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The GST/HST implications of 
investing in real estate are not 
set in stone when the original 

intention and income producing 
purpose are first determined.  
Depending on the specifics of the 
change in use, there are deeming 
rules that can cause a self-supply 
to occur for GST/HST purposes, 
which could result in a balance 
due to the Canada Revenue 
Agency (CRA) or even the ability to 
claim some GST/HST previously 
paid as Input Tax Credits (ITCs).  
A taxpayer could be looking at 
interest and penalties or lost 
ITCs if they are not aware of their 
compliance requirements.

Ceasing Use in Commercial 
Activities

A change in use from commercial 
activities to non-commercial 
activities can be disastrous if a 
taxpayer is unaware of the GST/HST 
rules set out in the Excise Tax Act 
(ETA).  Commercial use is considered 
to be any form of rental income from 
commercial operations (e.g. an office 
building) but also includes short 
term rentals where the rental term is 
less than 30 continuous days. 

When a taxpayer that is registered for 
GST/HST that acquired and used real 
property for commercial purposes 
decides to cease commercial 
operations and use the real property 
for other purposes, the taxpayer is 
deemed to have sold and reacquired 
the property at fair market value.  
The taxpayer is also deemed to have 

collected the GST/HST owing as a 
result.  This deemed transaction 
could result in amounts due to the 
CRA.  This situation is often referred 
to as a “self supply”.

Potential Relief Available

There could be GST/HST rebates 
available after the change in use 
from commercial use depending on 
how the real property will used going 
forward.  A common situation would 
be converting real estate to a place of 
residence and renting the property to 
an individual to use as their principal 
place of residence.  If a lease term of 
at least 12 months is signed, there is 
the ability to claim GST/HST rebates 
under the New Residential Rental 
Property rebates program.  The 
property is considered “new” because 
of the change in use transaction and 

the amount of the GST/HST rebates 
would depend on the fair market 
value at the time of change in use.

Commencement/Increase in 
Commercial Activities

When a GST/HST registrant 
taxpayer that is currently 
using real property for non-
commercial purposes begins to 
use the property for commercial 
purposes, there may be the ability 
to claim some GST/HST previously 
paid as ITCs.  Generally, in this 
situation the self-supply rules 
do not result in any GST/HST 
being deemed as collected as the 
property was previously used in 
exempt activities.  If the taxpayer 
had previously paid GST/HST on 

the purchase or any renovations of 
the real estate, they may be entitled 
to claim an ITC.  The ITC would be 
based on the amount of commercial 
use and whether there has been a 
decline in the fair market value of the 
real estate. 

The ETA has various rules that can be 
complicated to navigate when there 
is a change in use of real estate.  We 
invite you to reach out to one of our 
Commodity Tax Professionals if you 
need any assistance related to this 
matter.
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If you provide benefits to an employee 
(or officer or shareholder), then you 
may need to include the value of 

the benefit in the employee’s income.  
Whether or not the benefit is taxable 
often depends on its type and the 
reason for which the employee (officer, 
shareholder) has received it.
In this article, we identify and provide 
information on common taxable 
benefits in the construction industry.  
Such taxable benefits also provide 
some examples of where the Canada 
Revenue Agency (CRA) often focuses 
their attention when conducting an 
income tax or commodity tax audit.  
This article focuses on the income tax 
implications but please note that the 
GST/HST implications should also be 
considered on these taxable benefits.
Automobiles
Automobile use is a necessity for 
construction companies.  As a result, 
costs of supplying and operating 
automobiles are often legitimate 
business expenses.  Generally, an 
employer will either provide an 
employee with a company-owned 
vehicle, which the employee will 
use for both business and personal 
travel, or the employee will receive 
an allowance for the use of his or her 
personal vehicle.  If your employee 
drives a company vehicle for personal 
reasons, or receives reimbursement 
for the personal use of his or her 
vehicle, there is a taxable benefit that 
has to be calculated and included in 
the employee’s income.
Personal Use of a Vehicle
Most personal use of a vehicle is 
apparent – such as driving for family 
vacations or personal tasks.  However, 
sometimes distinguishing between 
business use and personal use is 
less clear. For example, travel to the 
location where your employee regularly 
reports for work or performs the duties 
of employment, is considered personal 
travel.  In the construction industry, 
employees often have more than one 
location to which they regularly report 
for work.  The CRA has specifically 

