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• What’s new? 
• General Tax Tips For Farmers
• Taxation on Sale and Transfer of Farms
• Questions

 Home accessibility tax credit
• For seniors or persons with disabilities
• Maximum of $10,000 @ 15% non-refundable
• Ontario has similar program @ 15% refundable

 Eligible educator school supply tax credit
• Maximum of $1,000 @ 15% non-refundable

 Elimination of family tax cut

 Reduction of credits
• Children’s arts amount reduced from $500 to $250
• Children’s fitness amount reduced from $1,000 to $500 
• Both to be eliminated in 2017
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Bracket General Tax Rate
(capital gains at ½ of rates)

$0 - $45,000 20%

$45,000 - $90,000 31%

$90,000 - $140,000 43%

$140,000 - $200,000 48%

> $200,000 53%

Rates and 
brackets
are approximate

Note:  
Highest non-eligible dividend rate ~45%
Highest eligible dividend rate ~39%

NO SIGNIFICANT CHANGES ANTICIPATED FOR 2017

Active Income Tax Rate

$0 - $500,000 15.0%

>$500,000 26.5%

Tax rates are approximate

Investment Income Tax Rate

All 50.2%

Ontario considers the business of farming to be manufacturing and processing, 
which means the highest marginal rate can be reduced to 25% in most 
circumstances

Active income brackets are ground down once taxable capital of the associated 
group reaches $10 million

NO SIGNIFICANT CHANGES ANTICIPATED FOR 2017
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INCOME < $500,000 INCOME > $500,000

COMPANY

Income 100,000

Tax (15,000)

Net 85,000

Dividend (85,000)

NIL

PERSONAL

Dividend 85,000

Non-eligible dividend Tax (38,500)

Net 46,500

COMPANY

Income 100,000

Tax (26,500)

Net 73,500

Dividend (73,500)

NIL

PERSONAL

Dividend 73,500

Eligible dividend Tax (28,900)

Net 44,600

Old Rules New Rules

Effective up to December 31, 2016 Effective on January 1, 2017

Eligible Capital Property (ECP) Capital Property (class 14.1)

All quotas in one pool Quotas in one class but tracked separately

Annual write off = 5.25% (7% x ¾) Annual capital cost allowance = 5%

Can replace one quota for another within
the same tax year as long as proceeds/cost
are similar

Not eligible for replacement property rules

Recapture will result upon final sale Recapture will result upon final sale

Gain on sale is included in income at ½ 
regular amount

Capital gains are included in income at ½ 
regular amount

Companies: Gain is taxed at active 
business rates (15% or 26.5%)
Individuals:  Graduated rates

Companies: Gain is taxed at investment
income rates (50.2%)
Individuals:  Graduated rates
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 Effective for tax years beginning on or after March 22, 2016

 Rules affect corporations who transact with other companies or 
partnerships (that are not associated) in which someone related has an 
interest

 Very broad definitions of ‘related’ and ‘an interest’

 Net income earned from these related entities are no longer eligible for the 
small business deduction

 Some limited exceptions:
• A company will not have any SCI/SPI if all or substantially all (90%) of its net 

income is from arm’s length sources
• Where related companies elect to share their SCI limit

SCI Example

Cropping company Livestock company

Joe Steve (Joe’s 
brother)

Sale of corn 
for feed

Has SCI

Unrelated 
person

1% 99%
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SPI Example

Equipment 
Company

Steve’s 
Wife Steve

Has SPI

Steve’s Family 
Farms

Other 
Partners

Rent of equipment

Example: Investment in a Customer

Pig Farmer 
Company

Pig Processing 
Company

Pig Farmer Unrelated 
people

Investment via. 
Preferred shares

Sale of pigs

Has SCI
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Decision Tree
Does this company have any 

Active Business Income 
(ABI)?

Are any of the company’s 
customers (i.e. its revenue 

sources) related to it or 
otherwise pass the “non-

arm’s length test”?

Are those customers 
corporations or 
partnerships?

Do those all of those customers 
(combined) account for more 
than 10% of the company’s 

total net income for tax 
purposes (Sch. 1 income)?

Then, the net income from 
transactions with those 
customers is SCI or SPI.

(except for net income from customers that are 
already associated with this company)

SCI and SPI do not 
apply

YES

YES

YES

YES

NONO

NO

NO

Is the income earned within 
a company?

YES

NO

 Farming includes tillage of the soil, livestock raising or 
exhibiting, maintaining of horses for racing, raising of 
poultry, fur farming, dairy farming, fruit growing and 
the keeping of bees

 Also includes Christmas tree farming, the operation of 
a wild game reserve or egg hatchery, and may include 
aquaculture, and the operation of feedlots, nurseries 
and greenhouses

 May include other activities (definition is not 
exhaustive)

 Does not include an office or employment under a 
person engaged in the business of farming
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 Solar panels and other energy projects
• Solar panels get their own class for depreciation purposes but 

depreciation is limited to net income from solar panel

 Barn rental (not to be mistaken with custom feeding)
• Barns for rental purposes have a slower depreciation rate than barns 

for farming purposes

 Land rental (see next slide)

 Other

 Crop-share arrangements involve a joint contribution of 
capital and labour to a farming venture, with the parties each 
receiving a portion of the harvest

 Is the landowner in this situation earning income from a 
farming business?

