Capital gains and capital losses
Capital gains defined

In general, capital gains can occur when a taxpayer disposes of a capitfl agisal assets are assets
which are capable of earning income in the form of business profits,interest, dividsdises, or
rents. Further the assets must be held for this income producing purpose, rather tharckoresajei

at a profit.

All Canadian securities can be deemed to be capital property and all salels sésurities deemed to
be disposition of capital property.

Adjusted cost base

the adjusted cost base is of a capital asset is analogous to the accounting to thegoomaoeipt of
historical cost. As with the GAAP approach to historical cost it includesitioéce cost, delivery and
setup charges, non-refundable provincial sales taxes, and any other costseabssaiti acquiring the
asset, or putting it to use.

Calculating The Capital Gain Or Loss

10-30. The general formula for determining the amount of  capital gain or loss can be
described very simply. The calculation, using assumed data, is as follows:

Proceeds Of Disposition $4,750
Less - The Aggregate Of:

Adjusted Cost Base ($3,890)

Expenses Of Disposition [ 560) ( 4,450)
Capital Gain (Loss) § 300
Inclusion Rate 12
Taxable Capital Gain § 150

10-31.  If,asinthe preceding example, there s capital gain, one-half of the amount will be
treated as a taxable capital gain. The adjective “taxable” is consistently used to indicate the
portion of the total gain that will be included in income. Similarly, one-half of a negative
amount (a capital loss) resulting from the application of the preceding formula would be
treated asan allowable capital loss. The adjective “allowable” is consistently used to indicate
the deductible portion of the total amount of the loss. As is noted in Chapter 3, allowable
capital losses can only be deducted against taxable capital gains.



Inclusion rates for the period 1972 to present are as follow:

Period Inclusion rate
1972 through 1987 1/2

1988 and 1989 2/3

1990 through february 27, 2000 3/4
February 28, 2000 through October 17, 2000 2/3
October 18, 2000 to present 1/2

Detailed Application Of The Rules

Identical Properties

Basic Rules

10-32.  Ataxpayer can own a group of identical properties that have been acquired over a
period of time at different capital costs. This would arise most commonly with holdings of
securities such ascommon stock in a particular corporation. If part of such a group of assets is
disposed of, ITA 47 requires that the adjusted cost base for the assets being disposed of be
based on the average cost of the entire group.

10-33.  The following example illustrates the application of this requirement:

Example Anindividual has engaged in the following transactions involving the common
stock of Gower Company, a Canadian public company:

Number Of Shares Cost (Proceeds) Total Cost

Year Purchased (Sold) Per Share (Proceeds)
1991 4,000 §10 $40,000
1993 3,000 12 36,000
1997 (2,000) { 10) ( 20,000)
2000 2,500 11 27,500
2005 3,000 10 30,000
2007 (1,500) ( 13) ( 19,500)

Analysis The average cost for the first two purchases was $10.86 [($40,000 + $36,000)
+ (4,000 + 3,000)]. This means that the loss to be recorded on the 1997 sale would be as

follows:
Proceeds Of Disposition [(2,000)($10)] $20,000
Adjusted Cost Base [(2,000)($10.86)] ( 21,720)
Capital Loss ($ 1,720)
1997 Inclusion Rate (Not 1/2) 3/4
Allowable Capital Loss ($ 1,290)

This sale would leave the remaining 5,000 shares with a total cost of $54,280 ($76,000 -
$21,720). The new average cost for the 2007 sale would be $10.65 [($54,280 + $27,500




+$30,000) + (5,000 + 2,500 + 3,000)]. Given this, the gain on the 2007 sale would be
calculated as follows:

Proceeds Of Disposition [(1,500)($13)] $19,500
Adjusted Cost Base [(1,500)($10.65)] (15,975)
Capital Gain %3525
Inclusion Rate 1/2
Taxable Capital Gain $ 1,763

Exercise Ten-3

Subject: Identical Properties

Ms. Chantal Montrose makes frequent purchases of the common shares of Comco Inc.
During 2006, she purchased 650 shares at $23.50 per share on January 15, and 345
shares at $24.25 per share on March 12. She sold 210 shares on September 15, 2006
at $25.50 pershare. On February 14, 2007, she purchases an additional 875 shares at
§26.75 per share and, on October 1, 2007, she sells 340 shares at $29.50 per share.
Determine Ms. Montrose's taxable capital gains for 2006 and 2007.









Assignment problem

Miss Wells has purchased the shares of one company over the years. Purchaakssaf shares in
the first of these companies, Memo Inc. Are as follows:

Date guantities price
February, 2003 purchase 60 24
November, 2004 purchase 90 28
April, 2005 purchase 45 30
October, 2005 sale 68 36
September, 2006 purchase 22 26
November, 2006 sale 53 40
Required:

Determine the cost of the Memo Inc. Shares that are still being held on december 31, 2006

Determine the taxable capital gain resulting from the disposition of thesshar