commented that travel to an initial 
work site is considered personal 
use, but travel between work sites is 
considered business use.
The employee (or shareholder) should 
keep a log book tracking the total 
business kilometres and personal 
kilometres travelled for each calendar 
year and be ready to present the log 
book to the CRA upon request.
Corporate Ownership vs. Employee 
Ownership
Generally, corporate ownership of 
an automobile creates an increased 
administrative burden for the employer.  
For example, the company needs to 
ensure the employee is keeping a 
log book; calculates the value of the 
taxable benefit based on personal use 
of the vehicle; makes proper payroll 
withholdings on the taxable benefit; 
and reports such benefits on T4 slips.
On the other hand, employee ownership 
of an automobile may ease the 
administrative burden of the employer.  
For example, the company may pay 
a reasonable non-taxable allowance 
to an employee for the business 
use of his or her vehicle.  The non-
taxable allowance requires minimal 
calculations, no payroll withholdings 
and no T4 reporting.  The CRA website 
states that a reasonable allowance to 
be $0.59 per business kilometre on 
the first 5,000 km and $0.53 per km 
driven after that.  It is important to 
note that the corporation cannot pay 
for any other vehicle expenses of the 
employee otherwise the CRA considers 
the per kilometre allowance plus the 
reimbursement of vehicle expenses to 
be a taxable allowance.
While the above provides general 
comments on the ownership of 
an automobile, all of the facts and 
circumstances should be considered in 
making this determination.
Special Clothing
Employees in the construction industry 
often use protective equipment and 
clothing in order to safely complete 
their daily duties.  The employee will 
not receive a taxable benefit if the 
employer supplies distinctive clothing 
that must be worn while performing 
the employment duties or provides 
special clothing designed to protect 
the employee from the hazards of 
employment.

Alternatively, a non-taxable reimbursement 
or reasonable allowance may be paid to an 
employee for the purchase of protective 
clothing if it is required by law to be worn 
by the employees on the worksite.  In 
addition, a non-taxable reimbursement or 
reasonable allowance may be paid to an 
employee for the cleaning of uniforms or 
clothing.

Low Rent, Free Housing, or Discounted 
Home Purchases

Housing may be offered at a discount 
to employees or shareholders in the 
construction and real estate industry. 
If a corporation provides an employee 
(including shareholders) with free rent, 
low rent, or discounts on home purchases, 
then the employee (or shareholder) will 
have received a taxable benefit. The value 
placed on this benefit is equal to its fair 
market value. For example, where a 
house is made available for the personal 
use of shareholders, the value of the 
benefit will be the difference between 
the fair market rent of the property and 
any consideration paid to the corporation 
by the shareholder for the use of the 
property.

Cellular Phones and Other Hand-Held 
Devices

Providing an employee or shareholder 
with a cellular phone or similar 
hand-held device will not result in a 
taxable benefit as long as the device 
was provided primarily for business 
purposes.  However, the CRA will 
consider personal usage of the phone 
to be taxable.  The value of the benefit 
will be calculated as the difference 
between the total cost and the amount 
of the cost without personal use.  The 
CRA continues to scrutinize cellular 
phone expenses and where a log or 
reasonable determination of business 
expenses has not been kept they 
will significantly decrease or entirely 
disallow the cellular expenses claimed.

Conclusion

There may be other benefits that you 
provide to your employees besides 
those noted above (such as meal 
and travel allowances).  In addition, 
benefits given to shareholders may 
have adverse tax consequences for the 
corporation.

It is important to consider and assess the 
benefits that you are currently providing 
and consult with your DJB tax advisor.
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Salary or Dividend, How Should I Pay Myself?

