
Income-Averaging Deduction for Forest Producers

Form CO-726.PF must be completed for any corporation that wishes to 
claim, in calculating its taxable income, a deduction for the portion of its 
income for the year from the sale of timber from a private forest to a 
purchaser having an establishment in Québec.

To claim the deduction, a corporation:

• must be a qualified corporation1 that, under the Sustainable Forest 
Development Act, is certified as a forest producer by the Minister of 
Forests, Wildlife and Parks in respect of a private forest that 
the corporation owns at the end of a taxation year; or

• must be a qualified corporation receiving a portion of the income from 
a partnership that, under the Sustainable Forest Development Act, 
is certified as a forest producer by the Minister of Forests, Wildlife and 
Parks in respect of a private forest that the partnership owns at the end 
of its fiscal period.

To qualify for the deduction, the income must be realized in a taxation year 
of the qualified corporation (or in a fiscal period of the partnership 
of which the corporation is a member) ending after March 17, 2016, but 
before January 1, 2026.

Furthermore, with respect to the averaging of a forest producer’s income, 
an amount corresponding to all or a portion of the deduction must be 
included in the calculation of the corporation’s taxable income for a period 

of one or more taxation years following the year the deduction was 
granted. The period cannot exceed:
• seven years, if the income is from sales that are certified commercial 

activities2 made before March 10, 2020;
• ten years, if the income is from sales that are certified commercial 

activities made after March 9, 2020.

To calculate the amount to be included in the corporation’s taxable income, 
complete part 5 of form CO-726.PF.

Important information
• Complete parts 2 and 3 on a separate copy of form CO-726.PF for each 

private forest. Complete parts 4 and 5 on a single copy of form 
CO-726.PF for all the private forests.

• Enclose with the corporation income tax return (form CO-17, 
Déclaration de revenus des sociétés) all completed copies of form 
CO-726.PF and a copy of every valid forest producer’s certificate issued 
by the Minister of Forests, Wildlife and Parks to the qualified corporation 
or the partnership.

• For more information, see sections 726.38 to 726.44 of the 
Taxation Act.

1 Information about the corporation
Québec enterprise number (NEQ) Identification number File

01a 01b IC 0001

Name of corporation End date of fiscal period

02 05
 Y Y Y Y M M D D

Corporation’s paid-up capital calculated on a consolidated basis (amount on line 426a of form CO-17). If the amount on line 9 of 
form CO-726.PF is more than $15 million, the corporation is not entitled to the deduction. 9

2 Income or loss from certified commercial activities
Complete section 2.1 of form CO-726.PF if the corporation had income from its certified commercial activities. If the corporation sustained a loss from its 
certified commercial activities, complete section 2.2 instead. You must separate the income or loss resulting from sales made before March 10, 2020 
(column A), from the income or loss resulting from sales made after March 9, 2020 (column B).

If the corporation is a member of a partnership, complete part 3 first.

Complete part 2 on a separate copy of form CO-726.PF for each private forest.

Location of the private forest

12

Courtesy Translation
This form has been translated for information purposes only. 

Do not complete it. You must file the French version.
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2.1 Net income from certified commercial activities

A
Sales made  

before March 10, 2020

B
Sales made  

after March 9, 2020

Net income from the partnership’s certified commercial activities  
for the fiscal period ending in the corporation’s taxation year 13

Corporation’s percentage interest in the partnership  
(percentage on line 25) × 14

% %

Multiply line 13 by line 14. = 15

Income from the corporation’s certified commercial activities  
for the taxation year + 16

Add lines 15 and 16. 
 Net income from certified commercial activities = 17

2.2 Net loss from certified commercial activities

A
Sales made before  

March 10, 2020

B
Sales made after  
March 9, 2020

Net loss from the partnership’s certified commercial activities for the fiscal 
period ending in the corporation’s taxation year 18

Corporation’s percentage interest in the partnership  
(percentage on line 25) × 19

% %

Multiply line 18 by line 19. = 20

Net loss from the corporation’s certified commercial activities  
for the taxation year + 21

Add lines 20 and 21. 
 Net loss from certified commercial activities = 22

3 Corporation that is a member of a partnership
Complete part 3 of form CO-726.PF only if the corporation is a member of a partnership.

If the corporation is directly a member of the partnership concerned, enter the information about the partnership on line 24 and carry the corporation’s 
percentage interest3 to line 25. 

