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Highlights of the 2021 Federal 
Fall Economic Update 
December 14, 2021 
No. 2021-62 

Finance Minister Chrystia Freeland delivered the government’s 2021 Fall Economic Update 
on December 14, 2021. The Update anticipates a deficit of $144.5 billion for 2021-22 and 
forecasts deficits of $58.4 billion for 2022-23 and $43.9 billion for 2023-24. Although the 
Update does not include any personal or corporate tax rate changes, it extends home 
office expense relief, introduces a tax credit for small businesses that undertake certain 
expenditures for air quality improvements and provides an update on select measures 
announced earlier in 2021. In addition, Finance released legislative proposals alongside 
the Update to implement measures including the Digital Services Tax (DST) and the 
Underused Housing Tax. 

Corporate tax changes 
 
Small Businesses Air Quality Improvement Tax Credit  

The Update introduces a temporary refundable Small Businesses Air Quality Improvement 
Tax Credit for eligible entities that have qualifying expenditures for air quality improvements 
incurred between September 1, 2021 and December 31, 2022. This refundable 25% tax 
credit is available to a maximum of $10,000 in qualifying expenditures per qualifying 
location and a maximum of $50,000 across all qualifying locations. These expense 
maximums are shared among affiliated businesses. 

Eligible entities include unincorporated sole proprietors and Canadian-controlled private 
corporations with taxable capital employed in Canada of less than $15 million in the 
taxation year immediately preceding the taxation year in which the qualifying expenditure is 
incurred (including taxable capital of associated corporations). Where qualified expenses 
are incurred by a partnership, the credit can only be claimed by members of the 
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partnership that are qualifying corporations or individuals (other than trusts), based on their 
proportionate interest in the partnership. Special rules apply to calculate a partner’s credit 
entitlement where a partnership interest is held indirectly through one or more partnerships. 
Qualifying locations include properties used by an eligible entity primarily in the course of 
its ordinary commercial activities in Canada (including rental activities), excluding self-
contained domestic establishments (i.e., a place of residence in which a person generally 
sleeps or eats). 

Qualifying expenditures include certain expenses directly attributable to the purchase, 
installation, upgrade, or conversion of mechanical heating, ventilation and air conditioning 
(HVAC) systems, as well as the purchase of devices designed to filter air using high 
efficiency particulate air (HEPA) filters. Expenses would not be qualifying expenditures 
where they are:  

• Made or incurred under the terms of an agreement entered into before September 
1, 2021 

• Related to recurring or routine repair and maintenance 

• Financing costs for a qualifying expenditure 

• Paid to a party with which the eligible entity does not deal at arm’s length 

• Salary or wages paid to an employee of the eligible entity; or 

• Reasonably expected to be paid or returned to the eligible entity, or to a person or 
partnership either not dealing at arm’s length with the eligible entity or at the 
direction of the eligible entity.  

A qualifying expenditure is reduced by the amount of any government assistance received 
by the eligible entity for that expense. 

The taxation year for which an eligible entity can claim this tax credit depends on when the 
qualifying expenditure was incurred. Qualifying expenditures incurred before January 1, 
2022 can be claimed by an eligible entity for its first taxation year that ends on or after 
January 1, 2022, while qualifying expenditures incurred on or after January 1, 2022 can be 
claimed by an eligible entity for the taxation year in which the expenditure was incurred. 

Refundable tax credit for farmers 

The Update introduces a refundable tax credit to return fuel charge proceeds from pollution 
pricing directly to farming businesses in backstop jurisdictions (i.e., Ontario, Manitoba, 
Saskatchewan and Alberta), starting for the 2021-22 fuel charge year. This credit is 
available to corporations, individuals and trusts that are actively engaged in either the 
management or day-to-day activities of earning income from farming (i.e., raising animals 
and harvesting plants in a controlled environment) and incur total farming expenses of 
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$25,000 or more, all or a portion of which are attributable to backstop jurisdictions. This 
includes farming businesses carried on through a partnership. 

Under this tax credit, eligible farming expenses are amounts deducted in computing 
income from farming for tax purposes, excluding any deductions arising from mandatory 
and optional inventory adjustments and transactions with non-arm’s length parties. Eligible 
farming expenses must be attributable to one or more backstop jurisdictions, subject to 
allocation rules.  

Businesses can claim these refundable tax credits through their tax returns at a rate of 
$1.47 per $1,000 in eligible farming expenses for 2021 and $1.73 for 2022. 

