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tax talk

One of the most misunderstood 
questions about incorporating is, 
who owns the trucking business?

I’m not talking about what you 
call yourself on your business 
card or who controls the day-to-
day operations. 

The issue is how you allocate 
shares when you set up your cor-
poration, especially when your 
spouse is involved. It’s a decision 
you need to take seriously. Be-
cause let me tell you, the govern-
ment sure does.

I know an owner/operator who 
asked a lawyer to incorporate his 
business for him. The lawyer gave 
the owner/operator one share and 
his wife one share for no reason 
other than that’s just the way 
the lawyer handled all his cli-
ents. The wife had a full-time job 
and played no active role in the  
company.

Fast-forward a few years. The 
owner/operator’s wife gets laid off 
by her employer. She submits an 
application for Employment In-
surance benefits.

When you file an EI claim, Ser-
vice Canada will review the total 
earnings you’ve been paid in the 
last 26 weeks ending with your 
last day of work. Included in this 
total is any income you receive as 
an officer of a corporation.

So the government reviewed 
the claim and saw that the laid-
off spouse was a shareholder and 
officer of a corporation. Because 
she owned 50% of the company, 
the spouse was deemed to be self-
employed. Service Canada clawed 
back her percentage of the cor-
poration’s weekly earnings from 
her benefits.

Service Canada sees plenty of 
scams where a corporation earns 
income while the owner/operator 
does not and files an EI claim. In 
this case, the wife hadn’t taken a 
dime from the business. Yet Ser-
vice Canada attached a portion 
of the company’s earnings to her 
overall income and reduced her 
EI benefits.

I’ve written before about the 
dangers of cookie-cutter solu-
tions, and the carelessness of this 
lawyer who slammed together a 
corporation without asking any 
questions really hurt this couple 
financially. 

I don’t know if the owner/op-
erator got the corporation cheap-
er, but whatever money they may 
have saved was lost when Service 
Canada stripped away part of the 
wife’s EI income. (This owner/
operator and his wife happened 
to be incorporated, but the same 
thing could happen in a sole pro-
prietorship or partnership).

Shares with care

A corporation is collectively 
owned by its shareholders. Many 
owner/operators hold 100% of the 
shares – they don’t have any other 
partners or investors, just them-
selves. Others issue shares to their 
spouse because he or she is em-
ployed by the business in some 
way or otherwise contributes to 
its success. Others still give shares 

to a spouse purely as part of a tax 
strategy – they want to lower their 
individual tax obligation by split-
ting income. Each of these is a 
valid approach depending on your 
situation and priorities.

If you’re concerned about a Ser-
vice Canada clawback yet want to 
preserve the potential tax bene-
fits of income splitting, consider 
this strategy: 

When we set up corporations 
where the spouse has no active 
role in the business, we’ll give the 
owner/operator 1,000 shares and 
the spouse only 10. 

Her 1% share ownership is such 
a small percentage that her expo-
sure to Service Canada is mini-
mal. Yet she’s still entitled to divi-
dends at any time. 

Another approach is to issue 
different types of shares. Typi-
cally, common shares truly own 
and control the company and spe-
cial shares are issued to investors. 

You could own the common 
shares and your spouse would 
own the special shares. Dividends 
are issued on a per-share basis 

and each share type can receive 
a different amount. So why would 
you want you and your spouse to 
own the same type of share and 
the same amount and receive the 
same dividend? 

For instance, your 1,000 com-
mon shares at $5 per means a 
$5,000 dividend in your pock-
et and tax return while $2,000 
per share for 10 special shares 
means a $20,000 dividend to your 
spouse. There are other important 
things to consider when allocat-
ing shares to a spouse.

What if you divorce or one of 
you dies? The shares in the com-
pany have value. Would you or 
your spouse be able to buy the 
remaining shares?

Are you trying to hide some-
thing? That’s what Canada Rev-
enue Agency, Service Canada, 
and your spouse’s divorce attor-
ney will ask if your company is 
flush with cash but your personal 
income is low. 

How many times have you heard 
owner/operators telling you that 
their wives own the business even 
though they have nothing to do 
with running it? 

Typically, they do this to hide 
income or assets from an ex-
spouse or collection agency. 

When you set up your business, 
you have to be concerned with 

what’s best for today and tomor-
row. If your spouse is a vital part 
of the operation, maybe he or she 
should own half? If you’re only 
doing it for tax planning, then you 
need to talk to your accountant or 
business advisor about the range 
of possibilities. n

– Scott Taylor is vice-president 
of TFS Group, a Waterloo, Ont., 
company that specializes in ac-
counting, fuel tax reporting, and 
other business services for truck 
f leets and owner /operators . 
For help or information, visit  
www.tfsgroup.com or call 800-
461-5970. 
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Want more tax tips?
Check out the six-part Tax Talk 
video series available free of 
charge on Trucknews.com.

The series of six- to nine-minute 
videos, sponsored by Michelin, 
provide insight on how to legally 
maximize your tax returns.

Topics include record-keep-
ing, incorporation, employee or 
independent driver and other is-
sues successful owner/operators 
and small fleet owners need to 
know. You can find the videos at  
Trucknews.com/Videos. n