If the corporation is a member of an interposed partnership that is a member of the partnership concerned, provide the required information about both 
partnerships on lines 23 and 24, respectively. If there is more than one interposed partnership, you must provide the required information for all of them. 
If there are more than three interposed partnerships, provide the information for each additional interposed partnership on another copy of form CO-726.PF. 
(All copies of form CO 726.PF must be filed together.) Then complete line 25.4

Complete part 3 on a separate copy of form CO-726.PF for each private forest.

A B C D E

Name of partnership Québec enterprise number (NEQ) Identification number
End date of  
fiscal period

 Y Y Y Y M M D D

Percentage 
interest

23 1. Interposed partnership
%

2. Interposed partnership
%

3. Interposed partnership
%

24 Partnership concerned
%

Multiply the percentages in column E. If you have completed more than one copy of form CO-726.PF, multiply the percentage 
interests in all the interposed partnerships from each completed copy. Then multiply the result by the percentage interest in the 
partnership concerned.  Corporation’s percentage interest in the partnership 25 %
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4 Income-averaging deduction for forest producers
Complete part 4 on a single copy of form CO-726.PF for all the private forests.

4.1 Income giving entitlement to the deduction
Total of the amounts on line 17 (column A) of all completed copies of form CO-726.PF 26

Total of the amounts on line 22 (column A) of all completed copies of form CO-726.PF – 27

Subtract line 27 from line 26. 
 Income or losses from sales made before March 10, 2020 = 28

Total of the amounts on line 17 (column B) of all completed copies of form CO-726.PF 28a

Total of the amounts on line 22 (column B) of all completed copies of form CO-726.PF – 28b

Subtract line 28b from line 28a. 
 Income or losses from sales made after March 9, 2020 = 28c

Add lines 28 and 28c. If the amount is negative, enter 0. 
 Income giving entitlement to the deduction = 28d

4.2 Maximum income-averaging deduction for forest producers
Enter $200,000 or the amount shown on line 28d, whichever is less. 29

× 30 85%
Multiply line 29 by line 30. 
 Maximum income-averaging deduction for forest producers = 31

4.3 Breakdown of the maximum income-averaging deduction for forest producers
If the amount on line 28 is negative or equal to zero, enter 0 on line 31e of form CO-726.PF. If the amount on line 28c is negative or equal to zero, enter 0 
on line 31i of form CO-726.PF.

Amount from line 31

Income from sales made  
after March 9, 2020

(amount from line 28)

Maximum deduction with 
respect to income that can be 

averaged over seven years
(the amount on line 31e cannot be 

greater than that on line 31b)

31b × 31c 31e

31d

Income giving entitlement to the 
deduction (amount from line 28d)

Amount from line 31

Income from sales made  
after March 9, 2020

(amount from line 28c)

Maximum deduction with 
respect to income that can be 

averaged over ten years
(the amount on line 31i cannot be 

greater than that on line 31f)

31f × 31g 31i

31h

Income giving entitlement to the 
deduction (amount from line 28d)

4.4 Income-averaging deduction for forest producers
Deduction claimed with respect to income that can be averaged over seven years. This amount must not be greater than the amount 
on line 31e. 31j

Deduction claimed with respect to income that can be averaged over ten years. This amount must not be greater than the amount 
on line 31i. + 31k

Add lines 31j and 31k. Enter the result on line 31l of form CO-726.PF and on line 265 or line 266 of form CO-17, and,  
code 16 in box 265i or box 266i of that form. 
 Income-averaging deduction for forest producers = 31l
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5 Portion of a previous year’s deduction to be included in calculating taxable income
Complete part 5 of form CO-726.PF to calculate the portion of a previous year’s deduction to be included in calculating the corporation’s taxable income. 

5.1 Seven-year averaging period
Complete section 5.1 on a single copy of form CO-726.PF for all the private forests. Section 5.1 must only include information with respect to income 
from sales that are certified commercial activities made before March 10, 2020.

An amount representing at least 10% of the deduction must be included in calculating the corporation’s taxable income for each of the six taxation years 
following the year in which the deduction was granted. The amount by which the amount of the deduction exceeds the total of the amounts included in 
calculating the corporation’s taxable income for previous years must be included in calculating the corporation’s taxable income for the seventh year 
following the year in which the deduction was granted.

