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Is this guide for you? Forms and publications 
Use this guide if you are a self+mployed businessperson 
(which includes a self-employed commission salesperson) 
or a profession& lt Will help you calculate the busin&s or 
professional income you Will report on your 1995 income 
tax return. 

In the middle of tbis guide you Will find two copies of 
Form T21’24, Statement of Business Activities, and 
Form T2032, Statement of Drofessional Activities. Throughout 
the guide, we also refer to other forms and publications. If 
you need more copies of Form T2124, Form T2032, or any 
other forms or publications, contact your tax services office. 

Changes 
We provide financial statements in the middle of this 
guide to help you &ulate your income and expenses 
for income tax purposes. Last year, we asked you to 
complete Forms T2124, Statement of Business Activities, 
and T2032, Statement of Projessional Activities, when 
preparing your income tax return. For the 1995 taxation 
year, we encourage you to~use these forms. However, 
you do not bave to use them, since we Will continue to 
accept other types of financial statements. 

Proposed change 
Under proposed legislation, the rules for calculating 
self-employment income bave changed for businesses 
whose fiscal year does not end on l+ember 31,1995. 
For example, if your fiscal year began June 1,1994, and 
ended May 31,1995, you bave to do a special calculation 
to determine an amount of additional business income to 
report for the period June 1,1995, to December 31,1995. 
This change affects sole proprietorships, professional 
corporations that are members of a partnership, and 
partnerships (where at least one member of the 
partnership is an individual, professional corporation, or 
another affected partnership). If you bave 
self-employment income, or if you are the spouse of 

someone who does, you bave until June 15,1996, to file 
your income tax return, unless the expenditures made in 
the course of carrying on the business are primarily the 
cost or capital cost of tax shelter investments. However, 
you bave to pay any balance owing by April30,1996. If 
your usual fiscal year does not end on 
December 31,1995, you Will need the $amphlet Tax 
Changes.Relating to the 1995 Fiscal Year End to calculate 
the amount of income to report on your tax return. You 
cari get this publication from your ta services office in 
mid-February 1996. 

This guide includes announced tax changes that were net 
law at the time of printing. However, we are getting ready 
to apply these proposed changes. For more information on 
these changes, see the areas highlighted in green in this 
guide. 

This guide uses plain language to explain the most common 
tax situations. For most tax matters, please contact the 
General Enquiries Section of your Revenue Canada tax 
services office. If, after reading this guide, you need more 
information about businesses or professional activities, 
please contact the Business Enquiries Section of your tax 
services office. You cari find the address and telephone 
numbers listed under “Revenue Canada” in the 
Government of Canada section of the telephone book. 

Blind or visually-impaired persons cari gjet this publication in 
braille and large print, and on audio cassette and computer 
diskette. TO order, please cal1 l-800-267-1267 weekdays between 
8:15 a.m. and 5:00 p.m. (Eastern Time). 

La version française de cette publication est intitulée Revenus d’entreprise ou de profession libérale 

tauvett
cal1 l-800-267-1267
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T,’ h1.s chapter has general information for businesses 
(mcludmg self-employed commission sales) and 

professional activities. It is divided into two sections. 

Section A provides information that applies to a11 
businesses and professional activities. It defines business 
and business income. It also covers fiscal periods, business 
records, instalment payments, and important dates to 
remember. 

Section B, which starts on page 7, provides information 
specifically of interest to partnerships. If you are not a 
member of a partnership, you do net bave to read 
Section 8. You cari go directly to Chapter 2 after you read 
Section A. TO determine if you are a member of a 
partnership, sec the heading “What is a partnership?” on 
page 7 in this chapter. 

Did you own capital property or 
eligible capital property at the end of 
February 22, 1994? 
The $100,000 capital gains exemption is no longer available 
for dispositions of capital property or eligible capital 
property after February 22,1994. However, if you owned 
this type of property at the end of February 22,1994, and 
you bave not used all your $100,000 capital gains 
exemption, you may be able to make a special election. 

This election allows you to report an accrued capital gain 
on your income tax return and claim a capital gains 
deduction, even though you did net actually sell your 
property. TO make this election, you bave to use Form T664, 
Election to Report n Capital Gain on Property Owned at the End 
of February 22,2994. If you sold property after 
February 22,1994, and realized a capital gain, you cari use 
this election to report the capital gain accrued up to 
February 22,1994, and you cari claim the capital gains 
deduction on your 1994 return. If you did not file an 
election with your 1994 tax return,.we may accept an 
election up to April30,1997, if you estimate and paya 
penalty at the time you actually file it. 

TO find out more about the special election and how to 
calculate the penalty, sec the Capital Gains Election Package. 
The package includes Foi-m T664. If you want to make this 
election, do not submit an amended 1994 income tax return. 
Instead, complete and submit Form T664, along with 
payment of the estimated penalty, to the Enquiries and 
Adjustments Section at your tax centre. 

Exception 
If you owned eligible capital property at the end of 
February 22,1994, and your business’ fiscal year that 
includes February 22,1994, ends in 1995, you generally 
bave until June 15,1996, to file this election without 
paying a penalty, In this case, you should attach 
Form T664 to your 1995 income tax return. For more 
information about how the election works for eligible 
capital property of a business, read chapter 5, “Eligible 
Capital Expenditures,” on page 39 of this guide. 

Section A - Information for all 
businesses and professional activities 
Business and business income 
A business is an activity that you conduct for profit or with 
a reasonable expectation of profit. A business includes: 

. a profession; 

n a calling; 

II a trade; 

q a manufacture; 

q an undertaking of any kind; and 

u an adventure or concern in the nature of trade (for more 
details, read Interpretation Bulletin IT-459, Adventure or 
Concern in the Nature of Trade). 

Therefore, business income includes income from any 
activity you conduct for profit or with a reasonable 
expectation of profit. For example, income from a service 
business is business income. Note that you do not include~ 
fmployment income as business income. 

You were asking...? 

Q. 

A. 

When does abusiness start? Can 1 deduct the costs 1 
incur before and during the start of a business? 

We look at each case on its own merits. Generally, we 
consider that a business starts whenever you begin 
some signifiant activity that is a regular part of the 
business, or that is necessary to get the business going. 

For example, suppose you decide to start a merchandising 
business and you buy enough goods for resale to start the 
business. At this point, we would consider that the business 
has started. You cari usually deduct expenses you bave 
incurred to date to earn the business income. You could still 
deduct the expenses even if, despite all your efforts, the 
business wound up. On the other hand, assume you review 
several different business prospects in the hope of going 
into a business of some kind. In tbis case, we would net 
consider that the business has begun, and you could not 
deduct any of the costs you inca 

If you would like more details about the start of a business, 
sec Interpretation Bulletin IT-364, Commencement of Business 
Operations. 

How don you report your business income? 
Fiscal period 
The taxation year for an individual is the calendar year. 
However, you do not bave to report your business income 
on a calendar year bais. You cari choose the date when you 
want your business year to end. 

A fiscal period is the time covered from the day your 
business starts its business year to the day it ends its 
business year. For an existing business, the fiscal period is 
usually 12 months. A fiscal period cannot be longer than 
32 months. However, it cari be less than 12 months in some 
cases, such as when a new business starts or when a 
business stops. 

You report business income in the calendar year when the 
fiscal period of your business ends. For example, suppose 
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your business bas a fiscal period that runs from June 1 to 
May 31. Report your business income for the fiscal period 
June 1,1994, to May 31,1995, on your 1995 return because 
that fiscal period ends in 1995. 

TO change your fiscal period, you bave to write to the 
Director of your tax services office to get permission. We 
Will only allow you to make a change if it is for sound 
business reasons. For example, we cannot allow a change if 
the’reason is to minimize taxes. For more details, sec 
Interpretation Bulletin IT-179, Change of Fiscal Period. 

Under proposed legislation, the rules for calculating 
self-employment incqme bave changed for businesses 
whose fiscal year does not end on December 31,1995. 
For example, if your fiscal year began June 1,1994, and 
ended May 31,1995, you bave to do a special calculation 
to determine an amount of additional business income to 
report for the period June 1,1995, to December 31,1995. 
This change affects sole proprietorships, professional 
corporations that are members of a partnership, and 
partnerships (where at least one member of the 
partnership is an individual, professional corporation, or 
another affected partnership). If you bave 
self-employment income, orif you are the spouse of 
someone who does, you bave until June 15,1996, to file 
your income tax return, unless the expenditures made in 
the course of carrying on the business are primarily the 
cost or capital cost of tax shelter investments. However, 
you bave to pay any balance owing by April30,1996. If 
your fiscal year does not end on December 31,1995, you 
Will need the pamphlet Tax Changes Relnting to the 
1995 Fiscal Year End to calculate the amount of income to 
report on your tax return. You cari get tbis publication 
from your tax services office. 

Accrual method 

In most cases, as a self-employed person, you report 
business income by using the accrual method of 
accounting. With this method, you: 

w report your income in the fiscal period you earn it, 
regardless of when you receive the income; and 

n deduct expenses in the fiscal period you incur them, 
whether you paid them in that period or net. Incur 
usually means you either paid or Will bave to pay the 
C%peIW. 

As we said earlier, income from professional activities is 
business income. Therefore you report it using the accrual 
method. Chapter 2 has more details about professionals. 

Cash method 
If you are a self-employed commission sales agent, you cari 
use the cash method of reporting your income and 
expenses, as long as it accurately shows your income for the 
year. Under this method, you: 

. report income in the year you receive it; and 

. deduct expenses in the year you pay them. 

Business records 
You bave to keep records of a11 your transactions to support 
your income and expense claims. Therefore, your records 
should be complete and organized. 

There are other benefits to keeping careful records: 

n When you earn income from many places, good records 
help you identify the source of the income. Unless you 
keep proper records, you may not be able to prove that 
some income is not from your business, or that it is not 
taxable. 

. Keeping good records Will remind you of expenses you 
cari deduct when it cornes time to do your income tax 
return. 

n Good records Will keep you better informed about the 
past and present financial position of your business. 

. Good records cari help you budget, spot trends in your 
business, and get help from banks and other lenders. 

. Good records cari prevent problems you may run into if 
we audit your income tax returns. 

Income records 

Keep track of the gras income your business earns. Grass 
income is your total income before you deduct the cost of 
goods sold and expenses. Your income records should 
show the date, the amount, and the source of the income. 
Record the income whether you received cash, property, or 
services. 

Support a11 income entries with original documents. 
Original documents include sales invoices, cash register 
tapes, receipts, patient cards, fee statements, contracts, and 
SO on. These documents Will depend on the type of 
business you run. 

Here is an example of how to record your income. 
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Expense records 
Always get receipts or other vouchers when you buy 
something for your business. When you buy merchandise 
or services, the receipts bave to show: 

. the date of the purchase; 

II the name and address of the seller or supplier; 

II the name and address of the purchaser; and 

II a full description of the goods or services. 

Here is an example of how to record your expenses. 

You were asking...? 
Q. What should 1 do if there is no description on a receipt? 

A. When you buy something, make sure the seller 
describes the item. Sometimes however, there is no 
description on the receipt, like with a cash register tape. 
In this case, you should write what the item is on the 
receipt or in your expense journal. 

Q, What should 1 do if a supplier does not give me a 
receipt? 

A. When you buy something, make sure you request a 
receipt. Som&mes however, suppliers may not provide 
receipts. In this case, write the information in your 
records. Show the name and address of the supplier, 
the date you made the payment, the amount you paid, 
and the details of the transaction. 

Keep a record of the properties you bought and sold. This 
record should show who sold you the property, the cost, 
and the date you bought it. This information Will help you 
calculate your claim for capital cost allowance, and other 
amounts. 

If you sel1 or trade a property, show the date you sold or 
traded it, and the amount of the payment or credit from the 
sale or trade-in. 

Your record books 

Keep a record of your daily income and expenses. We do 
not issue record books or suggest any type of book or set of 
books. There are many record books and bookkeeping 
systems available. For example, you cari use a book that has 
columns and separate pages for income and expenses. 

Keep your books, along with your duplicate deposit slips, 
bank statements, and cancelled cheques. Keep separate 
records for each business you run. If you want to keep 
computerized records, make sure they are clear and easy to 
read. 

Note 
Do not send your records with your income tax return. 
~owever, you must keep them in case we ask to sec 
them. 

If you do not keep the necessary information and you do 
net bave any other proof, we may bave to determine your 
income using other methods. We may also bave to reduce 
the expenses you deducted. 

lime limits 
Depending on the situation, keep your records for the 
following lengths of time: 

II If you file your return on time, keep your records for a 
minimum of six years after the end of the taxation year to 
which they relate. 

II If you file your return late, keep your records for 
six years after the date you file that return. 

u If you file an objection or an appeal, keep your records 
until either the issue is,settled and the time for filing any 
further appeal expires, or the six-year period mentioned 
above has expired, whichever is later. For more 
information on objections and appeals, sec Chapter 7. 

If you want to destroy your records before the minimum 
six-year period is over, you must first get written 
permission from the Director of your tax services office. TO 
do this, either use Form T137, Request for Destruction of Books 
and Records, or prepare your own written request. 
Information Circular 78-10, Books and Records 
RetentionlDestruction and its Special R&ase bave more 
details. 

Instalment payments 
As a self-employed person, you may bave to make 
instalment payments for 1996. Your 1996 instalment 
payments are due on March 15, June 15, September 15, and 
December 15. If you bave to pay by instalments, we Will 
send you a notice telling you how much to pay. For more 
information, sec the pamphlet called Paying Your Income 
Tax by Instalments. If you would like to calculate your 
instalment payments, get the Form T1033-WS, Instalment 
Payment Calculation Worksheet. You ca” get the pamphlet 
and the worksheet from your tax services office. 

You may bave to psy a penalty and interest if you do not 
pay your instalment payments on time, or if you do not pay 
the full instalment amounts you owe. 
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Dates to remember 
February 29,1996 

March 15,1996 

Mach 31,1996 

April30,1996 

June 15,1996 

September 15,1996 

December 15,1996 

Note 

If you bave employees, file your 
1995 T4 Summary and 
T4A Summary returns. Also, give 
your employees their copies of the 
T4 Supplementary and 
T4A Supplementary slips. 