Personal tax changes 

Home Office Expense Deduction 

The Update extends and enhances the temporary flat rate method that taxpayers may use 
to calculate home office expenses. The Update allows taxpayers to use this method for the 
2021 and 2022 tax years and increases the temporary flat rate to $500 annually (from 
$400). Previously, this method was originally available only for the 2020 tax year. 

For details on how the temporary flat rate method applied to the 2020 tax year, see 
TaxNewsFlash-Canada 2020-92, “Employees — Claim Home Office Expenses for 2020”. 

Tax credit for school supplies 

The Update enhances the refundable tax credit for eligible school supplies expenditures by 
teachers and early childhood educators. Specifically, the Update increases the credit to 
25% (from 15%) and expands the list of eligible durable goods to include certain electronic 
devices. In addition, teaching supplies are no longer required to be used in a school or 
regulated child care facility to be eligible. This measure applies to the 2021 and 
subsequent taxation years. 

Indirect tax changes 

Digital Services Tax 

As part of the Update, Finance released draft legislation to implement a Digital Services 
Tax (DST). This interim measure, which was announced in the 2021 federal budget, enacts 
a 3% DST on revenue earned by large businesses from certain digital services that rely on 
data and content contributions from Canadian users. The DST would be imposed as of 
January 1, 2024, but only if the OECD/G20 Inclusive Framework’s multilateral approach 
has not come into force by that time. In that event, the DST would be payable as of 2024 
for revenues earned as of January 1, 2022.  

For details of the OECD/G20 Inclusive Framework’s two-pillar plan for international tax 
reform, see TaxNewsFlash-Canada 2021-48, “OECD Clarifies Global Minimum Tax Plan 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2020/ca-employees-claim-home-office-expenses-for-2020.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-oecd-clarifies-global-minimum-tax-plan-for-2023v2.pdf
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for 2023” and TaxNewsFlash-Canada 2021-47, “OECD Moves Forward with 15% Global 
Minimum Tax for 2023”. 

Underused Housing Tax 

The Update introduces a new exemption for the annual 1% tax on non-resident, non-
Canadian owned residential real estate in Canada that is considered to be vacant or 
underused. Finance released legislation for this tax, which was announced in the 2021 
federal budget to apply beginning for the 2022 calendar year. 

The new exemption applies for an owner’s interest in a residential property for a calendar 
year where it is the primary place of residence of:  

• The owner 

• The owner’s spouse or common-law partner, or  

• An individual that is the child of the owner or of the owner’s spouse or common-law 
partner, but only if the child is in Canada for the purposes of authorized study and 
the occupancy relates to that purpose.  

The initial Underused Housing Tax returns for the 2022 calendar year must be filed on or 
before April 30, 2023 and any tax payable must be remitted on or before that date. 

Finance also notes that it plans to bring forward further exemptions for certain 
vacation/recreational properties, which would apply to an owner’s interest in a residential 
property for a calendar year if the property is located in certain non-urban areas and is 
personally used by the owner (or the owner’s spouse or common-law partner) for at least 
four weeks in the calendar year.  

For background on this previously announced measure, see TaxNewsFlash-Canada 2021-
21, “Highlights of the 2021 Federal Budget” and TaxNewsNow, “Proposed Underused 
Homes Tax — Finance Seeks Feedback”. 

Outstanding measures 

Finance provides an update on certain outstanding tax measures that were announced in 
the 2021 federal budget: 

• Luxury Tax — Finance intends to release draft legislation, including details on 
coming-into-force, in early 2022 

• Tax Incentive for Carbon Capture, Utilization and Storage — Finance intends to 
outline the final design of the proposed investment tax credit in the 2022 federal 
budget. 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-oecd-clarifies-global-minimum-tax-plan-for-2023v2.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-oecd-moves-forward-with-15-global-minimum-tax-for-2023.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-oecd-moves-forward-with-15-global-minimum-tax-for-2023.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-2021-federal-budget-highlights.pdf
https://home.kpmg/ca/en/home/insights/2021/08/proposed-underused-homes-tax-finance-seeks-feedback.html
https://home.kpmg/ca/en/home/insights/2021/08/proposed-underused-homes-tax-finance-seeks-feedback.html
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For more details on these measures, see TaxNewsFlash-Canada 2021-21, “Highlights of 
the 2021 Federal Budget”.  

We can help 
 
Your KPMG adviser can help you assess the effect of the tax changes in this year’s Fall 
Economic Update on your personal finances and business affairs. We can also keep you 
abreast of the progress of these proposals as they make their way into law. 
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