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Tax Highlights

Canada Revenue Agency Electronic Business Mail

Starting in May 2025, Canada Revenue Agency (CRA) transitioned to
online mail as the default method of delivering most business
correspondence. This includes notices of assessments, remittance forms,
and other correspondence. This means that you now receive
communications from CRA through their “My Business Account” portal
instead of by paper mail.

This change applies to new business number and account registrations,
existing businesses already registered for My Business Account, and
existing businesses who have given online access to an authorized
representative.

Provided that CRA has your email address in the My Business Account
portal of your CRA account, then email notifications from CRA will let
you know when new correspondence is available to view. Without a valid
email address, you may miss critical updates and correspondence.

Existing businesses that do not have access to My Business Account and
do not have an authorized representative, will continue to receive
correspondence by paper mail. If you prefer paper mail, you must submit a
formal request to CRA and repeat this request every two years to continue
receiving correspondence by paper mail.

Visit CRA’s site for more information or to sign in to your account.
https://www.canada.ca/en/revenue-agency/services/e-services/digital-
services-businesses.html

New Personal Non-Refundable Top-up Tax Credit

The lowest personal tax rate dropped to 14% on July 1, 2025, meaning that
the effective tax rate for the first federal tax bracket is 14.5% for 2025 and
14% for 2026 onward. This new top-up credit ensures that taxpayers with
unusually high credits do not pay more tax under these new rules than they
did under the previous rules.

Restricted Farm Losses

If a taxpayer’s main source of income is neither farming nor a
combination of farming and some other source of income, then the
ability to claim farm losses may be restricted to a maximum of $17,500.
The ability to claim the full farm loss changed in 2013 when a clause was
added that restricted losses in situations where the farming income was
subordinate to another source of income. This is often the case when the
farm incurs losses year after year and the taxpayer has another source of
off-farm income.
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Profile: Andres Castro

Andres started with
Allied as part of our

tax staff team in January
2022. Since that time,
Andres has developed
into an accounting V2%
advisor as he spent the past two
years covering client service in
Northumberland and Hastings
Counties. He now has assumed full
time responsibility for our clients in
the Niagara Region. Andres lives
near Ancaster. <

Tax Highlights Cont’d

Bare Trust Reporting

Bare trust reporting has been deferred
until years ending on or after December
31, 2026. A bare trust often exists
where another individual or entity is
added as a legal owner to the asset but
does not have any beneficial
ownership. For example, adding the
name of a family member to a property
for estate planning purposes. In these
situations, a T3 information return must
be filed each year with a completed
Schedule 15.

Penalties for not filing are significant.
There are some exceptions to the filing
requirements. We would advise anyone
sharing legal ownership of assets with
other individuals or entities should
discuss potential filing requirements
with their advisor.

Voluntary Disclosures Program

On October 1, 2025, CRA expanded its
Voluntary Disclosures Program to
make it less restrictive regarding
eligible applications and interest and
penalty relief.

The Voluntary Disclosures Program
allows taxpayers to voluntarily correct
errors or omissions in their tax filings.

By using this program, individuals and
businesses can come into compliance
with tax laws, often receiving relief
from penalties, partial interest, and
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potential criminal prosecution,
provided specific conditions are met.

To qualify, the taxpayer must submit
an application before a CRA audit or
investigation has been initiated, the
information must be at least one year or
one reporting period past the filing due
date, and the taxpayer must include
payment of the estimated tax or a
request for a payment arrangement. <

Frequently Asked
Questions

How can | receive a tax-free capital
dividend from my corporation?

Private corporations have a notional
corporate account called the capital
dividend account that tracks certain
non-taxable amounts that are
accumulated including the non-taxable
portion (currently 50%) of realized
capital gains, proceeds from life
insurance policies received by the
corporation as a beneficiary, and
capital dividends received from other
private corporations. All of these
amounts can be paid out tax-free to the
shareholders by filing a special election
form T2054 with CRA before the
dividend is paid. Once the form is filed,
it is just a matter of distributing the
funds to the shareholders on a tax-free
basis.

If a company declares a dividend that
exceeds the account balance, it will
face a 60% penalty on the excess
amount.

What is the optional inventory
adjustment and how can | take
advantage of it?

The optional inventory adjustment is a
specific tax planning tool available to
eligible farmers in Canada who use the
cash method of accounting. It allows

them to voluntarily include a portion of

or the full fair market value of their
year end inventory as income in the
current year with an offsetting
deduction in the following year.
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The primary goal is to help farmers
smooth out significant year to year
income fluctuations that are common
in agriculture due to variable harvests
and market conditions. By shifting
income between years, farmers can
avoid being pushed into higher tax
brackets in high income years and also
utilize credits and deductions in years
where income is low or at a loss.
Farmers with private corporations can
also utilize this tool by adding optional
inventory in years where income falls
below the small business deduction
limit and deducting inventory in years
where income exceeds the small
business deduction.

How does the shareholder account
work in my private corporation?

In a private corporation, the
shareholder account functions as a
running tab to track all direct financial
exchanges between the company and
its shareholders outside of formal
salary or dividend payments.

When a shareholder uses personal
funds to pay for business expenses or
injects personal funds into the company
to cover operational needs, it creates a
credit balance, which means that the
corporation owes the shareholder
money and can be repaid at a later date
tax-free, much like a regular loan
repayment.