Make your first 1996 instalment 
payment. 

Most partnerships Will file Form 
T5013 Summary, Partnership 
Information Return, by 
March31,1996. However, there are 
exceptions. See the guide called 
Partnership Information Return and 
Information Circula 89-5, 
Partnership Information Return and its 
Special R&ase. 

Pay any balance owing. File your 
1995 income tax return if the 
expenditures of the business are 
primarily the cost or capital cost of 
tax shelter investments. 

Make your second 1996 instalment 
payment. File your 1995 income tax 
return if you bave self-employment 
income, or if you are the spouse of 
someone who does, unless the 
expenditures of the business are 
primarily the cost or capital cost of 
tax shelter investments. Remember 
to pay any balance owing by 
April30,1996, to avoid interest 
charges. 

Make your third 1996 instalment 
payment. 

Make your fourth 1996 instalment 
payment. 

You cari file your annual Goods and Services Tax (GST) 
and income tax returns at the same time by completing 
Form T1124(E), GSTand Income Tax Reconciliation Form. 
You cari also make one remittance for both taxes or offset 
a credit for one tax against a debit for the other. 
However, if you bave a balance owing for 1995, your 
payment is due on or before April30,1996. Arrears 
interest, wbich we calcul& separately on the GST and 
income tax owing, Will accrue on any balance 
outstanding after April30,1996, until you pay the 
amount in full. 

Section B - Information for 
partnerships 
This section has three parts. Part 1 has general information 
about partnerships. Part 2 has details for you if your 
partnership has to file a T5013 Summary, Partnership 
Information Return. Part 3 has information for you if your 
partnership does net haveio file a T5013 Summary, 
Partnership Information Return. 

A partnership that has six or more members has to file a 
T5013 Summary, Partnership Information Return (PIR). A 
partnership that has five members or less throughout the 
year, and one or more of its members is another 
partnership, also has to file a PIR. 

Partnerships with five members or less throughout the 
year, and with no member who is another partnership, do 
net bave to file a PIR. Read Information Circular 89-5, 
Partnership Information Return, and its Special R&ase, for 
information about partnerships that do net bave to file a 
PIR. You cari also read the guide called Partnership 
Information~Return. 

Interpretation Bulletins IT-90, What is a Partnership?, 
and IT-138, Computation and Flow-through of Partnership 
Income, bave more details about partnerships. 

Part 1 - General information abo,ut 
partnerships 
What is a partnership? 
A partnership is usually the r&ionship between persans 
who conduct a business in common with the belief they 
Will make a profit. You cari bave a partnership without a 
written agreement. Therefore, to determine if you are a 
partner, determine the type and extent of your involvement 
in the business. Please refer to the laws of your province to 
help you decide if you are a partner in a certain business. 

When you form, change, or dissolve a partnership, 
consider: 

m whether or net the relationship is a partnership; 

a the special rules about capital gains or losses and the 
recapturb of capital cost allowance (CCA) that apply 
when you give properties to a partnership; 

m the special rules that apply when you dissolve a 
partnership; and 

. the special rules that apply when you sel1 or dispose of 
your inter& in a partnership. 

If you need more details, contact the Business Enquiries 
Section of your tax services office. You cari find the 
numbers listed under “Revenue Canada” in the 
Government of Canada section of the telephone book. 

Reporting partnership income 
A partnership does not pay income tax on its income, and it 
does not file an income tax return. Instead, each partner 
files an income tax return to report his or her share of the 
partnership’s net income or 10~s. This requirement remains, 
whether the share of income was received in cash, or as a 
credit to a capital account in the partnership. 

Goods and services tax (GST) rebate 
If you are a member of a partnership and you claim 
expenses on your return, you may be able to get a GST 
rebate for any GST you paid on the expenses. 

The GST rebate is available to you as long as you meet both 
of these conditions: 

. you are a member of a GST registered partnership; and 

7 



. on your income tax return, you deduct expenses incurred 
to earn partnership income for which the partnership did 
not repay you. 

We base the rebate on the amount of the expenses subject 
to GST that you deduct on your income tax return. 
Examples of expenses subject to GST are vehicle costs, 
me&, entertainment, and SO on. You cari also get a GST 
rebate for capital cost allowance (CCA) you claim on certain 
types of property (eg., if you claim CCA for a vehicle you 
bought to earn partnership income, and you paid GST 
when you bought the vehicle). Use the chart called “Other 
amounts deductible from your share of net partnership 
income (10s~)” on page 2 of Form T2032 or Form T2124 to 
claim expenses for which the partnership did not reimburse 
you, and any other deductible amounts. For more 
information, sec page 22. 

For more details about the GST rebate, get Form GST 370, 
Employee and J’artner GST Rebate, from your tax services 
office. 

Partnership losses 

A partnership cari bave a 10s~. Calculate the loss as though 
the partnership were a separate person. However, apply 
the loss carry-over rules to each partner, and not to the 
partnership. For example, when you complete your own 
income tax return, combine your share of the partnership 
non-capital losses with any other non-capital losses you 
bave in the year. Then, apply this amount against your 
income using the usual loss carry-over rules. Contact your 
tax services office for details about these rules. 

Pari 2 - Partnerships that have to file a 
Partnership Information Return 
If you are a member of a partnership that has to file a 
T5013 Summary, Partnerskip Information Return, you should 
get two copies of T5013 Supplementary, Staiement of 
Partnerskip Income, from the partnership. If you do not 
receive this form; contact the person who prepares the 
forms for the partnership. 

On your income tax return, report the gross partnership 
income and your share of the net partnership income or 
10s~. You Will get these amounts from your 
T5013 Supplementary slip. Attach copy 2 of your 
T5013 Supplementary slip to your income tax return. Do 
not attach the partnership’s income and expense statement. 

You may need to adjust your share of the net partnership 
income or loss shown on your T5013 Supplementary slip. 
Do this to deduct any business expenses you incur for 
which the partnership did not repay you, and any other 
deductible amounts. If this is your situation, read the 
section called “Other amounts deductible from your share 
of net partnership income (10~s)” on page 22. You may also 
bave expenses related to the business use of your home. Sec 
page 22 for more information. 

The guide called Partnerskip Information Return has more 
details about the T5013 Summary form. Information 
Circula 89-5, Partnerskip Information Return and its Special 
R&ase also bave more information. 

Pari 3 - Partnerships that do not have to file 
a Partnership Information Return 
If you are a member of~a partnership that does not bave to 
file a T5013 Summary, Partnerskip Information Return, when 
you calculate the partneiship’s income and expenses, use 
the same rules you would for a proprietorship. Calculate 
the partnership’s income and expenses as if the partnership 
were a separate person. Some rules for capital cost 
allowance and eligible capital expenditures on 
partnership-owned property are different. We explain these 
des below. 

Capital cost allowance (CCA) 

A partnership cari own depreciable property and 
claim CCA on it. As an individu1 partner, you cannot 
claim CCA on property the partnership owns. 

From the capital cost of depreciable property, subtract any 
investment tax credit allocated to the individual partners. 
We consider this allocation to be made at the end of the 
partnership’s fiscal period. You also reduce capital cost by 
any type of government assistance. See Chapter 4 for more 
details about CCA and the adjustments to capital cost. 

Any capital gain or recapture from the sale of property the 
partnership owns is income of the partnership. Also, any 
capital or terminal loss from the sale of partnership-owned 
property is the loss of the partnership. Sec Chapter 4 for 
more details about capital gains and losses, and recapture 
and terminal losses. 

Eligible capital expenditures 

A partnership cari own eligible capital property and deduct 
an annual allowance. Any income from the sale of eligible 
capital property the partnership owns is income of the 
partnership. See Chapter 5 for more details about eligible 
capital expenditures. 

Limited partnership 

A limited partnership is a partnership which gives its 
limite-d partners responsibilities that are similar to those 
given to shareholders of a corporation. A limited partner is 
someone whose liability as a member of a limited 
partnership is limited, as opposed to general partners. 

The following amounts cari flow out (be passed on) to 
limited partners: 

m investment tax credits, except those for research and 
development that cannot flow out; 

n business losses; and 

. property losses. 

As a limited partner, you cari claim these uedits and losses 
(except losses from farming) only to the extent your 
investment in the partnership is at risk. This is your at-risk 
amount. 

In most cases, if you are the first-time buyer of a limited 
partnership interest, your at-risk amount for any year is the 
total of the following: 

n the adjusted cost base (ACB) of your interest in the 
limited partnership at the end of the year; 

a 



pIUS 

m your share of any partnership incarne; 

m certain amounts you owe ta the limited partnership, plus 
any guarantee or indemnity the limited partnership gave 
to you against the loss of your investment in the 
partnership. 

You bave ta reduce your at-risk amount because the 
amount you owe to the partnership is net yet at risk in the 
partnership. 

If you are a buyer of a limited partnership interest on the 
secondary market, your ACB of the partnership interest is 
the lower of: 

n your cost; or 

. the ACB of the selling limited partner, as long as it is not 
less than zero. 

Note 
Inter&s in some limited partnerships that existed on or 
before February 25,1986, may be exempt from these 
rules if they meet certain conditions. For more 
information on limited partnerships, contact your tax 
services office. 

T’ hs chapter has three parts, and covers the more 
common points about income. Part 1, which star& 

below, explains how proprietors and partners complete 
Form T2124, Statement of Business Activities, and 
Form T2032, Stntement ofl’rofessional Activities, and gives 
instructions on the identification area. Part 2, which starts 
on page 10, discusses incarne from a business (including 
self-employed commission sales). Part 3, which starts on 
page 12, discusses incarne from professional activities. 

Form T2 124, Sfafement of Business Acfivifies and 
Form T2032, Sfafement of Professiona/ Acfivifies 
You Will find two copies of these forms in the middle of this 
guide. The forms are provided ta help you calculate your 
incarne and expenses for income tax purposes. Last year, 
we asked clients ta complete Forms T2124 and T2032 when 
preparing their incarne tax returns. For the 1995 taxation 
year, we encourage you ta use these forms. However, you 
do not bave to use thym sine we Will continue ta accept 
other types of financial statements. 

You bave ta complete a separate form for each business or 
professional activity you operate. Interpretation 
Bulletin IT-206, Separnte Businesses, bas more details. 

There is an example on page 13 that summarizes the whole 
chapter. 

Part 1 - Getting started 
Sole proprietorships 

If you are a sole proprietor, complete a11 the applicable 
areas and lines on Form T2032 or T2124. 

Partnerships 
The details of your business or professional activities that 
you bave ta give us depend on the type of partnership you 
are in. If you are a member of a partnership that has to file 
a T5013 Summary, Partnerskip Information Return, complete 
Form T2124 or Form T2032 as follows: 

. Complete the identification area. 

. Enter your share of the partnership incarne shown in 
box 18 of the T5013 Supplementary, Statement of 
Partnerskip Income, on line 8237 “Net incarne (10s~) before 
adjustments.” 

. Complete the “Other amounts deductible from your 
share of net partnership incarne (10s~)” chart to claim any 
expenses for which the partnership did not reimburse 
you, and any other deductible amounts. Sec page 22 for 
more information. Complete the “Calculation of 
business-use-of-home expenses” chut if applicable. Sec 
page 22 for more information. 

. Enter your share of the net income or loss from the 
business on line 8243 “Your net income (loss).:’ If you did 
not make any adjustments ta the amount in box 18 of 
your T5013 Supplementary slip, the amount you enter on 
line 8243 Will be the same as the amount you entered on 
line 8237. 

If you are a member of a partnership that does not bave ta 
file a T5013 Summary, Partnerskip Information Return, 
complete Form T2124, Statement of.Business Activities, or 
Form T2032, Statement of Professional Activities, as follows: 

. Complete the identification area. 

. Report the business incarne for a11 partners. 

. Report the business portion of expenses for a11 partners. 

. Complete the “Other amounts deductible from your 
share of net partnership income (10s~)” chat ta claim any 
expenses for which the partnership did not reimburse 
you, and any other deductible amounts. Sec page 22 for 
more information. Complete the “Calculation of 
business-use-of-home expenses” chart if applicable. Sec 
page 22 for more information. 

. Complete the “Details of other partners” chart. 

TO sec if your partnership has to file a T5013 Summary, 
read the section called “Section B -Information for 
partnerships” on page 7. We explain later in this chapter, as 
well as in Chapter 3, how to complete each of the lines on 
Form T2124 or Form T2032. 

Identification crrec~ on Forms T2032 and T2124 

Complete a11 the lines that apply ta your business or 
professional activities. Most of the information required is 
self-explanatory. 

Indic&e the period your business year covered, which is 
your fiscal period. Sec page 4 for an explanation of fiscal 
period. 
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Enter the industry code that corresponds to your business 
from the appendix on page 48 of this guide. If more than 
one code describes your business, or if you bave more than 
one activity in your business, use the code that most closely 
describes your main business activity. For example, you 
might operate a bookstore. However, the store might also 
sel1 postage stamps. You would still use industry code 6511 
(for books and &tionery) and net 4841 (for postal services). 

If you did net prepare your Form T7.032 or T2124, enter the 
name and address of the person or the firm that prepared it 
for you. 

If you bave a 15.digit business number, or a 9.digit GST 
account number, enter it in the appropriate area. If you 
bave more than one GST account number, enter the one 
you are using for this business. 

If your business or professional activities are a partnership, 
identify your percentage of the partnership, and enter the 
partnership identification rumba if applicable. 

Do you have a tax shelter? 

If you bave a tax shelter, enter its number on the 
appropriate line. A tax shelter is any property that you 
expect Will result, based on statements or representations 
made, in losses or other deductible amounts in the first four 
years after you acquire it. These losses or amounts would 
be equal to.or more than the cost of your interest in the 
property (minus prescribed benefits). The Fost of your 
interest in the property has to be reduced by prescribed 
benefits you or a person with whom you do net deal at 
arm’s length Will receive or enjoy. Prescribed benefits 
include tax credits, revenue guarantees, contingent 
liabilities, limited recourse debt, and rights of exchange or 
conversion. We define a non-arm’s-length transaction on 
page 25. 