If you own your own business, you can 
take money from your corporation in 
three ways:

1. A shareholder loan
2. Paying yourself a salary
3. A dividend payment
A Shareholder Loan
A shareholder loan is required to be 
repaid under Canadian tax laws so this 
really leaves two alternatives, salary, or 
dividend.  Both have their advantages and 
disadvantages.  There are both personal 
and business factors to consider.
Paying Yourself a Salary
With a salary or a wage, the payments 
are a deductible expense of the 
corporation and thus reduces the 
amount of taxes the corporation has 
to pay.  The payment is employment 
income to you.  The corporation must 
issue a T4 to you similar to when you 
worked for someone else. 
If you choose to pay yourself a salary 
from your corporation, you will need 
to open a payroll account with the 
Canada Revenue Agency (CRA).  For 
every salary payment, you will need 
to withhold and remit income taxes to 
the CRA.  You will also be required to 
withhold and contribute to the Canada 
Pension Plan (CPP).  The company 
must also match the CPP being 
withheld from the salary payment.  
Assuming that you and or immediate 
family members own greater than 40% 
of the voting shares of the company, 
then you are exempt from Employment 
Insurance (EI) contributions.
Paying Yourself a Dividend
Unlike a salary, dividends are not 
considered a company expense, as 
they do not lower your company’s 
taxable income. However, dividends 
are taxed at a lower rate than a salary 
to you as an individual. Only company 
shareholders are eligible to receive 
dividends.  Corporations are required to 
report dividends paid to shareholders on 
a T5 slip. This is the same slip you receive 
from your financial institution reporting 
interest earned, or dividends received 
from an investment account.  Different 
from a salary, there is no requirement by 
the corporation to withhold income tax 
and remit it to the CRA.  Dividends are not 
subject to CPP or EI.
Dividends are paid based on share 

ownership and by class of shares.  
Therefore, if Company A. is looking 
to pay $100,000 in dividends to the 
owners of their common shares, it 
will be paid out based on percentage 
ownership. If Mr. B owns 20% of the 
company’s common shares, and Mrs. 
B owns the rest (80%), Mr. B can expect 
to receive $20,000, and Mrs. B will 
receive $80,000.  This can make tax 
and remuneration planning difficult.  
A simple fix to provide better flexibility, 
the company could issue, for example, 
Class A common shares to Mr. B and 
Class B common shares to Mrs. B. 
So Which One do I Choose?
With a salary, taxes are paid throughout 
the year through the payroll withholdings.  
With dividends, there are no tax 
withholdings, so there will be a larger 
amount due on April 30th.  CRA will 
eventually require you to make quarterly 
installments, rather than waiting 
annually to receive their tax dollars.
Salaries are considered earned income 
and create room to contribute to an 
RRSP.  Dividends do not create RRSP 
room.  Your maximum 2021 RRSP 
contribution limit is $27,830.  You 
needed earned income of $154,611 
in 2020 to create that amount of 
contribution room.   
If both spouses work in the family 
business and there are significant 
childcare costs, you may want to pay 
some salaries to each spouse in order 
to deduct the childcare expenses.  
Childcare expenses are not deductible 
against dividend income.
If your corporation is carrying out 
Scientific Research and Experimental 
Development (SRED), tax credits can 
be obtained from salaries paid to carry 
out the SRED activities.
If your corporation has a number of tax 
losses carry forward, it may be a good 
time to pay yourself a dividend to increase 
profit to be offset against the losses.
Contributing to the CPP will give you 
access to CPP disability benefits, 
should they be required.
In addition, income from sources other 
than your corporation may be a factor in 
determining your remuneration strategy.  
You may need to look at the numbers to 
determine the best course of action. 
As noted above, salaries are subject 
to mandatory CPP contributions.  As 

a business owner, you are in reality 
responsible for both the employer and 
employee portion of the CPP.  In 2021, 
the maximum combined contribution 
will be $6,332.90 based on a salary 
of $61,600.  For 2021, the maximum 
monthly amount you could receive as 
a new recipient starting CPP at age 
65 is $1,203.75.  In order to obtain the 
maximum CPP benefit, you need to 
contribute the maximum to the CPP 
for 39 years.  Based on the current 
maximum limit, this translates to 
almost $247,000 over those 39 years.  
So the question is, could I be better 
off by saving over $6,000 annually 
and investing it inside my corporation 
for retirement?  Items to consider in 
answering this question:

•	Am I disciplined enough to invest 
these funds annually?

