  account  is  dependent  on the nature of  the 
account  f rom which the t ransact ion emanates and the facts of  the 
case.  

15.  Al l  gains or  losses of  a taxpayer that  re late to a par t ic ipat ion in 
the promot ion or  underwr i t ing of  a par t icu lar  issue of  a secur i ty  are on 
income account .  Simi lar ly ,  gains or  losses made or  incurred by an 
of f icer  or  employee of  a f i rm or  corporat ion that  is  engaged in the 
promot ion or  underwr i t ing of  secur i t ies are on income account  i f  they 
resul t  f rom the acquis i t ion of  secur i t ies promoted or  underwr i t ten by 
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h is  employer.  Wi th regard to any other  taxpayer who holds h imsel f  
out  to the publ ic  as a dealer  in  secur i t ies,  there is  a presumpt ion that  
a l l  gains or  losses on secur i ty  t ransact ions are par t  of  the normal  
operat ions of  such a business and thus are on income account .  
Fur ther ,  the gains and losses made by a corporat ion whose pr ime 
act iv i ty  is  t rading in secur i t ies wi l l  be considered to be on income 
account ,  notwi thstanding that  the corporat ion does not  hold i tse l f  out  
to the publ ic  as a t rader or  dealer  in  secur i t ies.  

16.  As indicated in IT-114,  any gain or  loss ar is ing f rom the 
acquis i t ion and d isposi t ion of  a debt  obl igat ion is  on income account  
where the acquis i t ion of  debt  obl igat ions,  e i ther  for  the purpose of  
resale or  for  hold ing to matur i ty ,  const i tu tes par t  or  a l l  o f  the 
taxpayer 's  business.  Such would be the case where the taxpayer was 
c lear ly  a money lender or  a t rader or  dealer  in  debt  obl igat ions.  In 
addi t ion,  where a taxpayer was an "or ig inal  lender" ,  as descr ibed in 
6 and 7 of  IT-114,  any gain or  loss on a loan negot iated by the 
taxpayer is  general ly  v iewed as being on income account .  

17.  The presumpt ion that  gains f rom secur i ty  t ransact ions are on 
income account  wi l l  a lso be taken by the Department  in  any s i tuat ion 
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where i t  is  apparent  that  the taxpayer has used specia l  in format ion 
not  avai lable to the publ ic  to real ize a quick prof i t .  

18.  The gain or  loss on the "short  sale"  of  shares is  considered to be 
on income account .  

19.  When the d isposi t ion of  shares in a corporat ion is  merely an 
a l ternat ive method of  real iz ing income f rom the sale of  a property held 
by the corporat ion (e.g.  real  estate) ,  the gains f rom the sale of  those 
shares wi l l  be inc luded in income as i f  the property i tse l f  had been 
sold.  

20.  Sect ion 66.3 deems shares of  capi ta l  s tock acquired under 
the c i rcumstances descr ibed in subparagraph 66.1(6)(a)(v)  or  
66.2(5)(a)(v)  not  to be capi ta l  property of  a taxpayer but  to be 
inventory acquired at  a cost  to the taxpayer of  n i l .  As a resul t ,  the 
gain or  loss on the d isposi t ion of  such shares wi l l  be on income 
account .  

21.  Al though a taxpayer may be c lassed as an " investor"  or  has 
e lected under subsect ion 39(4)  wi th the resul t  that  gains or  losses 
on the d isposi t ion of  debt  obl igat ions are normal ly  to be v iewed as 
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capi ta l  gains or  capi ta l  losses,  there are cer ta in provis ions in the Act ,  
as descr ibed below, which require that  the amount  of  any gain must  
be reported as income or ,  in  the case of  ( f )  below, may be so reported 
at  the taxpayer 's  opt ion:  

(a)  Where a debt  obl igat ion does not  provide for  the payment 
of  in terest ,  or  where the rate of  in terest  that  is  speci f ied in the 
obl igat ion is  substant ia l ly  below the market  rate at  the date of  
issue,  any real izat ion of  the d iscount  on the repayment of  a l l  or  
par t  of  such a debt  obl igat ion may be c lassed as interest  and as 
such is  inc luded in income under  paragraph 12(1)(c)  ( for  fur ther  
comments on th is  s i tuat ion,  see 3 and 4 of  IT-114).  