Under proposed legislation, certain other amounts Will 
reduce the amount of any expenditure for a specified tax 
shelter investment, or fhe cost or the capital cost for such 
a tax shelter investment This reduction Will also apply 
to the amount of any expenditure in which an interest is 
considered to be a specified tax shelter. Generally, a tax 
shelter investment means a property, or an ouilay or 
expense made that is a tax shelter as defined by law, or 
an interest in a partnership owned by a limited partner 
or by a member who was a specified member at a11 times 
sine joining the partnership. For more information on 
calculating these amounts, contact your tax services 
office. 

Tax shelters do net include flow-through shares or 
prescribed property. Prescribed property means property 
that is a registered pension plan, a registered retirement 
swings plan, a deferred profit-sharing plan, a registered 
retirement income fund, or a registered education swings 
plan. If you want more details, sec Information 
Circula 89-4, Taw Shelter Reporting. 

If you invested in a tax shelter after August 31,1989, and 
before 1991, you bave to provide your tax shelter 
identification number to claim a deduction for 1995. The 
identification number is for administrative purposes only, 
and does net confirm that an investor is entitled to claim 
any tax benefits associated with a tax shelter. YOU cari 
provide this number using Form T5004, St&m~t O~TUX 
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Shefter Loss or Deduction, although in this case there is no 
requirement for you to file Form T5004 with your income 
tax return. However, if you acquired a tax shelter after 1990 
and are claiming a deduction for 1995, you bave to file 
Form T5004 with your tax return to claim a deduction. Be 
sure to provide the specific information requested, 
including the tax shelter identification number. Regardless 
of when you acquired a particular tax shelter, if this is the 
first year you are making a claim for it, include a copy of a 
T5003 Supplementary, Statement ojTax Skelter Information, 
with your income tax return. 

Part 2 - Income from a business - 
Form T2 124, Sfatemenf of Business Acfivifies 
This section explains how to complete the area called 
“Incorne” on Form T2124, Statement of Business Actiuities. 

Sales, commissions, or fees 

Your sales include a11 sales, whether you receive or Will 
receive money, something the same as money (such as 
credit units possessing a notional monetary value),or 
something from bartering. Bartering occurs when two 
people agree to exchange goods or services without using 
money. lnterpretation Bulletin IT-490, Buter Transactions, 
has more details. 

You might usually deduct the goods and services tax (GST), 
provincial sales taax (PST), or rehwns and allowances 
directly from sales at the time they take place. If you do 
this, you cari show your net sales (after GST, PST, and 
returns and allowances) on rhe first line of Form T2124. 
Otherwise, show the GST, PST, and returns and allowances 
separately on the appropriate lines of the form.’ 

If you are a self-employed commission salesperson, enter 
the commissions you received on this line. 

Line 8123 - Net sales, commissions, or fees 

Enter your net sales, commissions, and fees after deducting 
any goods and services ta (GST), provincial sales taxes 
(PST), and any returns, allowances, and discounts, if these 
bave been included in your sales. 

Reserves deducted last year 

lnclude in your 1995 income any reserves you deducted in 
1994. See “Allowable reserves” on page 21 for more details. 

Note 
If you are report@ income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tax 
Changes R&ing to tke 1995 Fiscal Year End to calcul& 
the reserves, for your second fiscal period. 

Other income 

Show income you received from any other sources 
separately on the “Other income” line on Form T2124. 
Some examples of other income you would report on this 
line are: 

. a ~cc~ery of an amount you wrote off as a bad debt in a 
prior year; 

. the value of vacation trips or other prizes awarded to you 
because of your business activities; 



. payments for land you leased for petroleum OI natural 
gas exploration. For more information, sec Interpretation 
Bulletin IT-200, Surface Rentals and Farming Operations, or 
contact the Business Enquiries Section of your tax 
services office. You cari find the numbers under 
“Revenue Canada” in the Government of Canada section 
of your telephone book; and 

n grants, subsidies, incentives, or assistance you received 
from a government, a government agency, or a 
non-government agency. Interpretation Bulletin IT-273, 
Government Assistance - General Comment~ (after 
Jnnuary 28,1982) and its Special R&ase bave more 
information. 

Note 
Subtract any rebate, grant, or assistance you receive from 
the applicable expense. Enter the net figure on the 
appropriate line of this form. If the rebate, grant, or 
assistance is for a depreciable asset, subtract the amount 
you received frofi the asset’s capital cost. This Will affect 
the amount of capital cost allowance (CCA) you cari 
claim for that asset. See Chaoter 4 for information about 
CGA. If the asset qualifies f& the investment tax credit, 
tbis reduction to the capital cost Will also affect your 
claim. See Chapter 6 for details. If you cannot apply the 
rebate, grant, or assistance you received to reduce a 
particular expense, or to reduce anasset’s capital cost, 
include the total as other income. 

When you claim the GST you paid on your business 
expenses as an input tax credit, reduce the amounts of the 
business expenses you show on Form T2124 by the amount 
of the input tax credit. Do this when the GST for which you 
are claiming the input tax credit was paid or became 
payable. Similarly, when you receive any GST rebate, 
subtract it from the applicable expense. Enter the net 
expense figure on the proper line on Form T2124. Any such 
assistance you claim for purchasing depreciable property 
used in your business Will affect your claim for CCA. See 
“Cran& subsidies, or other incentives or inducements” on 
page 31. 

Line 8124 - Grass income 

Enter your gross income, which is your net sales (line 8123) 
plus any reserves deducted last year, and any other income. 

Calculotion of cost of goods sold 

Complete this area of Form T2124 if your business buys 
goods for resale or makes goods for sale. Claim the cost of 
the goods you buy or make for sale in the fiscal period you 
sel1 them. TO calculate your cost of goods sold, you need to 
know the following: 

. the value of your inventory at the start of your fiscal 
period; 

Line 8200 - Opening inventory, and line 8203 - 
Closing inventory - Enter your opening and closing 
inventory on the appropriate lines. These amonts must 
include raw materials, goods in process, and finished 
goods. The way you value your inventory is important 
when you determine your income. For income tax 
purposes, we accept the following two methods: 

m Value your entire inventory at its fair market value. Use 
either the prie you would psy to replace an item, OI the 
amount you would receive if you sold an item. Once you 
bave chosen one method for valuing your inventory, you 
bave to use that method consistently. 

l Value individual items in your inventory at either their 
fair market value, or their cost, whichever is less. Cost is 
the prie you incur for an item. Cost also includes any 
expenses you incur to bring the item to the business 
location, and to put it in a condition SO that you cari use it 
in the business. When you cannot easily tel1 one item 
from another, you cari value the items as a group. 

See page 25 for the meaning of fair market value. 

If tbis is your first year of reporting business income, you 
cari choose either method to value your inventory. In your 
first year of business, you Will not bave an amount to enter 
on hne 8200. If this is not your first year of business, 
continue to use the same method you used in past years. 
The value of your inventory at the start of a fiscal period 
has to be the same as the value of your inventory at the end 
of the preceding fiscal period. 

Do an actual stock Count at the end of each fiscal period, 
unless you use a perpetual inventory system. Under this 
system, you do periodic stock courts and keep a written 
record of each Count. Remember to keep your inventory 
records with your other books and records. 

Note 
If you are reporting income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tax 
Changes Relating ta the 1995 Fiscal Year End to calculate 
the opening and closing inventory for your second fiscal 
period. period. 

See Interpretation Bulletin IT-473, Inuentory Valuation, and See Interpretation Bulletin IT-473, Inuentory Valuation, and 
its Special R&ase, for more information about valuing its Special R&ase, for more information about valuing 
inventory. inventory. 

Inventory value of on ortistic endeovour - An artistic 
endeavour occurs when you are in the business of creating 
paintings, prints, etchings, drawings, sculptures, or similar 
works of art. An artistic endeavour does not include 
reproducing works of art. 

When you calculate your income from an artistic 
endeavour, you cari choose to value your ending inventory 
at nil. TO do this, show your endinr inventorv as ‘Xl” on 

m the value of your inventory at the end of your fiscal line 8203. Your choice siays in effect for eachfollowing 
period; and year, unless we allow you to change it. 

. the cost of your purchases (net of discounts) for the fiscal 
period. 

If you operate a manufacturing business, your opening and 
closing inventory must include raw materials, goods in 
process, and finished goods. 

Se4 Interpretation Bulletin IT-504, Visual Artists and Writers, 
for more information. 

Gifts of inventory by on ortist - If you donate Û work of art 
you create, you may net bave to report a profit for income 
tax purposes on your donation. TO benefit from this tax 
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treatment, your gift must fa11 within the definition of total 
cultural gifts. 

A cultural gift is art: 

. you give to an institution OI public body that is named 
under the Cultural Property Expert and Import Act; and 

. the Department of Canadian Heritage has determined 
me& certain criteria set out in the Cultural Property 
Expert and Import Act. 

If your gift is a cultural gift, we consider you ta bave 
disposed of it at its cost amount ta you as long as: 

n il is a work of art you created; and 

. you included it in your inventory. 

You Will be able to get a donation tax credit based on the 
fair market value of your gift. The Department of 
Canadian Heritage Will decide the fair market value of your 
gift. 

The following example shows how this legislation works. 

Example 
Mike is an artist who creates a sculpture that cost him 
$8,000 in materials. He includes it in his inventory at that 
amount. In 1995, Mike donates the sculpture to the 
National Gallery, an institution named under the Cultural 
Property Expert and Import Act. 

The Department of Canadian Heritage decides the 
sculpture is a total cultural gift and has a fair market value 
of $32,000. The effect on Mike’s incarne is as follows: 

Proceeds of disposition $8,000 
Cost amount . . . . . . . . . . . . . . . . . $8.ooo 
Amount Mike Will include in his income $0 

We Will base Mike’s donation ta credit on the gift having a 
fair market value of $32,000. 

Line 8201 - Purchases during the year (net of returns. 
allowances. and discounts) - The cost of goods you buy 
ta resell, or ta use in manufacturing other goods, includes 
costs such as delivery, freight, or express charges. The 
amont ta enter on line 8201 is your net purchases during 
the year (your total purchases, minus any discounts you 
received). 

Sometimes, you might use goods you bought for the 
business for persona1 use. When tbis happens, you bave ta 
subtract the cost of these goods from your total purchases 
for the year. Do this before you enter the amount of the 
purchases on line 8201 of Form T2124. 

Line 8202 - Subcontracts - Enter, on line 8202, a11 the 
costs of hiring outside help ta perform special tasks related 
ta the goods you sell. 

Line 8245 - Direct wage costs - Include the 
remuneration you paid to employees who work directly in 
the manufacture of your goods. Do net include on 
lire 8245: 

. indirect wages (sec line 8223); 

. a salary paid to yourself or a partner (sec the section 
called “De&& of equity” on page 23); and 

. cash withdrawals you may bave made from the business 
(sec the section called “Details of equity” on page 23). 

For more information on salaries and wages, sec line 8223 
in Chapter 3. 

Line 8125 - Grass profit 

Enter your gross profit, which is your gross incarne 
(line 8124) minus your cost of goods sold. 

Part 3 - Income from a profession - 
Form T2032, Sfafemenf of Professiona/ 
Activifies 
This section explains how to complete the area called 
“Incorne” on Foi-m T2032, Statement of Drofessional Activities. 

As mentioned in Chapter 1, professional activities are 
business activities. Usually, you calculate your incomti from 
professional activities using the same rules as for a 
business. However, there are some aspects of professional 
activities that are different from those of other types of 
businesses. Some of these differences are discussed in this 
section. 

Professional fees 
Your professional incarne includes a11 fees, whether you 
receive or Will receive money, something the same as 
money (such as credit units possessing a national monetary 
value) or something from bartering. Bartering OCC~IS when 
two people agree ta exchange goods or services without 
using money. Sec Interpreta~ion Bulletin IT-490, Barter 
Transactions, for more information. 

Your professional fees for the current year are the total of: 

. all amounts you receive during the year for professional 
services, whether you provide the services during the 
current year OI after your current year-end; 

plus 

n a11 amounts receivable at the end of the current year for 
professional services you provided during the current 
year; 

n a11 amounts receivable at your previous year-end 

Note 
You might usually deduct the goods and services tax 
(GST) and orovincial sales tax (PST) directlv from vow 
prof&sional fees at the time yoi ea& them: If you’do 
this, you cari show your net professional fees (after GST 
and PST) on the first cine of Form T2032. Otherwise, 
show the GST and PST separately on the appropriate 
line of Form T2032. 

‘Work-in-progress (WIP) 

Work-in-progress (WII’) is goods or services that bave net 
yet been completed. As a professional, your incarne 
includes the value of your WIP at your 1995 year-end, 
unless you elect to exclude your WIP as discussed below. 
Complete the WIP lines on Form T2032 as follows: 
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n on the “Work-in-progress, beginning of the year” line, 
enter the amount included in your 1994 income as WIP at 
the end of your 1994 year-end. 

. on the “Work-in-progress, end of the yen” line, enter the 
value of your WIP at the end of your 1995 year-end. 

Note 
If you are reporting income and,expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tax 
Chanaes Relatina to the 1995 Fiscal Year End to calculate 
the iork:in-prggress for your second fiscal period 

Election to exclude your WIP - You cari choose to.exclude 
your WIP when you calculate your income if you are one of 
the following types of profession&: 

n an accountant; 

. a dent&; 

= a lawyer (including a notary in Quebec); 

. a media1 doctor; 

. a chiropractor; or 

. a veterinarian. 

If you did not choose to exclude your WIP in any prier 
year, you cari do SO in 1995. You do not need a special form 
to do tbis. Attacha letter to your return telling us that you 
want to exclude your WIP. 