 CRA’s longstanding position is that a landlord that receives a 
share of crop in lieu of rent earns rental income, not income 
from a farming business

 This presumption may be rebutted by the facts of a given 
situation, e.g. where the landlord contributes towards input 
costs

 True sharecropping results in the farmer sharing in both the 
rewards and the risks of the crop



January 21, 2017

8

 Income from a farming business may be taxed on a 
cash basis

• Farmers (and fishers and corporations) may choose to adopt the 
cash method at any time, but must have Ministerial consent to 
switch back to accrual

 Farmers can prepay for expenses like seed, fertilizer, 
feed, etc. at end of tax year to reduce tax owing – but 
once begin cycle of prepaying it is almost necessary to 
do every year

 Cannot prepay expenses for more than one year

 Rules to prevent the creation of a loss by advance 
purchasing of inventory

 Can deduct a reasonable percentage of house expenses

 Purchase of capital assets (eg. Tractors) is not an 
effective way to immediately reduce your tax balance 
as amortized in year rather than deducted – therefore 
buy capital assets only when needed

 Cash basis rules do not apply to capital purchases but 
need to have asset available for use by end of year

 Land clearing, draining and tiling is an expense that can 
be written off 100% in the year of payment or carried 
forward to future years
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 You can pay a reasonable wage/profit share to your 
spouse or child as long as:

• The amount was actually paid
• The work performed was necessary for the farming operation
• The amount was reasonable given the person’s abilities and is 

comparable with what an unrelated party would have been 
paid

 Deferred receipt of crop payments from grain 
elevators are an effective way to push income to the 
next year – just be aware that these crop deferrals are 
not fully covered by the Ontario Grains Act

 If purchasing a farm:
• Consider  who’s name to put it in to maximize potential capital 

gains exemption down the road, or to minimize income tax now
• Ensure you have an HST number so that HST does not apply on 

the purchase (the HST number must be in the exact name as the 
ownership)

 If selling logs out of the bush, need to distinguish 
between commercial (you sought the gain) and non-
commercial (the gain sought you) woodlot for purposes 
of whether income versus capital gain

 Scientific Research and Experimental Development 
(SR&ED) tax credits may be available
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 Exemption limit for 2016 is $824,176 (and up to $1,000,000 
for qualified farm property)

 Exemption can be used for disposition of qualified farm 
property (farmland and farm quotas), interest in a family-
farm partnership, or shares in a family farm corporation

 Corporations do not have capital gains exemptions, just 
individuals

If purchased prior to June 18, 1987
• The property must have been principally used by certain 

individuals in the business of farming in Canada in the year 
of disposal

Or
• The property was used in at least five years principally in 

the business of farming in Canada by certain individuals

Watch – if farm crystalized in 1994, it is deemed to 
be reacquired after June 18, 1987
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If purchased after June 18, 1987
• The property must have been owned by certain individuals 

for at least 24 months immediately preceding the time of 
disposition

And
• Either:
 In at least 2 years, the property must have been used principally in 

a farming business in Canada on a regular and continuous basis, 
and gross income from that business must exceed income from all 
other sources, or

 During any 24 month period was used in a farming business in 
Canada by a family farm partnership or corporation

To qualify as a share of capital stock of a family farm 
corporation, all of the following conditions must be met:
 The corporation must have existed for at least 24 months
 Throughout any 24 month period, more than 50% of FMV 

of corporation assets must be attributable to farming
 At the time of disposition, 90% or more of the FMV of the 

corporation’s assets must be attributable to farming 
(Note: a farm within a company that is rented is not considered to be a 

farming asset)

Much care must be taken to fall within these rules, and 
special planning often surrounds keeping companies 
“pure” for eventual sale.
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 Capital gains reserve up to 10 years on proceeds not due (to 
next generation), up to 5 years on 3rd party sale

 Alternative Minimum Tax (AMT) – can be carried forward up 
to seven years

 Cumulative Net Investment Loss (CNIL) balance

 Old Age Security (OAS) clawback

 Allowable Business Investment Losses (ABIL)

 Can advanced planning occur to foresee multiplication of the 
capital gains exemption?

 Replacement property rules provide for a deferral of the gain 
on sale in certain circumstances (must be “same or similar” 
property and must fall within certain timeframes)

 Farming property, including shares of qualified farm 
corporations or interest in family farm partnerships, 
can be transferred to a child by a parent at any value 
between a nominal amount and FMV (or maybe even 
gifted for net family property purposes)

 Consideration for transfer can take the form of a 
promissory note if cash unavailable (which may even 
be forgiven upon death if desired)

 Tax deferred transfer of farm property on death can 
also occur as part of estate planning

 Many options are available for corporate transfers and 
crystalizations as well (not covered in detail here)