(b)  On the t ransfer  of  a debt  obl igat ion,  any amount  received 
by the t ransferor  that  may proper ly  be v iewed as represent ing 
accrued interest  must  be inc luded in the taxpayer 's  income, as 
required by subsect ion 20(14) .  

(c)  A por t ion of  any payment rece ived on a debt  obl igat ion that  
was taken as considerat ion for  property previously sold by the 
holder  of  the obl igat ion may be required to be inc luded in income 
in accordance wi th the ru le re lat ing to b lended payments in 
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sub-sect ion 16(1)  ( fur ther  comments on th is  subject  appear in  
11 to 13 of  IT-265R).  

(d)  The value of  a debt  obl igat ion that  is  taken in sat is fact ion 
of  an income debt  may be required to be inc luded in income in 
accordance wi th the ru les in  sect ion 76 (see ( IT-77R).  (However 
any subsequent  gain or  loss on the d isposi t ion of  the debt  
obl igat ion is  to be t reated in the normal  manner,  i .e .  whether the 
gain or  loss is  on account  of  income or  on account  of  capi ta l  is  a 
quest ion of  fact  dependent  upon the c i rcumstances of  the case.)  

(e)  Subsect ions 16(2)  and 16(3)  provide specia l  ru les for  an 
obl igat ion that  is  a bond,  debenture,  b i l l ,  note,  mortgage,  
hypothec or  s imi lar  obl igat ion issued by a person exempt f rom 
tax under sect ion 149 or  a non-resident  person not  carry ing on 
a business in Canada or  a government,  munic ipal i ty  or  other  
publ ic  body per forming a funct ion of  government.  In cer ta in 
c i rcumstances,  a d iscount  on these obl igat ions is  inc luded in 
income of  the f i rs t  owner of  the obl igat ion who is  res ident  of  
Canada.  The comments in 17 and 18 of  IT-114 are re levant  to 
these s i tuat ions.  
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( f )  In  accordance wi th sect ion 12.1,  a "cash bonus" on a Canada 
Savings Bond which may be reported as a capi ta l  gain may,  i f  the 
taxpayer so chooses,  be reported as in terest  income. 

22.  Where the taxpayer who acquires a debi t  obl igat ion is  the person 
who issued the obl igat ion,  the provis ions of  paragraph 20(1)( f )  and 
subsect ion 39(3)  are appl icable as expla ined in 21 and 22 of  IT-114.  

23.  A share opt ion is  not  a Canadian secur i ty  wi th in the def in i t ion in 
subsect ion 39(6) .  As a resul t ,  share opt ion t ransact ions cannot  qual i fy  
for  the guaranteed capi ta l  gains e lect ion (see 2 above).  The 
comments in  24 to 32 below provide the Department 's  v iews in 
connect ion wi th the tax t reatment  of  share opt ion t ransact ions.  A 
reference in th is  par t  of  the bul le t in  to "holder"  of  an opt ion refers to 
the person who acquires the opt ion and a reference to "wr i ter"  refers 
to the person who grants the opt ion.  I f  the wr i ter  owns the under ly ing 
shares at  the t ime the wr i ter  grants the opt ion,  the opt ion is  known as 
a "covered" opt ion,  but  i f  the wr i ter  does not  own the shares at  that  
t ime,  the opt ion is  known as a "naked" opt ion.  

24.  Gains and losses on share opt ion t ransact ions by taxpayers 
descr ibed in 15 and 17 above are considered to be on income 
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account .  The comments in 14 above are considered to apply to share 
opt ion t ransact ions of  f inancia l  inst i tu t ions,  such as banks,  t rust  
companies,  credi t  unions,  l i fe  insurance corporat ions and other  s imi lar  
corporat ions.  