You cm also use Form T2032 to exclude your WIP by doing 
the following: 

. on the “Work-in-progress, beginning of the year” line, 
write the amount you included as “Work-in-progress, 
end of the year” on last year’s statement. 

m on the “Work-in-progress, end of the year” line, write 
“nil.” 

Make this election when you file the original return to 
which it relates. We Will not accept an election you file with 
an amended return. 

For partnerships, an authorized partner must choose for a11 
partners that the partnership wants to exclude its WII’. 

The choice to exclude WIP stays in effect for each following 
year, unless we allow you to change it. 

Interpretation Bulletin IT-457, Election by Profession& fo 
Exclude Work in Progressfrom Income, has more information 
about excluding work in progress. 

Line 8123 - Adjusted professional fees 

Enter your net fees after deducting any goods and services 
tax (GST) and provincial sales taxes (PST) included in your 
sales, and your work-in-progress at the beginning of the 
year. 

Reserves deducted Iast year 
Include in your 1995 income any reserves you deducted in 
1994. See “Allowable reserves” on page 21 for more details 

Note 
If you are reporting income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tax 
Changes R&ing to the 1995 Fiscal Year End to calculate 
the reserves for your second fiscal period 

Other income 

Show incotie from any other sources separately on the 
“Other income” line on Form T2032. Some examples of 
other income you would report on this line are: 

. a recovery of an amount you wrote off as a bad debt in a’ 
prier year; 

a the value of vacation trips or other prizes awarded to you 
because of your professional actjvities; and 

. grants, subsidies, incentives, or assistance you received 
from a government, a government agency, or a 
non-government agency. Interpretation Bulletin IT-273, 
Government Assistance - General Comments fafter 
~anuay 18,19X1) and its Special R&ase bave more 
information. 

Note 
When you claim the GST you paid on your business 
expenses as an input tax credit, reduce the amounts of 
the business expenses you show on Form T2032 by the 
amount of the input tax credit. Do this when the GST for 
which you are claiming the input tax credit was paid or 
became payable. Similarly, when you receive any GST 
rebate, subtract it from the applicable expense. Enter the 
net expense figure on the proper line on Form T2032. 
Any such assistance you claim for purchasing 
depreciable property used in your professional activities 
Will affect your claim for capital cost allowance. Sec 
“Grants, subsidies, or other incentives or inducements” 
on page 31. 

Line 8124 - Grass income 

Enter your gross income. This amount includes your 
adjusted professional fees (line 8123) plus your 
work-in-progress at the end of the year, any reserves 
deducted last year, and any other income. 

The following example summarizes this chapter. Since the 
rules for calculating business and professional income are 
similar, our example focuses on a business. 

Example 
C&hie is the sole proprietor of a fashion boutique that has a 
December 31 fiscal year-end. She rats the premises where 
the store is located. C&hie entered the followine in her v 
sales journals for 1995: 

Total sales (excluding PST or GST) $189,000 
Returned items $ 1,000 
Inventory at the beginning of 1995 $ 36,500 
Inventory at the end of 1995 ..<.....<.<......._...............,.. $ 30,000 
Purchases (including freight, etc.) .._.._...._.,_,,_,,.,,,,,., $ 88,000 

C&hie completes the “Income” and “Cost of goods sold” 
sections of Form T2124 as shown on the following page. 
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T,’ hls chapter discusses the more common expenses you 
mcur ta earn incarne from your business (including 

self-employed commission sales) or professional activities. 
Incur means that either you paid or Will bave ta pay the 
expense. If, after reading this chapter, you still bave 
questions about which expenses you cari deduct, contact 
your tax services office. 

As a rule, you cari ,deduct any reasonable expense you incur 
ta earn business incarne. The expenses you cari deduct 
include any goods and services tax (GST) you incur on 
these expenses. However, sine you cannot deduct persona1 
expenses, enter only the business portion of expenses on 
the form. 

In addition, you cannot claim expenses you incur ta buy 
capital property. Chapter 4 of this guide and Interpretation 
Bulletin IT-128, Capital Cost Allowance - Dcpreciable 
Property, contain more information. 

Note 
When you claim the GST you paid on your business 
expenses as an input ta credit, reduce the amounts of 
the business expenses you show on Form T2124 or 
Form T2032 by the amount of the input tax credit. Do 
this when the GST for which you are claiming the input 
tax credit WÛS paid or became payable. Similarly, 
subtract any other rebate, grant, or assistance from the 
expense ta which it applies. Enter the net figure at the 
proper line. Any such assistance you claim for the 
purchase of depreciable property used in your business 
Will affect your claim for capital cost allowance. If yOU 
cannot apply the rebate, grant, or assistance you 
received ta reduce a particular expense, or to reduce an 
asset’s capital cost, include the total as “Other incarne” 
on Form T2032 or Form T2124. See “Grants, subsidies, or 
other incentives or inducements” on page 31. 
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Enter business portion only, means that any of the 
following are not included as part of your expenses: 

. salary or wages (including drawings) paid ta self, 
partner(s), or bath; 

w cost of saleable goods or services that you, your family, 
or your partners and their families used (including items 
such as food, home maintenance, or business properties); 

a donations ta charities and political contributions; 

. interest and penalties you paid on your incarne tax; 

. life-insurance premiums; 

. fines and penalties; and 

m the portion of any expenses that cari be attributed ta 
non-business use of business property. 

Prepaid expenses 

A prepaid expense is an expense you pay for ahead of time. 
Under the accrual method of accounting, claim any expense 
you prepay in the year or years in which you receive the 
related benefit. For example, suppose your fiscal year-end 
is December 31,1995. On June 30,1995, you prepay the rent 
on your business store for a full year (July 1,1995, ta 
June 30, 1996). You cari only deduct one-half of this rent as 
an expense in 1995. You deduct the other half as an expense 
in 1996. 

For more information, sec Interpretation Bulletin IT-417, 
Prepaid Ewpenses and Deferred Charges. 

Line 8204 - Advetiising 

You cari deduct expenses for advertising, including ads in 
Canadian newspapers and on Canadian television and 
radio stations. You cari also include on this line any amount 
you paid as a finder’s fee. 

However, YOU Can”ot deduct expenses for advertising 
directe-d mainly ta a Canadian market when you advertise: 



n with a fore@ broadcaster; or 

. in a” issue of a non-Canadian “ewspaper or periodical. 

This second restriction does net apply to ads in a special 
issue of a “ewspaper that is published twice a year or less, 
and is devoted to “ews or features mainly about Canada. 

Line 8205 - Bad debts 

You ca” deduct a” amount for a bad debt if you: 

n determine that a” account receivable is a bad debt in the 
year; and 

n had already included the receivable in income. 

Sec Interpretation Bulletin IT-442, Bad Debts and Reservefor 
Doubtful Debts, for more information. 

Business tax, fees, licences, dues, memberships, and 
subscriptions 

You ca” deduct any annual licence fees and business taxes 
you incur to ru” your business. You ca” also deduct annual 
dues or fees to keep your membership in a trade or 
commercial association. You cannot deduct club 
membership dues (including initiation fees) if the main 
purpose of th@ club is dining, recreation, or sporting 
activities. 

Line 8211 - Delivery, freight. and express 

You ca” deduct the cost of delivery, freight, and express 
incurred in the year that relates to your business. 

Line 8212 - Fuel costs 
You ca” deduct the cost of fuel (including gasoline, diesel, 
and propane), motor oil, and lubricants used in your 
business. For information about claiming the fuel used in 
your motor vehicle, sec the section called “Line 8218 - 
Motor vehicle expenses” on page 16. 

Line 8213 - Insurance 

You ca” deduct all ordinary commercial insurance 
premiums you incur on any buildings, machinery, and 
equipment you use in your business. For more information 
about claiming your motor vehicle insurance costs, sec the 
section called “Line 8218 - Motor vehicle expenses” on 
page 16. 

In most cases, you cannot deduct your life-insurance 
premiums. 

Line 8214 - Interest 

You cari deduct the interest you incur on money you 
borrow to ru” your business. However, some limits ca” 

aPP’Y. 

There is a limii on the interest you ca” deduct on money 
you borrow to buy a passenger vehicle. See “Line 8218 - 
Motor vehicle expenses” on page 16. 

There is also a limit on the amount of interest you ca”’ 
deduct for vacant land. Usually, you ca” deduct interest 
only up to the amount of income that remains after you 
deduct ail other expenses. You cannot use any remaining 
amounts of interest to create or increase a loss. You also 
cannot deduct interest from other sources of incarne. If you 
need more details, contact your tax services office. 

You ca” deduct the fee you pay to reduce the inter& rate 
on your loan. You ca” also deduct any penalty or bonus a 
financial institution charges you to pay off your loan before 
it is due. Treat the fee, penalty, or bonus as prepaid interest 
(sec “Prepaid expenses” on page 14) and deduct it over the 
remaining original term of your loan. For example, if the 
term of your loan is five years, and in the third year you 
pay a fee to reduce your interest rate, treat this fee as a 
prepaid expense, and deducr it over the remaining term of 
the Ioan. 

You ca” deduct certain fees you incur when you get a loan 
to buy or improve your business property. These fees 
include: 

a application, appraisal, processing, and insurance fees; 

. loan guarantee fees; 

. loan brokerage and finder’s fees; and 

. legal fees related to financing. 

You deduct these fees over a period of five years. Deduct 
20% in 1995, and 20% in each of the four following years. 
The 20% limit is reduced proportionally for short fiscal 
periods. However, if you repay the loan before the end of 
the five-year period, you ca” deduct the remaining 
financing fees at that time. The number O;f years for which 
you ca” deduct these fees is net-related to the term of your 
lO?t”. 

If you incur standby charges, guarantee fees,,service fees, or 
any other similar fees, you may be able to deduct them in 
full for the year you incur them. TO do SO, they bave to 
relate only to that year. For more information, sec 
Interpretation Bulletin IT-341, Expenses of lssuing or Selling 
Skares, Units in a Trust, Inter&s in a Partnerskip or Syndicate, 
nnd Expenses of Borrowing Money. 

You may be able to deduct interest expenses for a property 
that you used for business purposes, eve” if you bave 
stopped using the property for such purposes because you 
are no longer in business. These expenses were net 
deductible as business expenses before 1994. For more 
information, contact your tax services office. 

You ca” deduct interest you paid on a Ioan made against a” 
insurance policy, as long as the insurer did net add the 
interest you paid to the adjusted cost base of the insurance 
policy. TO claim the interest you paid for 1995, bave the 
insurer verify the interest before May 1,1996, on 
Form T2210, Verification of Policy Loan Inter& by tke lnsurer. 

You ca” choose io capitalize interest on money you borrow: 

m to buy depreciable property; 

. to buy a resource property; or 

m for exploration and development. 

When you choose to capitalize in&&, add the interest to 
the cost of the property or exploration and development 
costs instead of deducting the interest as a” expense. See 
Interpretation Bulletin IT-121, Election to Capitalize Cost of 
Borrowed Money, for more information about capitalizing 
interest. 
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Line 8215 - Maintenance and repairs 

You cari deduct the cost of labour and mata-i& for any 
miner repairs or maintenance done ta property you use ta 
earn incarne. However, you cannot deduct the value of 
your own labour. 

You cannot deduct COS& you incur for repairs that are 
capital in nature. However, you may be able ta claim 
capital COS~ allowance (CCA). For more information about 
CCA, sec Chapter 4. 

Line 8216 - Management and administration fees 

You cari deduct management and administration fees 
incurred ta operate your business, including bank charges. 
Do net include on this Iine employees’ salaries, property 
taxes, or rats paid. Instead, you cari claim these amounts 
elsewhere on the appropriate form. 

Line 8217 - Meals and entertainment 

We bave reduced the maximum portion you cari claim for 
business mals, beverages, and entertainment expenses 
incurred after February X,1994, and enjoyed after 
February of 1994, from 80% ta 50% of either the amount 
you incur, or an amount that is reasonable in the 
circumstances, whichever is las. 

These limits also apply ta the cost of your mals when you 
travel or go ta a convention, conference, or similar event. 
However, special rules cari affect your claim for meals in 
these cases. For more details, sec “Line 8224 - TraveI” on 
page 20, and “Convention expenses” on page 2.1. 

These limits do net apply if: 

n your regular business is ta provide food, beverages, or 
entertainment ta customers for compensation (for 
example, a restaurant, hotel, or motel); 

. you bill your client or customer for the meal and 
entertainment costs, and you show these costs on the bill; 

. you include the amount of the meal and entertaimnent 
expenses in an employee’s incarne, or would include 
them if the employee did net work at a remote work 
location; 

n you incur meal and entertainment expenses ta provide a 
Christmas party or similar event, and you invite all your 
employees from a particular location; or 

. the meal and entertainment expenses you incur are for a 
fund-raising event that was mairdy for the benefit of a 
registered charity. 

Entertainment expenses include tickets and entrante fees ta 
an entertainment or sporting event, gratuit&, caver 
charges, and room rentals such as for hospitality suites. 

See Interpretation Bulletin IT-518, Food, Beverages, and 
EnterWment Expenses, for more information. 

Line 8218 - Motor vehicle expenses 

You cari deduct expenses you incur ta run a motor vehicle 
you use ta earn business incarne. 

Keeping records - You cari deduct motor vehicle 
expenses only when they are reasonable and you bave 
receipts ta support them. TO get the fol1 benefit of your 
claim for each vehicle, keep a record of the total kilometres 
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you drove and the kilometres you drove ta earn business 
incarne. For each business trip, list the date, destination, 
purpose, and the number of kilometres you drove. Be sure 
ta record the odometer reading of each vehicle at the start 
and end of the fiscal period. 

If you change motor yehicles during the fiscal period, 
record the dates of the changes and the odometer reading 
at the time you buy, seIl, or trade the vehicle. 

What type of vehicle do you own? - The kind of vehicle 
you own mn affect the expenses you deduct. For incarne 
fax purposes, there are three types of vehicles: 

n moto* vehicles; 

. automobiles; and 

. passager vehicles. 

