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Presentation Outline

• What is Class 43.2? 

• History 

• What Qualifies for Class 43.2?

• Canadian Renewable and Conservation Expenses (CRCE)

• Class 43.2 & GX Systems

• Proposed Changes to Regulations
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What is Class 43.2?

• Capital Cost Allowance (CCA) Class in Income Tax 
Regulations

• Applies to the capital costs of specified clean energy 
generation assets 

• Under Class 43.2 qualifying equipment may be written-off 
at 50% per year on a Declining Balance [DB] basis

• Deduction faster than useful life = “Accelerated” CCA
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What are Capital Costs?

• In general, all costs associated with the acquisition and installation of 
assets, including:

– purchase price of machinery and equipment;

– costs of design, engineering and commissioning of machinery and equipment; 

– legal, accounting, or other expenses related to the acquisition of the property; 
and,

– costs of other services required to make a system operational.

• In the case of property that a taxpayer manufactures for the taxpayer's 
own use, capital cost includes direct manufacturing costs but no 
amount for profit. 
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Capital Cost Allowance Rules

• Deductions cannot be made until equipment is “available-for-use”

• Only ½ of deduction may be claimed in 1st year  - “half-year rule”

Example: $100k CC

50% DB

½ yr. rule

• CCA deductions for Class 43.2 property by passive investors are 
limited to income from such property – “specified energy 
property rules”

18.75…18.75…3…

37.537.52

75251

Balance  (UCC)Max DeductionYear
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History of CCA for Renewable Energy

• Prior to 1976

– All power generation assets fell in Classes 1, 2 or 8 (4, 6 or 20 % DB) 

• 1976�1994 

– Class 34 (50% straight-line CCA) existed,  NRCan certification required

• 1994�present 

– Class 43.1 (30% DB) replaced Class 34, NRCan certification not required

• 2005�2012 (to be extended to 2020 as per Budget 2008)

– Class 43.2 (50% DB) includes most equipment described in Class 43.1  
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Role of Finance/NRCan/CRA

• Finance Canada

– Develops tax policy and draftsIncome Tax Regulations

• Natural Resources Canada (NRCan)

– Engineering and scientific authority for Class 43.1/43.2 & 
CRCE, publishes Technical Guide, gives opinions

• Canada Revenue Agency (CRA)

– Interprets and applies Income Tax Regulations for Class 
43.1/43.2/ CRCE, final authority on tax administration matters
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What Qualifies for Class 43.2?

Certain systems of the following types:
– Cogeneration and/or Specified-Waste Fuelled Generation Systems

– Active Solar Heating Systems
– Small-Scale Hydroelectric Installations
– Heat Recovery Systems
– Wind Energy Conversion Systems
– Photovoltaic Electrical Generation Systems

– Geothermal Electrical Generation Systems
– Landfill Gas and Digester Gas Collection Systems
– Specified-Waste Fuelled Heat Production Equipment
– Expansion Engine Systems
– Systems to Convert Biomass into Bio-oil
– Fixed Location Fuel Cell Systems
– Systems to Produce Bio-Gas by Anaerobic Digestion
– District energy systems
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Canadian Renewable and

• Certain expenses incurred during the development of a project where 
it is reasonable to expect at least half of the equipment to be used in 
the project (in terms of capital cost) would be equipment described in 
Class 43.1/43.2 may qualify as CRCE.

• CRCE may be

– deducted from income in the year incurred, 

– carried forward indefinitely and deducted in future years, or 

– renounced to investors under a flow-through share agreement.

Conservation Expenses (CRCE)
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What Qualifies as CRCE?

• For qualifying projects, CRCE includes expenses such as:

– Making a service connection for transmission of electricity insofar as such 
expenses are not for the acquisition of property;

– Construction of temporary access roads to the project site;

– A right of access to the site during project development;

– Clearing of land to the extent necessary for the project;

– Process engineering for the project (includes collection of site data, system 
design, feasibility analysis, selection of components); and,

– Drilling or completion of a well for the project.
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Active Solar Systems

• Current version of Class 43.1/43.2 regulations does not 
mention Ground Source Heat Pumps (GSHP).

• However, the 1998 edition of the Class 43.1 Technical 
Guide includes GSHP under the “active solar” category of 
systems ¾ heat must be used in an industrial process or in 
a greenhouse.

• Eligible assets include underground piping, compressors, 
components to interface with heating equipment.
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GSHP Schematic – Technical Guide
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Geothermal Electrical Generation

• Systems for Geothermal Electrical Generation specifically 
included in Class 43.1/43.2

• Eligible Assets 

– Pumps, heat exchangers and above-ground pipelines to collect 
geothermal energy

– Electrical generating equipment 

• Ineligible Assets

– Buildings, wells and below-ground pipelines



15

Geothermal Generation - Schematic 
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Proposed Changes – Budget 2007

• In Budget 2007 it was proposed to amend the regulations 
for active solar systems in Class 43.1/43.2 to:

– Remove the restriction that heat be used in an industrial process 
or in a greenhouse for above-groundactive solar systems

– Exclude equipment used for swimming pool heating

• In draft regulations to implement the Budget 2007 
measures, it was proposed to explicitly include GSHP that 
supply heat to an industrial process or a greenhouse.
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Proposed Changes – Budget 2008

• Further to the changes proposed in Budget 2007, in Budget 2008 it 
was proposed to amend the regulations for active solar systems in 
Class 43.1/43.2 to:

– Remove the restriction for GSHPsystems that heat be used in an industrial 
process or in a greenhouse

– Add the requirement that GSHP systems meet the standards set by the 
Canadian Standards Association for the design and installation of earth energy 
systems

• Changes proposed in Budget 2007 & 2008 have not yet been enacted
but are intended to be retroactive to their respective budget dates 
once enacted.
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Proposed Changes – Technical Guide

• 1998 edition of Technical Guide is being updated and will reflect 
changes in regulations up to Budget 2008

• 10 m depth restriction for GSHP systems will be reconsidered

• Draft regulationsto implement changes proposed in Budget 2007 
& 2008 may be viewed at:

http://www.budget.gc.ca/2008/plan/ann4b-eng.asp

• Variety of technical restrictions on CCA and CRCE deductions – it 
would be useful to obtain professional tax assistance.
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Conclusions

• Class 43.2 – CCA Class in Income Tax Regulations

• Qualifying systems may be written off at 50%/yr, DB

• Geothermal electrical generation systems and certain 
GSHP systems qualify under existing regulations or as per 
Technical Guide

• Proposed amendments to Class 43.1/43.2 and Technical 
Guide will remove restrictions for GSHP systems 
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T. J. Jewett
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Government of Canada
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Building 3, Room 204 
1 Haanel Drive, Nepean, Ontario 
K1A 1M1

Email: Tom.Jewett@NRCan-RNCan.gc.ca
Telephone: (613) 996-0890
Facsimile: (613) 995-7868
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