25.  For  taxpayers,  other  than those descr ibed in 24 above,  i t  is  
a quest ion of  fact  whether  the gains or  losses on share opt ion 
t ransact ions are on income account  or  capi ta l  account .  However,  
the Department  general ly  presumes that  

(a)  the gain or  loss real ized by a holder  of  opt ions is  on the 
same account  as the holder 's  t ransact ions in shares;  

(b)  the gain or  loss real ized by a wr i ter  of  covered opt ions is  
on the same account  as the under ly ing shares;  and 

(c)  the gain or  loss real ized by a wr i ter  of  naked opt ions is  
normal ly  on income account .  However,  the Department  wi l l  
accept  report ing of  gains and losses on capi ta l  account  provided 
th is  pract ice is  fo l lowed consistent ly  f rom year to year.  

The presumpt ion indicated above may not  apply in  those unusual  
s i tuat ions where the facts c lear ly  indicate otherwise.  This could be 
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the case,  for  example,  where a holder  of  opt ions usual ly  t ransacts in  
shares on income account ,  but  holds a group of  shares for  investment  
purposes which are proper ly  reported on capi ta l  account .  In  th is  
s i tuat ion,  opt ion t ransact ions wi th respect  to the former group should 
be reported on income account  and the lat ter  group on capi ta l  
account .  

26.  The comments in  28 and 29 below discuss the t iming of  the 
report ing of  gains and losses on exchange-t raded cal l  opt ions whi le 
the comments in  31 and 32 below discuss the t iming of  the report ing 
of  gains and losses on exchange-t raded put  opt ions.  These comments 
are a lso re levant  for  put  and cal l  opt ions that  are s imi lar  to those 
t ransacted on an Exchange but  which are entered into outs ide an 
Exchange.  Put  and cal l  opt ions are contracts in  bearer  form which 
grant  the holder  the r ight  to sel l  ( in  the case of  a put)  or  buy ( in  the 
case of  a cal l )  a  speci f ied number of  shares at  a g iven pr ice at  or  
before a speci f ied t ime for  an agreed premium. 

27.  Under arrangements made by cer ta in Stock Exchanges,  both in 
Canada and outs ide Canada,  an Exchange may provide a market  for  
cal l  opt ions in shares.  The holder  of  the opt ion becomes ent i t led,  i f  
the holder  so chooses,  to purchase f rom a c lear ing corporat ion 
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establ ished by an Exchange the number of  uni ts  of  the under ly ing 
secur i ty  speci f ied in the opt ion at  a stated exerc ise pr ice at  any t ime 
pr ior  to the expi ry  date of  the opt ion.  The wr i ter  through his  broker is  
commit ted to del iver  to the c lear ing corporat ion the under ly ing 
secur i ty  speci f ied in  the opt ion i f  the opt ion is  exerc ised by the 
holder .  As considerat ion for  the commitment  by the wr i ter ,  the holder  
of  the opt ion pays to the wr i ter  an amount  known as a "premium",  
which amount  is  determined by auct ion on the f loor  of  the Exchange.  
Where a secondary market  in  opt ions is  mainta ined by an Exchange,  
e i ther  a holder  or  a wr i ter  of  an opt ion may c lose out  h is  posi t ion pr ior  
to the expi ry  date of  the opt ion.  The holder  of  an opt ion may,  in  
ef fect ,  se l l  the opt ion in the secondary market  and receive the amount  
of  premium current ly  appl icable to that  opt ion.  The wr i ter  of  an opt ion 
ord inar i ly  may terminate the obl igat ion under the opt ion by acquir ing 
in the secondary market  an opt ion having the same at t r ibutes as the 
opt ion previously wr i t ten.  This t ransact ion,  involv ing the payment of  
the appl icable premium, has the ef fect  of  cancel l ing the wr i ter 's  
pre-exist ing obl igat ion.  

