
The Excise Tax Act (The Act) 
contains a number of self-
supply rules that pertain 

when a person builds a ‘residential 
complex’ for the purpose of renting 
or occupying it themselves.  The 
purpose of these rules in the 
Act is to remove any GST/
HST savings that might exist 
when someone builds their 
own ‘residential complex’ 
as compared to someone 
who purchases a newly 
constructed complex for the 
same use.  

The self-supply rules will 
apply where a builder of a new 
or substantially renovated 
residential complex has 
either rented out the complex 
or if the builder is an individual, 
where it is occupied by the builder 
as a place of residence.  The builder 
will be deemed to have made a 
taxable supply at fair market value 
and an immediate repurchase 
of the property.  When either of 
these situations occur, the builder 
will need to self-assess GST/HST 
calculated on the fair market value 
of the property at the later of the 
time the construction or renovation 
is substantially completed and the 

time the lessee of the building 
begins to occupy the property.  For 
example, the builder is a GST/HST 
registrant.  The costs to construct 
the building are $100,000 before 
tax and when completed the fair 

market value of the building is 
$200,000.   The registered builder, 
located in Ontario, will be able to 
claim the HST paid as input tax 
credits on the costs to construct 
of $13,000.  When the building 
is substantially completed, the 
builder will then need to self assess 
HST of $26,000 and remit this to 
the CRA on the return that covers 
the time period when the building 
was substantially completed. 

The CRA has stated that when 

it comes to determining the fair 
market value of the property, 
it would be the highest price 
obtainable in an open and 
unrestricted market between 
knowledgeable informed and 

prudent parties acting at 
arm’s length, neither party 
being under any compulsion 
to act.   Based on our 
experience, this may require 
an external third-party 
valuation by an appraiser, 
if you are not regularly 
engaged in the business of 
construction. 

After the self-supply, it may 
be possible for the property 
to qualify for the New 
Housing Rental Property 
Rebate, if the property will 

be rented out.  The rules for this 
rebate can be found at http://www.
cra-arc.gc.ca/E/pub/gp/rc4231/
README.html.

While this covers the generalities 
of the self-supply rules, they can 
be complex and it is recommended 
that you consult with a professional 
advisor.  Further information can 
be found in the CRA’s GST/HST 
memorandum 19.2.3 at http://
www.cra-arc.gc.ca/E/pub/gm/19-
2-3/19-2-3-e.html#P53_1524.
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There are many ways to  
structure a construction and/
or real estate business in order 

to achieve income tax deferrals and 
savings.  The structuring techniques 
come with pros and cons that need 
to be carefully considered prior to 
implementation.  In this article, we 
provide an overview on some of the 
structuring options as well as some 
examples of how to take advantage of 
their respective strengths. 

Sole Proprietorships
All businesses need to start 
somewhere and this is usually how 
small construction operations are 
structured at inception.  By running 
a sole proprietorship, all income 
and expenses are reported on the 
individual owner’s personal tax 
return/s.  This allows the individual 
taxpayer to reduce any other sources 
of personal income by any losses they 
could be incurring in the early years 
of the construction business. 

Co-Tenancies
In a co-tenancy relationship, two or 
more parties contribute or purchase 
property for their operations.  These 
properties are then jointly owned by  
the respective parties.  As the co-
tenancy does not form a taxable entity, 
any profits generated in the co-tenancy 
would be allocated out to the owners 
according to their proportionate 
ownership of the underlying assets.  
In the case of depreciable property 
such as a building, co-owners can 
optimize their own tax write-off for 
the depreciable property to cater to 
their own tax circumstances.  Co-
tenancies are usually used when the 
business liability is considered low 
and the income is expected to be from 
property such as rental income.  

Joint Ventures
A joint venture is similar to a co-
tenancy regarding the contribution 
and purchase of assets as well as the 
ability to report proportionate income 
and loss on each participant’s tax 
return.  However, joint ventures differ 

in the sense that they are typically 
focused on a single particular project.  
Multiple joint ventures are usually 
utilized for differing projects as this 
offers the ability to spread out and 
share risk. For example, multiple 
plots of land being developed by the 
same two builders would usually be 
structured as a separate joint venture 
for each land development project. 

Partnerships
A partnership must compute its 
income for a taxation year as if it 
were an individual.  Any income 
or loss in a year is allocated to its 
partners based on their partnership 
agreement.  There are generally two 
types of partnerships in Canada.  The 
first is a general partnership where 
partners have unlimited liability and 
are jointly and severally liable for 
the partnership debts.  The second 
is a limited partnership where the 
limited partner’s liability is restricted 
to their specific investment in the 
partnership.  Unlike a co-tenancy or 
joint venture, most property can be 
contributed to a partnership on a tax 
deferred basis, which provides more 
flexibility for partners to contribute 
property and equipment with accrued 
gains.  For example, a partner 
could sell property into a Canadian 
partnership without paying any 
upfront tax as opposed to a co-tenant 
or participant in a joint venture that 
will have to pay tax on the transfer of 
property with accrued gains to the co-
tenancy or joint venture.  