A
Taxation year in which 

the corporation benefited 
from the deduction

 Y Y Y Y M M D D

B
Amount of  

the deduction

C
Portion of the deduction 
included in calculating 

the corporation’s taxable 
income for a previous year 

D
Amount to be included in 

calculating the corporation’s 
taxable income for the year 

concerned5

E
Balance to be included 

in calculating 
the corporation’s taxable 

income for subsequent years  
Col. B – (col. C + col. D)

32

33 +

34 +

35 +

36 +

37 +

38 +

Add lines 32 through 38 in column D.  Total = 39

5.2 Ten-year averaging period
Complete section 5.2 on a single copy of form CO-726.PF for all the private forests. Section 5.2 must only include information with respect to income 
from sales that are certified commercial activities made after March 9, 2020.

An amount representing at least 10% of the deduction must be included in calculating the corporation’s taxable income for each of the nine taxation 
years following the year in which the deduction was granted. The amount by which the amount of the deduction exceeds the total of the amounts included 
in calculating the corporation’s taxable income for previous years must be included in calculating the corporation’s taxable income for the tenth year 
following the year in which the deduction was granted.

A
Taxation year in which  

the corporation benefited 
from the deduction

 Y Y Y Y M M D D

B
Amount of the deduction

C
Portion of the deduction 
included in calculating 

the corporation’s taxable 
income for a previous year 

D
Amount to be included in 

calculating the corporation’s 
taxable income for the year 

concerned6

E
Balance to be included 

in calculating the 
corporation’s taxable 

income for subsequent years
Col. B – (col. C + col. D)

45

46 +

47 +

48 +

49 +

50 +

51 +

52 +

53 +

54 +

Add lines 45 through 54 in column D. Total = 55
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5.3 Portion of a previous year’s deduction to be included in calculating taxable income
Complete section 5.3 on a single copy of form CO-726.PF for all the private forests.

Amount from line 39 60

Amount from line 55 + 61

Add lines 60 and 61. Enter the result on line 62 of form CO-726.PF and on line 250a of form CO-17. 
 Portion of a previous year’s deduction to be included in calculating taxable income = 62

Notes

1. The term “qualified corporation” refers to, for a taxation year, a Canadian-controlled private corporation that had no more than $15 million in paid-up capital at the 
end of its previous taxation year or, if it is the corporation’s first taxation year, at the start of the year. In the case of a group of associated corporations, the paid-up 
capital is that of all the associated corporations that are resident in Canada or have an establishment in Canada, calculated for the last taxation year that ended 
in the previous calendar year. If it is the first taxation year of one of the corporations, determine its paid-up capital at the start of that year.

2. The term “certified commercial activity” refers to the non-retail sale of timber from a private forest to a purchaser having an establishment in Québec. The sale of 
firewood to an individual is not a certified commercial activity.

3. The term “percentage interest” refers to the corporation’s share of the partnership’s income (or loss) for its fiscal period, divided by the partnership’s income (or loss) 
for its fiscal period. If the partnership has no income or loss for its fiscal period, do the calculation as if the partnership had income of $1,000,000.

4. If the corporation is a member of the partnership concerned through a number of groups of interposed partnerships, calculate the corporation’s percentage interest 
in the partnership separately for each such group, and complete form CO-726.PF as follows:
• On line 23 (columns A to E), enter the required information about all the interposed partnerships in each group.
• On line 24 (columns A to D), enter the required information about the partnership concerned.
• On line 25, enter the corporation’s total percentage interest in the partnership concerned (the sum of the corporation’s percentage interests in the partnership 

concerned, calculated for each group).
5. If, in a particular taxation year or fiscal period, the qualified corporation or a partnership of which it is a member disposes of a private forest in respect of which the 

corporation has benefited from the deduction, the corporation, in calculating its taxable income, must include the amount by which the amount of the deduction 
exceeds the total of the amounts already included in calculating its taxable income for the taxation years following the year in which the deduction was granted.

 If, in a taxation year, the corporation disposes of its interest in a partnership, the corporation must include in calculating its taxable income for the taxation year the 
portion of any deduction relating to the partnership that has not already been included in calculating the corporation’s taxable income. Also, income averaging is not 
allowed in respect of the corporation’s share of the partnership’s income from certified commercial activities for a fiscal period that ended in the taxation year in 
which the corporation disposed of its interest.

 In either case, if the income or losses of more than one private forest were taken into account in calculating the deduction for a previous taxation year, contact us.

6. See note 5.
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