28.  Where the holder  t reats gains and losses on cal l  opt ions as being 
on income account  and the opt ion is  exerc ised,  the amount  of  the 
premium and brokerage fees incurred at  the t ime the opt ion is  
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obta ined is  added to the cost  of  the shares acquired.  I f  the opt ion is  
not  exerc ised,  the cost  of  acquir ing the opt ion should be deducted in 
the taxat ion year in  which the opt ion expi res.  I f  the opt ion is  c losed 
out  in  the secondary market ,  the premium received (or  receivable)  is  
inc luded in income, and the cost  of  acquir ing the opt ion is  wr i t ten of f ,  
in  the taxat ion year in  which the opt ion is  c losed out .  Where the 
holder  of  a cal l  opt ion t reats gains and losses as being on capi ta l  
account ,  the ru les in sect ion 49 of  the Act  are appl icable.  The cost  of  
acquir ing the opt ion is  added to the cost  of  the shares i f  the opt ion is  
exerc ised.  I f  the opt ion is  not  exerc ised,  c lause 54(c)( i i ) (D)  appl ies 
and the cost  of  acquir ing the opt ion becomes a capi ta l  loss in  the 
taxat ion year in  which the opt ion expires.  I f  the holder  c loses out  the 
opt ion on the secondary market ,  the net  gain or  loss on the 
acquis i t ion and d isposi t ion of  the opt ion is  a capi ta l  gain or  capi ta l  
loss in  the taxat ion year in  which the opt ion is  c losed out .  

29.  Where the wr i ter  t reats gains or  losses on cal l  opt ions as being 
on income account  and the opt ion is  exerc ised,  the premium received 
should be brought  in to income when the opt ion is  exerc ised.  I f  the 
opt ion is  not  exerc ised,  the premium should be brought  in to income 
when the opt ion expi res.  I f  the opt ion is  c losed out  in  the secondary 
market ,  the premium should be net ted wi th the cost  of  acquir ing 
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the of fset t ing opt ion and the resul t ing gain or  loss accounted for  at  
the t ime of  the c lose out .  Where the wr i ter  for  a cal l  opt ion t reats 
gains and losses as being on capi ta l  account ,  the ru les in  sect ion 49 
of  the Act  apply at  the t ime of  the grant ing of  the opt ion.  Since 
subsect ion 49(1)  deems that  the wr i ter  has d isposed of  a property 
whose adjusted cost  base is  n i l ,  the wr i ter  would normal ly  have a gain 
equal  to the amount  by which the proceeds of  the opt ion exceed any 
costs of  d isposi t ion.  I f  an of fset t ing opt ion is  acquired on the 
secondary market ,  the cost  of  that  acquis i t ion would be a loss at  that  
t ime.  Where the opt ion is  exerc ised,  subsect ion 49(3)  would apply 
only i f  the wr i ter  is  a lso report ing gains and losses f rom the shares on 
capi ta l  account ,  in  which case the ef fects of  subsect ion 49(1)  is  
nul l i f ied and the proceeds f rom the opt ion is  instead added tot  he 
proceeds f rom the shares in comput ing the wr i ter 's  proceeds of  
d isposi t ion f rom the shares.  

30.  In the same way as i t  does for  cal l  opt ions as expla ined in 27 
above,  an exchange may provide a market  for  put  opt ions in shares.  
The holder  of  the opt ion becomes ent i t led,  i f  the holder  so chooses,  
to sel l  through a c lear ing corporat ion the number of  uni ts  of  the 
speci f ied secur i ty  at  a stated exerc ise pr ice at  any t ime pr ior  to the 
expi ry  date of  the opt ion.  The wr i ter  of  the put  opt ion is  commit ted 
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to  purchase f rom the c lear ing corporat ion the under ly ing secur i ty  
speci f ied in the opt ion i f  the opt ion is  exerc ised by the holder .  The 
remaining comments in  the last  four  sentences of  27 are a lso 
appl icable to put  opt ions as wel l  as cal l  opt ions.  

31.  Where the holder  t reats gains and losses on put  opt ions as being 
on income account  and the opt ion is  exerc ised,  the amount  of  the 
premium and brokerage fees incurred at  the t ime the opt ion is  
obta ined is  deducted f rom the proceeds of  d isposi t ion of  the shares 
in respect  of  which the opt ion was exerc ised.  I f  the opt ion is  not  
exerc ised,  the cost  of  acquir ing the opt ion should be deducted f rom 
income in the taxat ion year in  which the opt ion expi res.  I f  the opt ion 
is  c losed out  on the secondary market ,  the premium received (or  
receivable)  is  inc luded in income and the cost  of  the opt ion is  wr i t ten 
of f  in  the taxat ion year in  which the opt ion is  c losed out .  Where the 
holder  of  a put  opt ion t reats gains and losses as being on capi ta l  
account ,  the ru les in sect ion 49 apply.  The cost  of  acquir ing the 
opt ion is  deducted f rom the proceeds of  the sale of  the shares i f  the 
opt ion is  exerc ised.  I f  the opt ion is  not  exerc ised,  c lause 54(c)( i i ) (D)  
appl ies and the cost  of  the opt ion becomes a capi ta l  loss in  the 
taxat ion year in  which the opt ion expi res.  I f  the holder  c loses out  
the opt ion on the secondary market ,  the net  gain or  loss on the 
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acquis i t ion and d isposi t ion is  a capi ta l  gain or  loss in the taxat ion 
year in  which the opt ion is  c losed out .  