•	The Frazer Institute indicates that 
those retiring after 2037 will realize 
a real rate of return of 2,1% on their 
CPP contributions. 

•	Life expectancy. CPP benefits do not 
run but cease on death.  A surviving 
spouse continues to receive 60% of 
the benefit.

Conclusion

Salary

•	Taxes are paid on each pay period

•	Can create room to contribute to an 
RRSP

•	Can deduct childcare expenses

•	SR&ED Credits can be claimed

•	Mandatory CPP Contributions will give 
you access to CPP disability benefits

Dividend

•	Taxes are paid at the end of the year or 
by quarterly instalments

•	No RRSP room created

•	Cannot deduct childcare expenses

•	Consider investing CPP savings to 
fund retirement

There is no one size fits all when it 
comes to salary vs dividends.  There 
are a number of issues to consider 
depending on your personal situation 
and your investment preferences.  I 
would be happy to discuss your personal 
situation with you.
Article written by: Don Knechtel, CPA, 
CA
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Regardless of the reason for a 
business valuation, an important 
consideration is the valuation 

date. One of the foundational principles 
of business valuation theory is that value 
is determined as at a specific point 
in time. When preparing a business 
valuation, a Chartered Business Valuator 
is generally only permitted to consider 
information that would have been known 
or knowable as at the valuation date.

Many valuations will consider the 
business’ expected cash flows and the 
risk of realizing those expected cash 
flows. While businesses often deal with 
factors that may impact one or both of 
these areas (both positive and negative), 
these factors are only relevant to a 
business valuation if they would have 
been known or knowable at the valuation 
date. In an actual purchase/sale, it is not 
possible for the purchaser and vendor to 
know subsequent events with certainty, 
and as such could not consider them in 
the purchase and sale of the business. 
In a notional valuation, the valuator 
considers what a purchaser and vendor 
would reasonably have known as at the 
valuation date.

While this principle has always played 
an important role in business valuations, 
for many businesses it has taken on a 
greater importance due to COVID-19. 
COVID-19 continues to create significant 

uncertainty with respect to future cash 
flows and the risks associated with them. 
Some businesses may be experiencing 
temporary changes, while other may 
see a permanent change to their 
operations. The impact and duration of 
COVID-19 on a business’ operations may 
have a significant impact on its value. 
However, the extent to which a valuator 
may consider these factors depends on 
the valuation date and the facts known 
at that valuation date. The valuator must 
carefully consider both the impact that 
COVID-19 has had on the business as 
well as the impact it is expected to have 
on the business in the future, if any, 
using only information that would have 
been known as at the valuation date.

Due to the significant impact and 
uncertainly COVID-19 has created 
for many businesses, combined with 
ongoing changes to the information 
available, the valuation conclusion may 
be significantly different depending on 
the valuation date that is chosen. Care 
should be taken to ensure the valuation 
date used in your business valuation is 
appropriate for its purpose.

Our Financial Services Advisory Team 
(FSAT) have significant experience in 
this regard. Please contact one of the 
Chartered Business Valuators in our 
group if you have any questions or 
would like any further information.

This publication is distributed with the understanding that the authors, publisher, and distributor are 
not rendering legal, accounting, tax, or other professional advice or opinions on specific facts or matters 
and, accordingly, assume no liability whatsoever in connection with its use. The information in this 
publication is not intended to be used for the purpose of (i) avoiding penalties that may be imposed 
under local tax law provisions or (ii) promoting, marketing, or recommending to another party any 
transaction or matter addressed in this publication. © 2021

DJB Burlington
5045 South Service Road
Burlington, ON  
L7L 5Y7
Tel: 905.681.6900
Email: burl@djb.com

DJB St. Catharines
20 Corporate Park Drive
St. Catharines, ON  
L2S 3W2 
Tel: 905.684.9221
Email: stcath@djb.com

DJB Hamilton
570 Highland Road West
Hamilton, ON  
L8W 0C4
Tel: 905.525.9520
Email: hamilton@djb.com

DJB Welland
171 Division Street
Welland, ON 
L3B 5N9
Tel: 905.735.2140
Email: welland@djb.com

Connect 
With Us

Valuation Date – An Important 
Consideration