If you own or lease a passenger vehicle, there cari be a Iimit 
on the amounts you cari deduct for capital cost allowance 
(CCA), inter&, and leasing costs. 

We explain the CCA limits on page 30, the interest limits on 
page 18, and the leasing costs on page 18. 

Motor vehicle - This is an automotive vehicle designed or 
adapted for use on highways and streets, but does net 
include a trolley bus or a vehicle designed or adapted ta be 
operated exclusively on.rails. 

Automobile - This is a motor vehicle designed or adapted 
primarily ta carry people on highways and streets. It seats a 
driver and no more than eight passengers. 

An automobile does net include: 

. an ambulance; 

. a motor vehicle you acquire ta use more than 50% as a 
taxi, a bus ta transport passengers, or a hearse in a 
funeral business; 

. a motor vehicle you bought ta sell, rent, or lease in a 
motor vehicle sales, rental, or leasing business; 

n a motor vehicle (excepta hearse) you bought ta use in a 
funeral business ta transport passagers; 

n a van, pick-up truck, or similar vehicle that seats no more 
than the driver and two passengers which, in the taxation 
year you bought it, you used it more than 50% ta 
transport goods or equipment ta earn incarne; and 

. a van, pick-up truck, or similar vehicle that, in the 
taxation year you bought it, you used 90% or more ta 
transport goods, equipment, or passengers ta earn 
incarne. 

Possenger vehicle - This is an automobile you bought 
after June 17,1987. A passenger vehicle is also an 
automobile that you leased under a Iease agreement you 
entered into, extended, or renewed after June 17,1987. 

An automobile you bought or leased under the terms of a 
written agreement you entered into before June 18,1987, is 
net a passager vehicle. 

Most cars, station wagons, vans, and some pick-up trucks 
are passenger vehicles. They are subject ta the Iimits for 
capital cost allowance, interest, and leasing, 



TO help you determine what type of vehicle you bave, sec 
the following chart. The chat does not caver every 
situation, but it does provide some of the main definitions. 

The chart is for a vehicle you buy or lease after 
June 17,1987, that you use to earn business income. 

Vehicle definitions 

definition 

mo or 

passenger 

Deductible expenses - The types of expenses you cari 
claim on line 8218 include: 

n licence and registration fees; 

. fuel costs; 

n insurance; 

. interest; 

n maintenance and repairs; and 

n leasing costs. 

You cari also claim capital cost allowance (CCA), but you 
enter this amount on line 8207. Sec Chapter 4 for 
information about CCA. 

Business use of a motor vehicle - If you use a motor 
vehicle for business and for persona1 use, you cari deduct 
only the portion of the expenses that you incur to earn 
income. TO support the amount you cari deduct, keep a 
record of both the total kilometres you drove, and the 
kilometres you drove to earn income. 

Example 
Faisal owns a hardware store that has a December 31 
year-end. He has a van that he uses for the business. Faisal 
noted the following for 1995: 

Kilometres driva to earn business income .............. 27,000 
Total kilometres driva.. .............................................. 30,000 
Expenses: 

Licence and registration fees ................................... $ 100 
Gas and oil ................................................................ 5 2,400 
Insurance ................................................................... $ 1,900 
Interest ....................................................................... $ 800 
Maintenance and repairs ......................................... $200 

Total expenses for the van .......................................... $m 

Faisal calculates the expenses he cari deduct for his van for 
1995 as follows: 

27,000 (business kilometres) x $5,400 = $4,860 
30,000 (total kilometres) 

Therefore, the deductible business portion of Faisal’s van 
expenses is $4,860. Faisal an claim this amount on 
line 8218 of Form T2124. 

Joint ownership - If you and another person own or lease 
a passenger vehicle, the limits on capital cost allowance, 
interest, and leasing still apply. As a joint owner, the total 
amount you and any other owner(s) deduct cannot be more 
than the amount that one person owning or leasing the 
vehicle could deduct. 
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~More thon one vehicle - If you used more than one motor 
vehicle for your business, keep a separate record that shows 
the total and business kilometres you drove, and the cost to 
run and maintain each vehicle. Calcul& each vehicle’s 
expenses separately. 

For more details on motor vehicle expenses, sec 
Interpretation Bulletin IT-521, Motor Vehicle Expenses 
Claimed by Self-Employed Individuals. 

Interest - You cari deduct interest on money you borrow 
to buy a motor vehicle, automobile, or passenger vehicle 
you use to earn income. Include the interest as an expense 
when you calculate your allowable motor vehicle expenses. 

When you use a passenger vehicle to earn income, there is a 
limit on the amount of interest you cari deduct. Complete 
the following chart to calculate the amount of interest you 
cari deduct. 

Avoiloble Interest expense for passenger vehicles 

Total interest payable (accrual 
method) or paid (cash method) 
in the fiscal period s A 

s -* x the number of days in the 
fiscal period for which 
interest was payable 
(accrual method) 01 poid 
(cash method) s B 

Available interest expense: amount A 
or 6, whichever is less 5 

* For passenger vehicles bought: 

n before September 1, 1989. use $8.33: ond 

. ofter August 31, 1989, use $10.00. 

Example 
On May 1,1995, Cathie bought a car that she uses to earn 
business income. Cathie’s fiscal year ends on December 31. 
The car is a passenger vehicle. C&hie borrowed money to 
buy her car, and the interest payable in 1995 was 51,500. 
Her available interest expense is whichever of the following 
amounts is les: 

n the total interest payable in 1995 of $1,500; or 

. 510 x 245 days = $2,450, 

C&hie also recorded the following information for 1995: 

Kilometres driven to earn business income 25,000 
Total kilometres driven . . . . . . . . . . . . . . . . . . . . 30,000 

Expenses: 
Licence and registration fees . . . . . . . . . . . . . . . . . . 5 70 
Gasoline and oil .._................................................... $ 1,330 
Insurance 5 750 
Interest expense .._...._.._.._.......................................... $ 1,500 
Repai*s and maintenance $100 

Total car expenses . . . . . . . . . . . 5D 

Cathie calculates the expenses she cari deduct for her car for 
1995 as follows: 

25,000 (business kilometres) x 53,750 = 53,125 
30,000 (total kilometres) 

leasing cosfs - You cari deduct amounts you incur to 
lease a motor vehicle you use to earn income. Include these 
amour& on line 8218. 

When you use a passenger vehicle to earn income, there is a 
limit on the amount of the leasing costs you cari deduct. TO 
calculate your eligible leasing costs, complete the chart 
called “Eligible leasing costs for passenger vehicles” on 
page 18. 

Note 
Most leases do not include items such as insurance, 
maintenance, and taxes. You bave to pay these amounts 
separately. Therefore, list these expenses separately 
when you calcul& your allowable motor vehicle 
expenses. Do not include them on line 1 when you 
complete the chart. 

The lease agreement for your passenger vehicle may 
include items such as insurance, maintenance, and taxes; In 
this case, include them as part of the lease charges on line 1 
when you complete the chart. 
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Eligible leasing CO& for passenger vehicles 

Qtal lease charges incurred in your 1995 fiscal period for the vehicle ,.,..,.,................,.,...,.,,.,.............,,.,.,..,.,.,.. $ 1 

otal lease payments deducted before your 1995 fiscal period for the vehicle ,......,.,.,....,.,......,..,.,.,.,.,.,.......... $ 2 

Mal number of days the vehicle was leased in your 1995 and prier fiscal periods ..,.,.,.,..,.,.........,.,.,.,.,.,......... 3 

vtanufacturer’s list price ,.,.,.,.,.,.,....~.~..........,.,.,.,....~.~.......,..,..,.,.,....,....,......,.,....,..,.,,.,.~.~.............,.,.,..,.~..............,.,.,., $ 4 

‘he amount on line 4 or ($28.235 + GST and PST on $28.235) whichever is more 
s- x 85% = <,<,.,.,.,.,.......<,,,......,.,.........,.,,,,,,..,.,..,..,. : ..<.<,<,,,.<,.,....,,.....,...,,.,,,,.,..,.,.,.,,.,........,..,.,.,.,.,.,.,........, $ 5 

‘($650 + GST and PST on $650) x line 31 - line 2 ,.,.~..~......,..,..,.,..,.,.,,..........,..,.,..,.,.,.,,.~..~...........,.,.,.,..,.~.~.............,.,., S 6 
30 

‘($24.000 + GST and PST on $24.000) x line 11 ,,,,,,,.,...,.....,,,,,,,,,,,,,,,..........,...,,,,,,,,,,,,,,.,..,.........,.,,,,,,,,,.,.,.,.............., $ 7 
line 5 

iligible leasing COS~: line 6 or line 7, whichever is less .,,.,..,.,.,.....................,.,,.,.,,.,..~................,..,,,,...~.~.............,., $ 

Note 
If you entered lnto a lease agreement for a passenger vehicle ofter August 3 1, 1989, and before January 1, 1991, make 
these changes to the charl: 

. On line 4, include the PST that would bave been payable on the list price of the vehicle. 

n On line 5, do not add any GST and PST to $28,235. 

n On line 6, do not add any GST and PST to $650. 

l On line 7. do not add any GST and PST to $24,000. 

If you entered a lease agreement for a passenger vehicle before Sepfember 1, 1989, make these changes to the chart 

n On line 4. include the PST that would bave been payable on the list price of the vehicle. 

n On line 5, use $23,529 instead of $28,235 + GST and PST. 

n On line 6. use $600 instead of $650 + GST and PST. 

n On line 7. use $20,000 instead of $24,000 + GST and PST. 

The following example Will show you how to calcul& Andrée’s eligible leasing cost is either line 6 or 7, whichever 
your eligible leasing costs. amount is las. In this case, her allowable claim is $5,500. 

Example 
Andrée owns a toy store. Her business has a December 31 
fiscal year-end. On February 1,1995, she started leasing a 
car that is a passenger vehicle. The PST rate for her 
province is 8%. Andr& entered the following for 1995: 

Monthly lease payment .......................................... 5 500 
Lease payments for 1995.. ...................................... $ 5,500 
Manufacturer’s suggested list price.. .................... 5 29,000 
Number of days in 1995 she leased the car.. ........ 334 
GST and PST on $24,000.. ....................................... $ 3,600 
GST and PST on $28,235.. ....................................... 5 4,235 
GST and PST on $650.. ............................................ 5 98 

Total lease charges incurred in Andrée’s 
1995 fiscal period for the vehicle.. ..................... 5 5,500 1 

Total lease payments deducted in 
fiscal periods before 1995 for the vehicle ......... 5 0 2 

Total number of days the vehicle vas 
leased in 1995 and pria fiscal periods ............. 334 3 

Manufacturer’s list price ........................................ $29,000 4 
The amount on line 4 or 532,470 

($28,235 + $4,235) whichever is more = 
($32,470 x 85%) .................... . ............................... 5 27,600 5 

($748 x 334) i- 30.. .................................................... 5 8,328 6 
($27,600 x $5,500) c 527,600 ................................... $ 5,500 7 

Repaymenfs and imputed interest - When you lease a 
passager vehicle, you may bave a repayment qwing to 
you, or you may bave imputed interest. If this is your 
situation, you Will not be able to use the chat. Instead, 
contact your tax services office for help on how to claim 
lease costs. 

Imputed interest is interest that would be owing to you if 
interest were paid on money deposited to lease a passager 
vehicle. You calculate imputed interest for leasing costs on 
a passager vehicle only if aIl of the following apply: 

. one or more deposits were made for the leased passager 
vehicle; 

n the deposit is, or the deposits are, refundable; and 

. the total of the deposits is more than 51,000. 

For more information, sec Interpretation Bulletin IT-521, 
Motor V&i& Expenses Claimed by Self-Employed Individu&. 

Line 8219 - Office expenses 

You cari deduct the cost of office expenses. These include 
small items such as pas, pencils, paper clips, stationery, 
and stamps. Office expenses do not include items such as 
calculators, filing cabinets, chairs, and desks. These are 
capital items. Sec Chapter 4 for more information. 
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Line 8252 - Supplies 

If not allowed for elsewhere, you ca” deduct the cost of 
items consumed indirectly to provide the business’ goods 
or services (e.g., drugs and medication used in a veterinary 
operation, or scripts required for the portrayal of a role by 
an actor). 

Line 8220 - Legal. accounting. and other professional 
fees 

Deduct the fees you incurred for external professional 
advice or services, including consulting fees. 

You ca” deduct accounting and legal fees you incur to get 
advice and help in maintaining your books and records. 
You ca” also deduct fees you incur for preparing and filing 
your income tax and GST returns. 

You cari also deduct accounting or legal fees you paid to 
bave a” objection or appeal prepared against a” assessment 
for income ta, Canada Pension Plan or Quebec Pension 
Plan contributions, or Unemployment Insurance premiums. 
However, these are not business expenses. You bave to 
reduce your claim by the amount of any award you get to 
caver your costs. Enter the difference on line 232 of your 
income tax return. If you received a reimbursement in 1995 
for the types of fees which you deducted in a previous year, 
report the amount you received on line 130 of your return. 

You cannot deduct legal and other fees you incur to buy a 
capital property. Instead, add these fees to the cost of the 
property. Sec Chapter 4 for more details about capital 
property. 

See Interpretation Bulletin IT-99, Legal and Accounting Fees, 
for more details. 

Line 8221 - Properiy taxes 
You ca” deduct property taxes you incurred for property 
used in your business. For example, you cari deduct 
property taxes for the land and building where your 
business is situated. 

Line 8222 - Rent 

You cari deduct rent incurred for property used in your 
business. For example, you cari deduct rent for the land and 
building where your business is situated. 

Line 8223 - Salaries; wages, and benefits 

You ca” deduct gross salaries you pay to employees. 
Report these salaries on a T4 Supplementary or 
T4A Supplementary. For more information on how to 
complete these forms, read the Employer~’ Guide to Dayroll 
Deductions -Basic Information. Do “ot iticlude on this line 
salaries and wages described at line 8245, “Direct wage 
costs,” or line 8202, “Subcontracts,” or salaries and 
drawings of the owner(s) of the business. For more 
information, sec the section called “Details of equity” on 
page 23. 