32.  Where the wr i ter  t reats gains and losses on put  opt ions as being 
on income account  and the opt ion is  exerc ised by the holder ,  the 
premium received for  the opt ion by the wr i ter  should be deducted 
f rom the cost  of  the shares the wr i ter  is  required to purchase in 
determining thei r  cost .  I f  the opt ion is  not  exerc ised,  the premium 
should be brought  in to income when the opt ion expi res.  I f  the opt ion 
is  c losed out  on the secondary market ,  the premium should be net ted 
wi th the cost  of  acquir ing the of fset t ing opt ion and the resul t ing gain 
or  loss accounted for  at  the t ime of  the c lose out .  Where the wr i ter  of  
a put  opt ion t reats gains and losses as being on capi ta l  account ,  the 
ru les in sect ion 49 apply.  Since subsect ion 49(1)  deems that  the 
wr i ter  has d isposed of  a property the adjusted cost  base of  which is  
n i l ,  the wr i ter  would normal ly  have a gain equal  to the amount  by 
which the proceeds of  the opt ion exceed any costs of  d isposi t ion.  I f  
an of fset t ing opt ion is  acquired on the secondary market ,  the cost  of  
that  acquis i t ion would be a loss at  that  t ime.  Where the opt ion is  
exerc ised by the holder ,  subsect ion 49(3)  would apply to the wr i ter  
only i f  the wr i ter  is  a lso report ing gains or  losses f rom the shares on 
capi ta l  account ,  in  which case the ef fects of  subsect ion 49(1)  are 
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nul l i f ied and the proceeds f rom the opt ion is  instead deducted in 
comput ing the cost  of  the shares acquired as a resul t  of  the opt ion 
being exerc ised.  

TRANSACTIONS IN MORE THAN ONE KIND 
OF SECURITY 

33.  I t  is  recognized that  occasional ly  a taxpayer,  other  than one who 
has e lected under subsect ion 39(4) ,  may acquire cer ta in secur i t ies as 
an investment  and may acquire other  l ike secur i t ies that  should be 
accorded income t reatment .  An example of  such a s i tuat ion would be 
a taxpayer who has specia l  knowledge not  avai lable to the publ ic  on 
some share t ransact ions but  t ransacts in  others wi th no specia l  
knowledge.  Consequent ly ,  a taxpayer may,  in  the same taxat ion year 
or  in  d i f ferent  taxat ion years,  proper ly  report  some gains or  losses 
f rom t ransact ions in secur i t ies as being on income account  and other  
gains or  losses as being on capi ta l  account .  Normal ly ,  however,  such 
s i tuat ions would be rare and the in i t ia l  presumpt ion wi l l  be that  gains 
or  losses made or  incurred by a par t icu lar  taxpayer or  t ransact ions in 
secur i t ies,  having regard to the taxpayer 's  c i rcumstances,  are e i ther  
a l l  o f  a capi ta l  nature or  are a l l  o f  an income nature,  as the case may 
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be,  and evidence wi l l  be required in  support  of  any contrary report ing 
of  such gains or  losses.  I t  is  recognized a lso that  a taxpayer may 
acquire debt  obl igat ions in c i rcumstances that  qual i fy  them as an 
investment  and may acquire shares in the capaci ty  of  a t rader or  
dealer ,  or  the converse may be the s i tuat ion.  Simi lar ly ,  a taxpayer,  
having regard to the comments in IT-346R, may be able to report  
gains and losses on t ransact ions in commodi t ies or  commodi ty  futures 
as being of  an income nature and gains or  losses on t ransact ions in 
secur i t ies as being of  a capi ta l  nature or  v ice versa.  
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