Lifetime capital gains deduction

The life time deduction is only available against gains resulting from the dispas qualified small
business corporations shares or qualified farm properties.

Qualified fishing properties. The may 2006 budget extended the availabilitg /500 000 deduction
to dispositions of qualified fishing properties that took place after May 1, 2006

Qualified small business. The March 2007 budget increased the deduction limit from $56(080 t
000.

Qualified property

Types of property

Qualified small business corporation, qualified farm property, qualified Gigtvioperty. Note
that the $750 000 isnot available for each type of asset. Rather it is a total amioomistize shared
on dispositions of all three types.

Definition of small business corporation. Canadian controlled private corporatiamaif all or a
substantially all (90% or more), of the fair market value of its assets aténuse active business
carried on primarily(more than 50%) in Canada.

Determining the deductible amount
Capital gains deductible available: is the lifetime maximum for th&atayains deduction, less any

amounts that have been used up in preceding years. The lifetime maximum fazsabftgoalified
assets is $375 000(1/2 x $750 000).



Capital Gains Deduction Available

14-81. The”capitalgainsdeductionavailable"isthe1ifetimemaximumforthecapitalgains
deduction, less any amounts that have been used up in preceding years. The lifetime
maximum for all types of qualified assets is $375,000 (1/2)(§750,000)}, provided the disposi-
tion is made after March 18, 2007,

14-82. A problem arises in determining the amounts used up in previous years. Clearly, it
would not be appropriate to subtracta $12,000 deduction madein 1990 when it represented
the taxable portion of a $16,000 capital gain, from the 2007 limit of $375,000, which is based
on one-half of the gain. Amounts used up in earlier years have to be adjusted to the current
inclusion rate of one-half. Specifically, gains deducted at a one-half inclusion rate require no
adjustment, gains deducted ata two-thirds inclusion rate have to be multiplied by 3/41(1/2) +
(2/3)), and gains deducted ata three-quarters inclusion rate have to be multiplied by 2/3 ((1/2)

+ (3/4)).

Example  Mr. Little realizes capital gains on sales of qualified small business corpo-
ration shares of $24,000in each of 1987, 1998, and June, 2007. He has notclaimeda
capital gains deduction prior to 1987 and he has no other capital gains or losses in the
period 1987 through 2007. He used his lifetime capital gains deduction to eliminate
the 1987 and 1998 gains, and will use the deduction to eliminate the 2007 gain.
Determine the amount of lifetime capital gains deduction that is available for use

given that the disposition is after March 18, 2007.

Analysis ~As the $12,000 that was deducted in 1987 was at the one-half inclusion
rate, no adjustment is required for the purpose of determining the available deduc-
tion for 2007. He would have deducted $18,000 [(3/4)($24,000)] in 1998. To
determine how much of his $375,000 balance is left, this amount will have to be
converted to $12,000 {($18,000((1/2) + (3/4)]}. Afurther reduction 0f $12,000 will
be used to eliminate the 2007 gain. This will leave an available amount of $339,000



Annual gains limit is equal to the taxable capital gains on qualified propedy, le

allowable capital losses realized
net capital loss carry overs deducted
allowable business investment losses realized

Exercise Fourteen-6

Subject: Annual Gains Limit

On January 1, 2007, your client, Miss Jana Slovena, has a net capital loss carry forward
from 2005 of $45,000. During 2007, Miss Slovena has taxable capital gains on sales of
real estate in the amount of $114,000. Also during this year, she has allowable capital
losses of $82,000. In addition, she sells shares in a qualified small business corpora-
tion realizing a taxable capital gain of $42,000. Finally, asthe result of selling shares of
asmall business corporation that does not qualify for the lifetime capital gains deduc-
tion, she has an Allowable Business Investment Loss of $3,000. As she does not expect
to have additional capital gains in the near future, Miss Slovena has asked you to
deduct the full $45,000 of the 2005 net capital loss during 2007. Determine her
annual gains limit for 2007 using this approach. What advice would you give Ms.
Slovena regarding her net capital loss?

End of Exercise. Solution available in Study Guide

Cumulative Net Investment Loss (CNIL)

14-88. Cumulative Net Investment Loss (CNIL) is a restriction introduced in the 1988 tax
reform legislation. The problem, as perceived by the government, was that it was inequitable
for individuals to simultaneously deduct investment losses while sheltering investment
income through the use of the lifetime capital gains deduction. As a consequence, legislation
was introduced that, in simple terms, restricts the use of the lifetime capital gains deduction in
a given year by the cumulative amount of post-1987 investment losses.

14-89. CNIL isdefined asthe amount by which the aggregate of investment expenses for the
current year and prior years ending after 1987, exceeds the aggregate of investment income
for that period. That is, the CNIL consists of post-1987 investment expenses minus invest-
ment income. You should note that, in this context, both investment income and investment
expense are defined in the Income Tax Act. As a consequence, they have a meaning that can
be different than the meaning associated with the everyday use of these terms.

14-90. Aswill be explained in the following material, individuals who have a CNIL will have
their ability to use the lifetime capital gains deduction reduced. Asaresult, if qualified capital
gains are anticipated, it is important to minimize the CNIL. Some examples of ways in which
the impact of the CNIL can be reduced are as follows:

« Realizing capital gains on qualified assets early, if Cumulative Net Investment Losses
are anticipated in future years.

« Delaying the disposition of qualified assets with accrued capital gains until the CNIL
has been eliminated or reduced as much as possible.

« For owner/managers, having the business pay dividends or interest on shareholder
loan accounts, rather than salaries, to increase investment income.


















14,6 MRS Steele just died. Prepare her tax return.