Do not deduct on any line any salaries or withdrawals 
payable ta yourself or a partner. 

As the employer, you ca” deduct your portion of Canada 
Pension Plan or Quebec Pension Plan (CPP or QPP) 
contributions, Unemployment Insurance (UI) premiums, 
and Workers’ Compensation amounts. 

You ca” also deduct any premiums you pay on behalf of a” 
employee for a sickness, accident, disability, or income 
insurance plan. 

Often, when you psy your employees, you bave to 
withhold CPI’ or QPP contributions, LJI premiums, and 
income tax for them. However, there ca” be exceptions to 
this rule. For more information on withholding and the 
exceptions, sec the Employer~’ Guide to Payroll Deductions - 
Basic Information. 
You ca” deduct the salary you pay to your Child, as long as 
you meet a11 these conditions: 

. you pay the salary; 

a the work your Child does is “ecessary for earning 
business or professional income; and 

. the salary is reasonable when you consider your child’s 
age, and the amount you pay is what you would pay 
s0”le0*e else. 

Keep documents to support the salary you pay your Child. 
If you pay your Child by cheque, keep the cancelled cheque. 
If you pay cash, bave the Child signa receipt. 

Instead of cash, you may psy your Child with a product 
from your business. When you do this, claim the value of 
the product as a” expense. You also add to your gras sales 
an amount equal to the value of the product. Your Child has 
to include the value of the product in his or ha income. 

You ca” also deduct the salary you pay to your spouse. 
When you pay your spouse a salary, use the same rules that 
apply to paying your Child. 

Report the salaries you pay to your children and spouse on 
T4 Supplementary slips, the same as you would for other 
employees. However, you cannot claim as a” expense the 
value of board and lodging you give to your dependent 
children and spouse. 

Line 8224 - Travel 

You ca” deduct travel expenses you incur to car” income. 
Travel expenses include public transportation fares, hotel 
accommodations, and meals. 

In most cases, the 80% or 50% limit applies to the cost of 
meals, beverages, and entertainment when you travel. We 
discuss this limit in the section called “Line 8217 -Mals 
and entertainment” on page 16. 

The 80% or 50% limit also applies to the cost of food and 
beverages served, and entertainment enjoyed whe” you 
travel on a” airplane, train, or bus, when the ticket price 
does not include such amounts. 

Line 8225 - Telephone and utilities 

You cari deduct expenses for telephone and utilities, such 
as gas, oil, electricity, and water, if you incurred the 
expenses to car” income. 

Other expenses 

There are expenses you ca” incur to car” income, other 
than those listed on Forms T2032 and T2124. We caver 
some of them in the following sections. Enter, on this line, 
the total of “Other expenses" you incurred to car” incorne, 
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as long as you did not include them on a previous line. You 
do not bave to list these expenses on the form. 

Disability-related modifications - You cari deduct outlays 
and expenses you incur for eligible disability-related 
modifications made to a building in the year you paid 
them, instead of having to add them to the capital cost of 
your building. Eligible disability-related modifications 
include changes you make to accommodate wheelchairs. 
These changes include: 

. installing hand-activated power door openers; 

n installing interior and exterior ramps; 

. widening doorways; and 

. modifying bathrooms or elevators. 

You cari also deduct expenses paid to install or acquire the 
following disability-related devices and equipment: 

. elevator car-position indicators (such as braille pan& 
and audio indicators); 

. visual fire-alarm indicators; and 

. telephone devices to help people who are 
hearing-impaired. 

In addition, you may be able to deduct expenses for 
disability-specific computer software and hardware 
attachments. 

Computer and other equipment leasing cosfs - If you 
lease computers, cellular telephones, fax machines, and 
other equipment, you cari deduct the percentage of the 
lease costs that reasonably relates to earning your business 
income. You cari also deduct the percentage of airtime 
expenses for a cellular telephone that reasonably relates to 
earning your business income. 

If you buy a computer, cellular telephone, fax machine, or 
other such equipment, you cannot deduct their cost. You 
cari deduct capital cost allowance and interest you paid on 
money you borrowed to buy this equipment that 
reasonably relates to earning your business income. For 
more information on capital cost allowance, read chapter 4. 

Leasing costs - Deduct the lease payments you incurred 
in the year for property used in your business. If you lease a 
passenger vehicle, sec “Line 8218 - Motor vehicle 
expenses” on page 16. 

If you entered a lease agreement after April26,1989, you 
cari choose to treat your lease payments as combined 
payments of principal and inter&. However, you and the 
person you are leasing from bave to agree to treat the 
payments this way~. In this case, we consider that you: 

. bought the property rather than leased it; and 

. borrowed an amount equal to the fair market value of the 
leased property. 

You cari deduct the interest part of the payment as an 
expense. You cari also claim capital cost allowance (CCA) 
on the property. 

You cari make this choie as long as the property qualifies 
and the total fair market value (FMV) of a11 the property 
subject to the lease is more than $25,000. Digging 

equipment that you lease with a FMV of $35,000 is property 
that qualifies. However, office furniture and automobiles 
often do not qualify. 

TO treat your lease this way, file one of these forms with 
your return for the year you make the lease agreement: 

w Form T2145, Election in Respect of fhe Leasing of Property; OI 

n Form T2146, Election in Respect of Assigned Leases OI 
Subleased Property. 

If you and the person you are leasing from bave agreed to 
this kind of lease arrangement and you require these forms, 
or for more details, contact your tax services office. 

Small tools - If a tool cost under $200, deduct its full cost. 
If it cost you $200 or more, add the cost to your CCA claim. 
Sec Chapter 4 for details. 

Convention expenses - You cari deduct the cost of going 
to a maximum of two conventions a year. The conventions 
bave to: 

. relate to your business; and 

. be held by a business or professional organization within 
the geographical limits of where the sponsor of the 
convention usually does business. 

This second limit may not apply if an organization from 
another coutitry sponsors the convention, and if the 
convention relates to your business. 

Sometimes, convention fees include the cost of food, 
beverages, or entertainment. However, the convention 
organizer may not show these amounts separately on your 
bill. For each day the organizer provides food, beverages, or 
entertaimnent, subtract $50 from the total convention fee. 

You cari deduct this daily $50 amount as a meal and 
entertainment expense. However, the 80% or 50% limit 
applies to the daily $50 amount. We discuss the 80% or 50% 
limit in the section called “Line 8217 - Me& and 
entertainrnent” on page 16. 

“: .’ 

Example 
Cathie went to a two-day convention in May of 1995 that 
cost her $600. The organizer did net indicate what part of 
the $600 fee was for food and entertainment. Her 
convention expense is $500 [$600 - ($50 x 211. C&hie could 
also claim a meal and entertainment expense of $50 
($50 x 2 x 50%). 

,’ ‘.’ 

Food, beverages, or entertainment at a convention does not 
include incidental items such as coffee and doughnuts 
available at meetings or receptions at the convention. 

lnterpretation Bulletin IT-131, Convention Expenses, has 
more details. 

Allowable reserves - You cari deduct an amount for a 
reserve, contingent account, or a sinking fund as long as the 
Income Tax Act allows it. The amount you deduct has to be 
reasonable. You cari find details about allowable reserves in 
the following publications: 

. lnterpretation Bulletin IT-154, Special Reserves; 
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n Interpretation Bulletin IT-215, Reserues, Contingent 
Accounts and Sinking Funds, and its Special R&ase; 

. Interpretation Bulletin IT-321, Insurance Agents and 
Brokers - Unearned Commissions; 

. Interpretation Bulletin IT-442, Bad Debts and Reserve for 
Doubtful Debts; 

n thesupplementary income tax guide called Cnpital Gains; 
and 

n the supplementary income tax guide called Preparing 
Returns for Deceased Persans. 

For more information on allowable reserves, contact your 
tax services office. 

Line 8207 - Capital cost allowance 
If you use a property you own, such as a building, motor 
vehicle, or equipment in your business, you might be able 
to claim capital cost allowance (CCA). Enter, on this line, 
the amount you calculated in Area A of Form T2124 or 
Form T2032. For information on how to complete Area A, 
see Chapter 4. 

Line 8246 - Allowance on eligible capital propetty 
If you buy a property, such as goodwill or a franchise for 
your business, you might be able to claim an annual 
allowance. See Chapter 5 for more information. 

Line 8237 - Net income (10%) before adjustments 

Enter on this line the gross income minus the deductible 
expenses. If you are a member of a partnership, this amount 
is the net business income of a11 partners. 

On line e of Form T2032, or line h of Form T2124, show 
your share of line 8237. This is the amount left after you 
subtract the amounts the other partners are responsible for 
reporting as specified in the partnership agreement. In the 
chart called “Details of other partners” on Form T2124 
or Form T2032, show the full names and addresses of the 
other partners, as well as a breakdown of their shares of the 
income and their percentages of the partnership. 

Other amounts deductible from your share of net 
partnership income (10~s) 
Enter the total of any extra expenses you incurred to earn 
your share of the partnership income MS), such as the 
business portion of allowable motor vehicle expenses. 
These expenses mut not bave been claimed anywhere else 
on the form. Claim these amounts only if the partnership 
did not repay you for them. The limits discussed earlier in 
this chapter also apply to these expenses. 

You cari use the chat on Form T2124 or Form T2032 to list 
the other amounts you cari deduct from your share of the 
partnership’s net income or 10s~. 

You cari also use the chart to claim the business income 
reduction, if you are a member of a partnership that has 
sold an eligible capital property, and you bave made an 
election for 1994 regarding the $100,000 capital gains 
deduction on your interest in the partnership. For more 
information, see Chapter 5 on page 39. 

Line 8235 - Business-use-of-home expenses 

You cari deduct expenses for the business use of a work 
space in your home, as long as you meet one of these 
conditions: 

n it is your principal place of business; or 

. you use the space only to earn your business income, and 
you use it on a regular and ongoing bais to meet your 
clients, customers, or patients. 

You cari deduct a portion of your maintenance costs, such 
as heating, home insurance, electricity, and cleaning 
materials. You cari also deduct a portion of your property 
taxes, mortgage interest, and capital cost allowance (CCA). 
TO calculate the portion you cari deduct, use a reasonable 
basis, such as the area of the work space divided by the 
total area. 

The capital gain and recapture rules Will apply if you 
deduct CCA on the business-use part of your home and 
you later sel1 your home. Sec Chapter 4 for more 
information about these rules. 

If you rent your home, you cari deduct the portion of the 
rent and any expenses you incur thai relate to the work 
SPX!?. 

The amount you cari deduct for business-use-of-home 
expenses cannot be more than your net income from the 
business before you deduct these expenses. In other words, 
you cannot use these expenses to increase or create a 
business 10%. 

You cari deduct whichever of the following amounts is les: 

m any amount you carry forward from 1994, plus the 
business-use-of-home expenses you incur in 1995; or 

. the amount on line j of Form T2124 or line g of 
Form T2032. 

In your next fiscal period, y& cari use any expense you 
could not deduct in 1995, as long as you meet one of the 
two previous conditions. You also use the same rules. 

You cari use the chart “Calculation of business-use-of-home 
expenses” on Form T2124 or Form T2032 to calculate your 
allowable claim for business-use-of-home expenses. 

Note 
If you are reporting income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tu 
Changes R&ing to the 1995 Fiscal Year End to calcul& 
the net business income to include in the chat 
“Calculation of business-use-of-home expenses” on 
Form T2124 or T2032. 

TO see how to calculate your business-use-of-home 
expenses, read the example below. 

Example 
Giuseppe runs a hairstyling business and salon out of his 
home. His business has a December 31 fiscal year-end. 
Giuseppe recorded the following for 1995: 

Total house area (square met& . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 180 
Are= for business use only (square metres) . . . . . . . . 18 
Area for persona1 use (square metres) . . . . . . . . . . . . . . . . . . . . . . . . . 162 
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Net business income (10s~) after adjustments ............ $7,100 Maintenance ................................................................ $ 350 
Business-use-of-home expenses carried forward interest.. ...................................................... $8,000 

from1994 
Mortgage 

..................................................................... $ 150 rroperty taxes.. ............................................................ $1,800 
Giuseppe’s home expenses for 1995: Water ............................................................................ $ 300 

Heat .............................................................................. $1,200 
Electricity ......... . ........................................................... $1,000 Giuseppe completes the appropriate sections of Form T2032 

Insurance ..................................................................... $ 650 as follows: 

Plus. Amount carried forward from previous year 

Minus - Net income (10~s) aller adjustments from line g on page 1 of this form (if negative. enter “0”) 

Business-use-of-home expenses available for carry fonvard (line 1 minus Line 2) if negative. enter “0” 

Allowable clalm (the laver of amounts 1 or 2 above) enter this amount on Une 8235 on page 1 of this form 

Interpretation Bulletin IT-514, Work Space in Home Expenses, 
has more details about these expenses. 

Reserve for 1971 accounts receivable (Form T2032 

only) 
If you bave operated the same professional business sine 
1971, you may be claiming a reserve for your accounts 
receivable at the end of 1971. You must add your 1994 
reserve amount to your 1995 income. You cari claim a new 
reserve for 1995. Use the chat on page 2 of your 
Form T2032 to calcul& the amount to include on line i of 
the form. 

For more information, sec Interpretation Bulletins IT-135, 
hestment Interest in a Professional Business, and ITL353, 
Partnership Interest - Some Adjustments to Cost Base. 

Line 8243 - Vour net income (10s) 

On the relevant lines of your income tax return, enter your 
total gross (from line 8124 on your Form T2124 or 
Form T2032) and total net (from line 8243 on your 
Form T2124 or Form T2032) business or professional 
income or 10s~. Include the total of income or losses from a11 
the businesses or professional activities you are in. 

