n November 21, 2018, the federal

Minister of Finance announced
the fall economic statement that includ-
ed several measures to improve compet-
itiveness for Canadian businesses.

One of the most highlighted mea-
sures is a full write-off of machinery and
equipment used in the manufacturing
and processing of goods. This measure
is targeted toward improving Canada’s
manufacturing sector in a time when in-
dustry players may be eyeing tax chang-
es south of the border as an opportunity
to relocate.

Unfortunately for contractors, log-
ging is specifically identified in Canada’s
Income Tax Act as not being in the man-
ufacturing category. Unfortunately, this
means the 100 per cent deduction is not
available for logging equipment.

However, a second accelerated invest-
ment incentive was also announced as a
measure to support all sectors and types
of businesses across the economy. For
capital assets purchased after Novem-
ber 20, 2018, this measure suspends the
half-year rule normally applied to de-
preciation for tax. Instead, 1.5 times the
full rate of depreciation will be available.

For example, prior to the incentive,
a capital asset in Class 10—which has

a rate of 30 per cent and under which
most logging equipment falls—would
be eligible for a depreciation rate of 15
per cent of the cost of the asset in the
year it is purchased; this is due to the
half-year rule. Under the new incentive,
the contractor will be able to claim 45
per cent depreciation in the first year,
or 1.5 times the rate normally eligible in
the first year of an asset purchase.

The incentive does not change the
total amount that can be claimed for
depreciation over the asset’s useful life.
In fact, the deduction will eventually be

offset by smaller deductions at the end
of the asset’s life; the end result is more
value upfront.

This incentive, which became avail-
able November 20, 2018, will begin to
phase out in 2023, and will end in 2027.
For assets purchased in the phase-out
period during 2024-2027 that are nor-
mally subject to the half-year rule, the
rule will be suspended. For example,
logging equipment in Class 10 will have
a 30 per cent depreciation rate for tax in
year one.

The following is an example of a Class
10 Log Loader with a purchase price of
$600,000, financed at 6%:

By Chris Duncan

This incentive makes purchasing rather
than leasing equipment more favourable
in year one if you understand in the later
years you will have less deduction for tax.
This could just be the incentive you need
to go get a new piece of equipment. As
always, before deciding which option is
best for you, talk to your advisor.4

Chris Duncan, CPA, CA, is a Business Advisor
with MNP’s Private Enterprise group who
specializes in real estate, construction and
forestry businesses. Based in Duncan and
serving clients across Vancouver Island,
Chris draws on his unique background

to deliver industry-specific advice to help
business owners stay in compliance, make
informed decisions and achieve their goals.
Chris can be reached at 250.748.3761 or
chris.duncan@mnp.ca

Deductions for tax purposes: year one

Old Rules New Rules
15% 45%
Capital Cost Allowance $90,000 $270,000
Interest Expense $36,000 $36,000
Total deductions $126,000 $306,000
Tax savings at small business rate* $15,120 $36,720
Tax savings over small business rate** $34,020 $82,620

*Tax rate for 2018 for active business income up to $500,000 in BC is 12%
**Tax rate for 2018 for active business income in excess of $500,000 in BC is 27%
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