Profile: Evan McNeely

Evan started with us in
June as our new advisor
in Peterborough, Hastings
and Northumberland
Counties.

Evan lives in Millbrook where he
and his wife are raising their young
family. He previously worked for a
local accounting firm in
Campbellford.

Evan comes from a family that has
many years’ experience serving
agriculture clients. €



Profile: Grace Bechard

Grace started with us
in November 2021
and has been a
member of our tax
staff ever since.
Grace recently
passed her final exam on the
way to achieving her Chartered
Professional Accounting (CPA)
designation. Over the last couple
of years, she spent a lot of time
travelling to service clients in
our Niagara Region. «

Frequently Asked
Questions (Con’t)

How does the shareholder account
work in my private corporation (Con’t)?

When a shareholder takes cash from the
corporation for personal use or the
corporation pays for a personal expense
on the shareholder's behalf, it creates a
debit balance, which means the
shareholder owes the corporation money.

The primary complexity and regulations
surrounding the shareholder account
relate to managing a debit balance to
avoid negative tax consequences,
especially with CRA. If a shareholder
owes the company money (debit balance)
at the end of the corporation’s fiscal year,
the loan must be repaid by the end of the
following fiscal year. If not, the
outstanding amount is included in full as
personal income for the shareholder in
the year the loan was made.

One tax planning technique that advisors
often use to manage the shareholder
account is to declare additional salary or
dividends in years where the
shareholder’s income would otherwise be
low and then redeposit the funds back to
the company to create a shareholder
credit balance that can be used in years
where the shareholder’s personal income
is in a higher personal tax bracket. This
tool allows the shareholders to average
out their taxes utilizing lower tax
brackets over a number of years.
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When can | claim business use of my
home expenses?

You can deduct expenses for business
use of a workspace in your home as long
as you meet one of the following
conditions:

1)

It is your principial place of
business.

2) You use the space only to earn your
business income and you use it on a
regular and ongoing basis to meet

your clients, customers or patients.

You can deduct part of your maintenance
costs such as heating, insurance, hydro
and repairs and maintenance. You can
also deduct part of your property tax,
mortgage interest and capital cost
allowance.

To calculate the portion you can deduct,
use a reasonable basis such as the area of
the workspace divided by the total area
of your home.

What is pension income splitting?

Pension splitting is a tax strategy that
allows a higher income spouse to allocate
up to 50% of their pension income to a
lower income spouse for tax purposes
without physically transferring any
money. The primary goal is to lower the
couple’s combined tax bill by taking
advantage of the lower marginal tax
bracket of the receiving spouse.

The higher income spouse claims a
deduction for the split amount and the
lower income spouse reports it as
income. Couples must make a joint
election each year by completing Form
T1032 with their income tax returns.

What am | required to report if | have
assets and income in another country?

Canadian residents who hold specified
foreign property with a total cost of more
than $100,000 CAD at any point in the
year must file Form T1135 Foreign
Income Verification statement as part of
their tax return.

The penalties for not filing Form T1135
start at $25 per day up to a maximum of
$2,500.

Knowledge — Service — Since 1956

2026

Profile:
Chris Perry, CPA

Chris started with us in
January 2021 as part of our
tax team. He comes from a
farming family near Port
Burwell. Chris obtained his
Chartered Professional
Accounting (CPA) designation at the
end of 2024 and was recently
promoted to a management position in
our London office. In his spare time,
Chris plays sledge hockey for the
London Blizzard. <

Does Allied provide support for any
accounting software programs?

Our accounting advisors often have a
basic knowledge of various accounting
software programs and can provide
limited support depending on their
individual familiarity with the program.

We can also provide year end adjusting
entries so that records can be brought
into line with the year end financial
statements.

If additional support is required, we
recommend you contact your software
service provider, however, we do have
individuals who may be able to provide
support as follows:

Mike Reynolds (AgExpert)
Naje Kaddoura (Quickbooks)
Evan McNeely (Sage50). <

Profile: Cody Crozier

Cody joined Allied in
September 2023. He
previously spent several years
working for another tax
preparation firm in London. '
His experience has made him = . " /
an asset as a member of our tax team.
Cody will be gradually moving into an
accounting advisor role in Lambton and
Middlesex Counties over the coming
year. He has also developed a reputation
as a great cook and baker among his
peers. <




Allied Benefits: The Allied Advantage

Focus on family farm clients.

In-home service.

Consistent Accounting Advisors year after year.
Specialized succession, estate, and business
planning advisors available in our London and
Peterborough offices.

Advisors live in your community.

Pre-determined appointments are scheduled weeks
in advance.

Fees are pre-determined so there are not any
surprises.

Our staff participate as sponsors and members of
the Canadian Association of Farm Advisors.
Regulated by the Chartered Professional
Accountants of Ontario.

Our values are based on integrity, excellence, and
respect.

The Allied Team
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Allied Associates LLP, Chartered Professional Accountants

Head Office: 1490 Richmond Street Suite 200, London, ON N6G 0J4 Tel: 519-673-1940 Peterborough Office: 360 George Street N, Suite 301, Peterborough, ON K9H 7E7 Tel: 705-760-9900
Toll Free: 1-800-661-1956 Website: www.alliedassociates.ca Email: info@alliedassociates.ca
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