If you bave a business or professional loss that is more than 
a11 your other sources of income, you may bave a 
non-capital loss for the year. TO apply this loss against 
income from prior years, complete and attacha copy of 
Form TlA, Request for Loss Carry-Back, to your return. For 
more details about loss carry-backs, read Interpretation 
Bulletin IT-232, Non-capital Losses, Net Capital Losses, 
Restricted Farm Losses, Farm Losses and Limited Partnership 
Losses - Their Composition and Deductibility in Computing 
Taxable Income, or contact your tax services office. 

If you are a member of a partnership that does not bave to 
file a Form T5013 Summary, Partnership Information Return, 
(sec Chapter 1 for these requirements) complete the chart 
called “Details of other partners” on your Form T2124 or 
Form T2032. 

If you are a member of a partnership that has to file a 
T5013 Summary, you do not bave to complete this chut. 

Details of equity (chaft on page 2 of Forms T2032 and 
T2 124) 

The following three lines are optional, even though they 
contain a numbered black box on the form. If you are a 
member of a partnership that has to file a T5013 Summary, 
Partnership Information Return, do not complete this section. 

Line 8313 - Total business liabilities 
A liability is a debt or obligation of a business. Total 
business liabilities is the total of a11 amounts your business 
or professional activity owes at, the end of its fiscal period. 
This includes accounts payable, notes payable, taxes 
payable, unpaid salaries, wages, and benefits, interest 
payable, deferred or unearned revenues, loans payable, 
mortgages payable, or any other outstanding balance 
related to the business. 

Line 8400 - Drawings in 1995 
A drawing is any withdrawal of cash (including salaries), 
other assets, or services of a business by the proprietor or 
partners. This includes such transactions by the proprietor 
or partners (or family members) as withdrawing cash for 
non-business use, and using business assets or services for 
persona1 use. Include the cost or value of persona1 use of 
business assets or services in your drawings for the year. 

Line 8401 - Capital contributions in 1995 
A capital contribution is an addition of cash or other assets 
to the business you made during its fiscal period. This 
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includes adding persona1 funds to the business account, 
paying business debts with persona1 funds, and 
transferring persona1 assets to the business. 

What is capital cost allowance 
(CCA)? 
You might acquire a depreciable property, such as a 
building, furniture, or equipment, to use in your business 
or professional activities. You cannot deduct the cost of the 
property when you calculate your net business or 
professional income for the year. However, since these 
properties wear out or become obsolete over time, you cari 
deduct their cost over a period of several years. The 
deduction for tbis is called capital cost allowance (CCA). 

How much CCA cari you daim? 
The amount of CCA you cari claim depends on the type of 
property you own, and the date you acquired it. You group 
the depreciable property you own into classes. A specific 
rate of CCA generally applies to each class. We explain the 
most common classes of property in the section called 
“Part II - Common properties,” on page 29. We list most 
of the classes and their rates in the section called “CCA 
Classes” on page 36. 

Base your CCA claim on your fiscal period ending in 1995, 
and not the calendar year. 

Note 
If you are reporting income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Ta 
Cha@s Relating to the 1995 Fiscal Year End to calculate 
the CCA for your second fiscal period. 

There are a few other things you should know about CCA: 

n For the most part, use the declining balance method to 
calcul& your CCA. This means that you claim CCA on 
the capital cost of the property minus the CCA you 
claimed in previous years, if any. The remaining balance 
declines over the years as you claim CCA. 

Example 
Last year, Devin bought a building for $60,000 to use in bis 
business. On his return for last year, he claimed CCA of 
$1,200 on the building. This year, Devin bases his CCA 
claim on the remaining balance of $58,800 
($60,000 - $1,200). 

,,, 

n You do net bave to claim the maximum amount of CCA 
in any given year. You cari claim any amont you like, 
from zero to the maximum allowed for the year. For 
example, if you do net bave to pay income tax for the 
year, you may not want to claim CCA. Claiming CCA 
reduces the amount of CCA available to you for future 
y&3*S. 

.~ In the year you acquire a property, you cari usually claim 
CCA only on one-half of your net additions to a class. We 
explain this 50% rule under the heading “Column 6 - 
Adjustment for curent year additions” on page 28. The 
available for use rules discussed later in this chapter 
may also affect the amount of CCA you cari claim. 

n You cannot claim CCA on most land or on living things 
such as trees, shrubs, or animais. However, yo” cari 
claim CCA on timber limits, cutting rights, and wood 
assets. For more details, read Interpretation Bulletins 
IT-481, Timber Resource Droperty and Timber Limits, and 
IT-501, Capital Cost Alfownnce - Logging Assets and its 
Special R&ase. 

. If you claim CCA, and you later dispose of the property, 
you may bave to add an amont to your income as a 
recapture of CCA. Alternatively, you may be able to 
deduct an additional amount from your income as a 
terminal 10~s. For more information, sec the section called 
“Column 5 - UCC after additions and dispositions” on 
page 27. 

n If you receive income from a quarry, sand or grave1 pit, 
or a woodlot, you cari claim a type of allowance known 
as a depletion allowance. For more details about quarries, 
pits, and woodlots, read Interpretation Bulletins IT-373, 
Farm Woodlots and Tree Faims and its Special Release, and 
IT-492, Capital Cost Ailowance - IndustriaI Minerai Mines. 

. If you are a member of a partnership that provides you 
with a T5013 Supplementary, Statement ofl’artnership 
Income, you cannot personally claim CCA. The T5013 slip 
you receive Will bave already allocated to you a share of 
the partnership’s CCA on the property. 

You were asking...? 
Q, How do 1 calculate my CCA claim if 1 start a business 

and my first fiscal period is from June 1,1995, to 
December 31,1995? 

A. If your fiscal period is les than 365 days, you bave to 
prorate your CCA claim. Calculate your CCA using the 
rules we discuss in tbis chapter. However, base 
your CCA claim on the number of days in your fiscal 
period compared to 365 days. 

In your case, your fiscal period is 214 days. Suppose you 
calculate your CCA to be $3,500. The amount of CCA you 
cm claim is 52,052 (53,500 x 214/365). 

Definitions 
TO calculate your CCA claim, you Will need to know the 
meaning of the following terms: 

Available for use 
You cari usually claim CCA on a property only when it 
becomes available for use. 

Property other than a building usually becomes available 
for use on the earlier of: 

. the date you first use it to earn income; 

m the second taxation year after the year you acquire the 
property; and 
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. the time immediately before the disposition of the 
property. 

A building usually becomes available for use on the earlier 
of: 

w the date that you begin using 90% or more of the 
building in your business; 

a the second taxation year after the year you acquire the 
building; and 

. the time immediately before the disposition of the 
property. 

A building that you are constructing, renovating, or 
altering usually becomes available for use on the earlier of: 

H the date you complete the construction, renovation, or 
alteration; 

. the date you begin using 90% or more of the building in 
your business; 

. the second taxation year after the year you acquire the 
property; and 

. the time immediately before the disposition of the 
property. 

Capital cost 
This is the amount on which you first claim CCA. The 
capital cost of a property is usually the total of: 

. the purchase prie (net including the cost of land, which 
is usually not depreciable - sec the section called 
“Land” on page 27); 

= the part of your legal, accounting, engineering, 
installation, and other fees that relates to the purchase or 
construction of the property (net including the part that 
applies to land); 

. the cost of any additions or improvements you made to 
the property after you acquired it, provided you bave not 
claimed these costs as a current expense (such as 
modifications to accommodate disabled persans); and 

. for a building, soft costs (such as interest, legal and 
accounting fees, and property taxes) related to the period 
you are constructing, renovating, or altering the building, 
if these expenses bave not been deducted as curent 
t?XpWt-S. 

Depreciable property 
This is any property on which you cari claim CCA. You 
usually group depreciable properties into classes. For 
example, diggers, drills, and tools that cost 5200 or more 
belong to class 8. You bave to base your CCA claim on a 
rate assigned to each class of property. 

We explain the most common classes of property in the 
section called “Part II - Common properties,” on page 29. 
We list most of the classes and their rates in the section 
called “CCA Classes” on page 36. TO determine the rate for 
depreciable property not listed, contact your tax services 
office. 

Fair market value (FMV) 
FMV is generally the highest dollar value that you cari get 
for your property in an open and unrestricted market 
between an informed and willing buyer and an informed 
and willing seller who are dealing at arm’s length with each 
other. 

Non-arm’s-length transaction 
A non-arm’s-length transaction includes a transaction 
between people who are related, such as members of a 
family. An example of a non-arm’s-length transaction 
would be the sale of property between a husband and wife, 
or a parent and Child. 

Proceeds of disposition 
The proceeds of disposition are generally the sale prie of a 
property. For more details about proceeds of disposition, 
read Interpretation Bulletins IT-220, Capital Cost Allowance 
- Proceeds of Disposition of Depreciable Property and its 
Special R&ase, and IT-285, Capital Cost Allowance - 
General Comments. 

Undepreciated capital cost WCC) 
The UCC is the amount remaining after you deduct CCA 
from the capital cost of a depreciable property. The CCA 
you claim each year reduces the UCC of the property each 
year. 

How do you make your claim? 
Use Area A on page 3 of your Form T2124, Statement of 
Business Activities, or Form T2032, Statement of Professional 
Activities, to calculate your 1995 deduction for CCA, and 
any recaptured CCA and terminal losses. TO help you 
complete Area A for 1995, you cari get information from 
your Form T2032 or Form T2124 for 1994, as well as other 
areas of Form T2124 or Form T2032, for 1995. 

If you acquired or disposed of any buildings or equipment 
during the fiscal period, you should complete as required, 
Areas B, C, D, or E before completing Area A. 

You Will find explanations on how to complete Areas B 
and C in the section called “Column 3 - Cost of additions 
in the year” on page 26. You Will find explanations on how 
to complete Areas D and E in the section called 
“Column 4 - Proceeds of dispositions in the year” on 
page 27. 

Note 
Completing the above-noted char& Will help you 
calculate your CCA claim for 1995. Even if you are not 
claiming a deduction for CCA for 1995, complete the 
appropriate charts to show any additions and 
dispositions during the year. 
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How to complete the charts to 
calculate your capital cost allowance 
daim 
The remainder of this chapter is divided in three parts. 
Part 1 explains how to complete columns 1 through 10 of 
Area A. Part II provides information on the more common 
properties on which you cari claim CCA, and Part III 
provides more information on the following subjects: 
persona1 use of property, changing from persona1 to 
business use, grants, subsidies, and other incentives or 
inducements, non-arm’s-length transactions, capital gains, 
special rules for disposing of a building in the year, and 
replacement property. At the end of this chapter, you Will 
find an example that summarizes the chapter. 

Part I - How to complete columns 1 to 10 of 
Area A 
This part explains how to complete each column of Area A 
for each class. It also explains how to complete each of 
Areas B, C, D, E, and F. Enter the information for each class 
on a separate line. The amounts in Areas B, C, D, and E Will 
help you complete the columns in Area A. 

Column 1 - Glass number 
Enter the class numbers of your properties in this column. 
If ibis is the first year you are claiming CCA, read the 
section called “Column 3 - Cost of additions in the year” 
before completing column 1. If you claimed CCA last year, 
you cari get the class numbers of your properties from last 
year’s form. 

We discuss the more common types of depreciable 
properties in the section called “l’art II - Common 
properties” on page 29, and list most of the classes and 
their rates in the section called “CCA Classes” on page 36. 
TO determine the rate for depreciable property not listed, 
contact your tax services office. 

Column 2 - Undepreciated capital COS: WCC) ut the 
start of the year 

If this is the first year you are claiming CCA, skip column 2, 
and go to column 3. Otherwise, enter in column 2 the UCC 
for each class at the end of last year. These amounts were 
included in column 10. 

From your UCC at the start of 1995, subtract any 
investment tax credit you claimed or were refunded in 
1994. Also subtract any 1994 investment tax credit you 
carried back to a year before 1994. 

You may bave received a GST input tax credit in 1995 for a 
passenger vehicle you use less than 90% for your business. 
In this case, subtract the amount of the credit from your 
beginning UCC. 

Note 
In 1995, you may be claiming, carrying back, or getting a 
refund of an investment tax credit. If vou still bave 
depreciable property in the class, you’have to adjust the 
UCC of the class to which the property belongs in 1996. 
TO do this, subtract the amount of the credit from 
the UCC at the beginning of 1996. When there is no 

property left in the class, report the amount of the 
investment tax credit as income in 1996. 

Column 3 - Cost of additions in the year 
If you acquire or make improvements to depreciable 
property in the year, we consider them to be additions to 
the class in which the property belongs. You should: 

. complete Areas B and C of your Form T2124 or 
Form 2032, as explained below; and 

. enter, in column 3 of Area A for each class, the figure 
from column 5 of each class in Areas B and C. 

If a chat asks for the persona1 portion of a property, this 
refers to the part that you use personally, separate from the 
part you use for business. For example, if you use 25% of 
the building you live in for business, your persona1 portion 
is the other 75%. 

Do not include the value of your own labour in the cost of a 
proprrty you build or improve. Include in the capital cost 
of the property the cost of surveying or valuing a property 
you acquire. Remember that a property usually has to be 
available for use before you cari claim CCA. Sec the 
definition of available for use on page 24. 

TO find out if any of these special situations apply in your 
case when you acquire property, you should refer to the 
sections in Part III called “Persona1 use of property” on 
page 31, “Non-arm’s-length transactions” on page 31, 
“Changing from persona1 to business use” on page 31, and 
“Grants, subsidies, and other incentives or inducemenrs” 
on page 31. 

Areo B - Details of equipment additions in the year- 
List in this chart the details of a11 equipment (including 
motor vehicles) you acquired or improved in 1995. Group 
the equipment into the applicable classes, and put each 
class on a separate line. You Will find information about 
classes on page 29. 

Equipment includes appliances (such as a laundry press) 
and maintenance equipment (such as a Paint sprayer) you 
acquire to use in your business or professional activities. 

Enter on line 8304 the total business portion of the cost of 
the equipment. You Will find information about capital cost 
on page 25. 

Area C - Details of building additions in the year- List 
in this chart the details of all buildings you acquired or 
improved in 1995. Group the buildings into the applicable 
classes, and put each class on a separate line. You Will find 
information about classes on page 29. 

