Insights

Tax Talk

Driver services: The gig is up

Although I've covered this topic
before, I was asked about it twice
last month, first by a driver who
was told to incorporate as a con-
dition of being hired, then by a
for-hire carrier wondering what
the competition across the street
was doing.

It must be time to revisit our old
friend, the self-employed driver.

The self-employed driver or “dri-
ver service,” seems tailor-made for
today’s gig economy. By contracting
adriver, a fleet can add or subtract
capacity without the obligations or
costs of having a full-time perma-
nent employee. What's not to like?

How about the fact that the car-
rier is not paying into employment
insurance (EI), the Canada Pension
Plan (CPP), workers’ comp, or pos-
sibly any other benefit coverage for
you? Or that there are no labor laws
covering how the carrier treats you?

Or that Canada Revenue Agency
hates the idea?

CRA is going to ask a lot of ques-
tions in order to determine if you
are self-employed, or an employee.
Who provides the tools and equip-
ment you use? Who chooses and con-
trols the method and amount of pay?
What is your opportunity for profit
orloss? Do you need permission from
the payer to work for others?

Rarely does a driver-service rela-
tionship stand up to a CRA review.

The driver service issue goes
beyond who pays taxes. Employ-
ment status affects how a worker is
treated under the CPP, the Employ-
ment Insurance Act, Income Tax
Act, Workers’ Compensation, and
other labor rules.

Many carriers will “sell” you on
the fact that you will pay less tax
as a contract driver. But how much
are you really saving? If you make
$80,000 a year and have a spouse
with no income, and then become a
contract driver and pay your spouse
$15,000 as part of an income-split-
ting strategy, you will save approx-
imately $1,200.

If you come up with another
$10,000 of other expenses (youre
already entitled to your meals, so
really what else is there?) you can
save another $3,500.

All told that’s $4,800 - real
money. But now you have to pay
for your corporation, pay fees on
a corporate bank account, and
pay a bookkeeper/accountant to
file GST/HST returns, T4/7T5 slips,
and file the corporate tax return.
You have to send CRA monthly pay-
ments to pay the tax for your wages.
You still have no WSIB or EI cover-
age, so maybe you'e going to pay
for other disability benefit cover-
age on your own.

All of these will put a serious dent
in your $4,800 of savings.

Then there’s GST/HST. A self-em-

ployed driver must charge GST/HST
for his or her services if it exceeds
the annual $30,000 gross limitation.
CRA has deemed that the delivery
of the “service” is considered deliv-
ered to the carrier’s office and does
not fall under the zero-rated inter-
lining provisions that generally gov-
ern trucking and brokers. Assuming
the carrier is Canadian, GST/HST
applies to driving a truck to the U.S.
and back, or anywhere else.

The real crime here is that the
driver is responsible for charging
GST/HST on his services. If youre
a self-employed driver working for
a carrier that refuses to pay GST/
HST, in an audit CRA is going to

hand you the bill.

On the other hand, I had a cli-
ent using driver services that was
burned by some of his drivers. They
allhad GST/HST numbers but a few
of them closed their accounts. Not
knowing this, my client continued
to pay them HST on their earnings,
and when he was audited, he had
to repay CRA all the HST he had
paid these guys and had received as
refunds. The drivers? They didn't get
in trouble for receiving HST on can-
celed accounts.

It can be confusing, so do your
homework. CRA has a guidebook
called Employee or Self-employed
(RC4110) that explains how the
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agency evaluates whether a rela-
tionship is business-to-business
or employer-employee. You can
also request a ruling from CRA
(use Form CPT1). If youre unclear
about your status, getting expert
help should be your next gig. TN
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