Enter on line 8306 the total business portion of the cost of 
the buildings. The cost includes the actual purchase prie of 
the building, plus any related expenses that you should add 
to the capital cost of the building, such as legal fees, land 
transfer taxes, and mortgage fees. You Will find information 
about capital cost on page 25. 

Note 
Completing the above-noted chats Will help you 
calculate your CCA claim for 1995. Even if you are net 
claiming a deduction for CCA for 1995, complete the 
appropriate chats to show any additions during the 
year. 
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Land - Most land is not depreciable property. Therefore, 
you cannot usually claim CCA on its cost. If you acquire a 
property that includes both land and a building, enter in 
column 3 of Area C only the cost that relates to the 
building. TO calculate the buildings capital cost, you bave 
to split any fees that relate to the purchase of the property 
between the land and the building. Related fees may 
include legal and accounting fees. 

Calculate the part of the related fees you ca” include in the 
capital cost of the building as follows: 

legal, the part of the fees 
buildine value x accounting, = you cari include in 
total purchase or other the building’s cost 

price fees 

You do not bave to split a fee if it relates specifically to the 
land or the building. In this case, you would add the 
amount of the fee to the cost to which it relates, either the 
land or the building. 

Area F - Details of land additions and dispositions in the 
year - Enter the total cost of acquiring land in 1995 on line 
8302. The cost includes the actual purchase price of the 
land, plus any related expenses that you should add to the 
capital cost of the land, such as legal fees, land transfer 
taxes, and mortgage fees. 

Usually, you cannot claim CCA on land. Do not enter this 
amount in column 3 of Area A. 

Column 4 - Proceeds of dispositions in the year 
Enter the details of your 1995 dispositions on your 
Form T2124 or Form T2032, as explained below. 

If you disposed of a depreciable property during the fiscal 
period, enter in column 3 of the appropriate dispositions 
chat one of the following amounts, whichever is less: 

m your proceeds of disposition, minus any related 
expenses; or 

. the capital cost of the property. 

Your proceeds of disposition are usually the amounts you 
receive, OI that we consider you to bave received, when you 
dispose of your property. This could include compensation 
you receive for property that someone destroys, 
expropriates, steals, or damages. Special rules may apply if 
you dispose of a building for less than both its 
undepreciated capital cost and for less than your capital 
cost. If this is the case, sec “Special rules for disposing of a 
building in the year” on page 33 for details. 

Note 
If a chat asks for the persona1 portion of a property, this 
refers to the part that you use personally, separate from 
the part you use for business. For example, if you use 
25% of the building you live in for business, your 
persona1 portion is the other 75%. 

Enter, in column 4 of Area A for each class, the figure from 
column 5 of each class in Areas D and E. 

If you sel1 a property for more than it cost, you Will bave a 
capital gain. You may be able to postpone or defer adding a 
capital gain or recapture to income. Sec the sections called 
“Capital gains”, on page 32, and “Replacement property” 
on page 34 for more information. 

Area D - Details of equipment dispositions in the year - 
List in this chat the details of a11 equipment (including 
motor vehicles) you disposed of in your 1995 fiscal period. 
Group the equipment into the applicable classes, and put 
each class on a separate line. You Will find information 
about classes on page 29. 

Enter on line 8305 the total business portion of the proceeds 
of disposition of the equipment. You Will find information 
about proceeds of disposition on this page. 

If a11 of the proceeds of disposition for the equipment are 
“ot received in the year you dispose of the equipment, sec 
Interpretation Bulletin IT-236, Reserves - Disposition of 
Capital Droperty. 

Area E - Details of building dispositions in the year- List 
in this chart the details of a11 buildings you disposed of in 
your 1995 fiscal period. Group the buildings into the 
applicable classes, and put each class on a separate line. 
You Will find information about classes on this page. 

Enter on line 8307 the total business portion of the proceeds 
of disposition of the buildings. You Will find information 
about proceeds of disposition on page 27. 

If a11 of the proceeds of disposition for a building are not 
received in the year you dispose of the building, sec 
Interpretation Bulletin IT-236, Reserves - Disposition of 
Capital Property. 

Note 
Completing the above-noted chats Will help you 
calculate your CCA claim for your 1995 fiscal period. 
Even if you are not claiming a deduction for CCA for 
your 1995 fiscal period, complete the appropriate charts 
to show any dispositions during the period. If you need 
more details, get Interpretation Bulletin IT-220, Capital 
Cost Allowance - Proceeds of Disposition of Depreciable 
Property, and its Special R&ase. 

Area F - Details of land additions and dispositions in the 
year - Enter the total of a11 amounts you Will receive for 
disposing of land in the period on line 8303. 

Column 5 - UCC after additions and dispositions 
Add the amount in column 2 to the amount in column 3. 
Then subtract the amount in column 4 from this total. Enter 
the result in column 5. 

You cannot claim CCA when the amount in column 5 is: 

. negative (sec “Recapture of CCA” below); or 

. positive, and you do not bave any property left in that 
class at the end of your 1995 fiscal period (sec “Terminal 
loss” on page 28). 

In either case. enter “0” in column 10. 
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Recapture of CCA - If the amount in column 5 is 
negative, you bave û recapture of CCA. Enter your 
recapture on the line “Other income” of your Form T2032 
or Form T2124. A recapture of CCA cari happen if the 
proceeds from the sale of depreciable property are more 
than the total of: 

well as some of those in class 12, such âs small tools that 
cost less than $200. 

_^^. 
The 50% rule does not apply when the available-for-use :s not apply when the available-for-use 
rules discussed on page 24 deny a CCA claim until the ‘n page 24 deny a CCA claim until the 
second taxation year after you acquired a property. iear after you acquired a property. 

. the UCC of the class at the beginning of the period; and 

. the capital cost of any new additions during the period. 

Terminal loss - If the amount in column 5 is positive, and 
you no longer own any property in that class, you bave a 
terminal 10s~. More precisely, you bave a terminal loss 
when, at the end of a fiscal period, you bave no more 
property in the class but stiil bave an amount which you 
bave not deducted as CCA. You cari subtract this terminal 
loss from your gross business or professional income in the 
year you disposed of the property. Enter your terminal loss 
on the line “Other expenses” of Form T2032 or Form T2124. 

If you need more details on the 50% rule, sec Interpretation 
Bulletin IT-285, Capital Cost Allowance - General Comments, 
and its Special R&ase. 

Column 7 - Base amount for capital cost allowance 
CCA) 
Base your CCA daim on this amount. 

For a class 10.1 vehicle you disposed of in your 1995 fiscal 
period, you may be able to claim 50% of the CCA that 
would be allowed if vou still owned the vehicle at the end 
of the year. This is known as the half-year rule on sale, 

You cari use the half-year rule on sale if, at the end of your 
1994 fiscal period, you owned the class 10.1 vehicle you 
disposed of in 1995. If this applies to you, enter 50% of the 
amount in column 2 in column 7. 

For more information on recapture of CCA and terminal 
loss, sec Interpretation Bulletin IT-478, Capital Cost 
Allowance - Recapture and Terminal LO~S. 

Note 
The rules for recapture and terminal loss do not apply to 
passenger vehicles in class 10.1. However, sec the 
comments in the section called, “Column 7 - Base 
amount for capital cost allowance” to calculate your 
CCA daim. 

Column 6 - Adjustment for current year additions 
In the year you acquire or make additions to a property, 
you cari usually claim CCA on only one-half of your net 
additions (the amount in column 3 minus the amount in 
column 4). We cal1 this the 50% rule. 

Calculate your CCA claim only on the net adjusted amount. 
Do not reduce the cost of the additions in column 3, or the 
CCA rate in column 8. For example, if you acquired a 
property in your 1995 fiscal period for $30,000, you would 
base your CCA claim on $15,000 ($30,000 x 50%). 

If you acquired and disposed of depreciable property of the 
same class in your 1995 fiscal period, the calculation in 
column 6 restricts your CCA claim. Calculate the CCA you 
ca* claiin as follows: 

. determine which of the following amounts is less: 

the proceeds of disposition of your property, minus 
any related costs or expenses; or 

- the capital cost; 

. subtract the above amount from the capital cost of your 
addition; and 

m in column 6, enter 50% of the result. If the result is 
negative, enter “0.” 

In some cases, you do not make an adjustment in column 6. 
For example, in a non-arm’s-length transaction, you may 
buy property that the seller continuously owned for at least 
364 days before the end of your 1995 fiscal period. 

Also, some properties are net subject to the 50% rule. Some 
examples are those in classes 13,14,23,24,27,29, and 34, as 

Column 8 - Rate (%) 
In this column, enter the % for each class of property in 
Area A. For detailed information on certain kinds of 
property, sec “Part II - Common properties” on page 29. 
For a more complete list of rates, sec the section called 
“CCA Classes” on page 36. 

Column 9 - CCA for the year 
In column 9, enter the CCA you choose to deduct for 1995. 
The CCA you cari deduct cannot be more than the amount 
you get when you multiply the amount in column 7 by the 
rate in column 8. You cari deduct any amount up to the 
maximum. 

If this is your first year of business, you may bave to 
prorate your CCA daim. Sec “You were asking . ..?” on 
page 24. 

Note 
If you are reporting income and expenses for a second 
fiscal period ending in 1995, refer to the pamphlet Tax 
Changes Relating to the 1995 Fiscal Year End to calculate 
the CCA for your second fiscal period. 

Add up all the amounts in column 9 for a11 your classes of 
depreciable property. Enter the total on line 8207, “Capital 
cost allowance,” on Form T2032 or Form T2124. See the 
section called “Persona1 use of property” on page 31 to find 
out how to calculate your CCA daim if you are using the 
property both for business and persona1 use. 

Column 10 - UCC ut the end of ihe year 
This is the undepreciated capital cost (LJCC) at the end of 
your 1995 fiscal period. This is the amount you Will enter in 
column 2 when you calculate your CCA daim next year. 

Enter “0” in column 10 if you bave a terminal loss or a 
recapture of CCA. There Will not be an amount in 
column 10 for a class 10.1 passenger vehicle you dispose of 
in the year. 
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Part II - Common properties 
In this part, we discuss the more common types of 
depreciable properties. We list most of the classes and their 
rates in the section called “CCA Classes” on page 36. TO 
determine the rate for depreciable property net listed, 
contact your tax services office. 

Buildings 
A building may belong ta class 1,3, or 6, depending on 
what the building is made of and the date you acquired it. 
You also include in these classes the parts that make up the 
building, such as: 

n electric wiring; 

. lighting fixtures; 

. plumbing; 

n sprinkler systems; 

. heating equipment; 

. air-conditioning equipment (other than window units); 

n elevators; and 

. escalators. 

Note 
Most land is not depreciable property. Therefore, when 
you acquire property, only include the cost that relates 
to the building in Areas C and A. Enter on line 8302 of 
your Form T2124 or Form T2032 the cost of a11 land 
additions in 1995. See the sections called “Area F - 
Details of land additions and dispositions in the year” on 
page 27, and “Column 3 - Cost of additions in the year” 
on page 26 for more details. 

Glass 1 (4%) - Glass 1 includes most buildings acquired 
after 1987, unless they specifically belong in another class. 
Class 1 also includes the cost of certain additions or 
alterations you made after 1987 to a class 3 building. Sec 
“Glass 3 (5%)” for more information. 

Glass 3 (5%) - Most buildings acquired before 1988 were 
added to class 3 or class 6. If you acquired a building before 
1990 that does not fa11 into class 6, you cari include it in 
class 3 if one of the following applies: 

. you acquired the building under the terms of a written 
agreement entered into before June 18,1987; or 

Include the cost of any additions or alterations over this 
limit in class 1. 

Glass 6 (10%) - Include a building in class 6 if, you 
acquired it before 1988, and it is made of frame, log, stucco 
on frame, galvanized iron, or corrugated iron. If you 
acquired the building after 1987, it has ta be made of frame, 
log, stucco on frame, galvanized iron, or any corrugated 
metal. In addition, one of the following conditions has ta 

aPPlY: 

. the building is used for farming or fishing; or 

. the building has no footings or other base supports 
below ground level. 

If either of the above conditions apphes, you also add the 
full cost of a11 additions and alterations ta the building to 
class 6. 

If neither of the above conditions applies, include the 
building in class 6 if: 

n you acquired the building before 1979; 

n you entered into an agreement before 1979 ta acquire the 
building, and footings or other base supports of the 
building were started before 1979; or 

. you started construction of the building before 1979 (or it 
was started under the terms of a written agreement you 
entered into before 1979) and footings or other base 
supports of the building were started before 1979. 

For additions or alterations ta such a building: 

. Add ta class 6: 

- a11 additions made before 1979; and 

- only the first $100,000 of additions or alterations made 
after 1978. 

. Add ta class 3: 

the part of the cost of a11 additions or alterations above 
- $100,000 made after 1978 and before 1988; and 

the part of the cost of additions or alterations above 
- $100,000 made after 1987, but only up to $500,000 or 

25% of the cost of the building. 

. Add ta class 1 any additions or alterations above these 
limits. 

. the building was under construction by you or on your If you need more information, see Interpretation Bulletin 

behalf on June 18,1987. IT-79, Capital Cost Allowance - Buildings or Other Structures. 

Do not transfer property you previously included in class 3 
ta class 1. However, there is a limit ta how much you cari 
include in class 3 for the cost of any additions or alterations 
made after 1987 ta a class 3 building. This limit is 
whichever of the following two amounts is less: 

Other property - Class 8 (20%) _.-__ _ \_ _._, 
Glass 8 includes property that is not included in any other rues property that is not included in any other 
class. For example, furniture, appliances, fixtures, -----‘- ‘urniture, appliances, fixtures, 
machinery, and equipment you use in your business are all ollu eyuLpment you use in your business are all 
in this class. 

i $500,000; or 

. 25% of the building’s capital cost fincluding the cost of 
additions or alterations ta the building included in 
class 3, class 6, or class 20 on December 31,1987). 
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