Corporations
Corporations are legal entities that 
are separate and distinct from the 
shareholders of the corporation itself.  
A benefit is that the shareholders 
have limited liability for any legal 
action taken against the corporation 
which means their personal 
assets are usually protected from 
creditors of the corporation.  Some 
construction businesses that are 
classified as Canadian-controlled 
private corporations may also be 
eligible for a low tax rate of 15.5% 

on the first $500,000 of active 
business income earned by the 
corporation.  This is known as the 
small business deduction.  This offers 
a large incentive for shareholders 
of businesses who do not require 
all of the profits from their business 
to fund their personal lifestyle cash 
requirements.  A corporate structure 
allows more dollars to be re-invested 
back into business operations.  
However, any losses generated in the 
corporation can only be used to offset 
income generated in the corporation.  
Therefore, if a business were to 
expect losses in the first couple years 
of operations, it may be advantageous 
to initially structure the business as 
a sole proprietorship or partnership 
in order to take advantage of the 
losses either personally or in other 
entities.  There is also planning that 
can be done to create corporate 
structures that can allow for multiple 
small business deductions creating 
considerable tax savings. 

Illustrative Example
Assume that two unrelated Canadian 
individuals want to go into business 
together. Their idea is to build 
and operate a medical building/
facility.  One individual (“Dave”) 
owns the required land and has the 
construction expertise to build the 
facility, while the other individual 
(“Mark”) has the expertise to operate 
the medical building/facility. Which 
structure would suit their operations 
best?  The answer to this question 
depends on many factors; however, 
some general observations can be 
made.  For example, if they wanted to 
structure their business operations 
as a co-tenancy or joint venture, 
Dave would have a disposition of his 
land when he transferred it to the co-
tenancy or joint venture.  This would 
create an immediate and potentially 
unexpected tax bill for Dave if there 
was an accrued gain on the land.   
Alternatively, Dave and Mark could 
incorporate a corporation whereby 
they would be the shareholders of 

Construction and Real Estate Businesses – Structures 
and Tax Planning
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Ontario Apprenticeship Training Tax Credit – 
Proposed Revisions

The Ontario Apprenticeship 
Training Tax Credit (ATTC) has 
been a significant tax break 

for businesses operating in Ontario, 
particularly those in the construction 
industry that employ eligible 
apprentices on a regular basis.

As part of the April 23rd Ontario  
budget release, the government 
proposed changes to the 
Apprenticeship Training Tax Credit 
(ATTC).  Bill 91 which contained the 
budget measures received royal 
asset on June 5, 2015 and has 
thus become law.  As a result the 
announced changes will result in a 
both a reduction in the credits and 
the eligibility period for qualifying 
apprentices.

The main components of the ATTC are 
as follows:

Maximum credit amount:
 ◦ The credit is based on a percentage 

of the wages paid to a qualifying 
apprentice

 ◦ The annual maximum credit 
amount is $10,000 for any 
apprenticeships that commenced 
prior to April 23rd 2015, however 
the enacted changes will see this 
amount reduced to $5,000 for 
qualifying apprenticeships starting 
on or after April 24th, 2015

Credit rate:
 ◦ Represents the tax credit rate 

applied to the wages paid to a 
qualifying apprentice

 ◦ The general credit rate for 

businesses with salaries and wage 
over $600,000 is currently set at 
35% however the enacted changes 
will see this amount reduced to 
25% for qualifying apprenticeships 
starting on or after April 24th, 2015

 ◦ The credit rate for small businesses 
with salaries or wages under 
$400,000 per year is currently set at 
45% however the enacted changes 
will see this amount reduced to 
30% for qualifying apprenticeships 
starting on or after April 24th, 2015

 ◦ Business with salaries and wages 
between $400,000 and $600,000 
received a prorated credit rate.

Eligibility period:
 ◦ The eligibility period relates to the 

number of months spent in the 
qualifying apprenticeship program

 ◦ The current eligibility period is the 
first 48 months of the qualifying 
apprenticeship program however 
the enacted changes will see this 
period reduced to 36 months for 
qualifying apprenticeships starting 
on or after April 24th, 2015.

Example
To illustrate the impact of the 
proposed changes on businesses 
operating in Ontario we have provided 
the following calculation.  The 
calculation assumes that a qualifying 
apprentice earns $20,000 in the first 
12 months of employment for a small 
business with wages under $400,000 
per year.

ATTC under existing system:
 ◦ $20,000 of wages X 45% (credit 

rate) = $9,000

 ◦ Maximum eligible credit amount 
$10,000

 ◦ Calculated credit amount $9,000

    ATTC under proposed system:
 ◦ $20,000 of wages X 30% (credit 

rate) = $6,000

 ◦ Maximum eligible credit amount 
$5,000

 ◦ Calculated credit amount $5,000

In addition to the credit amount being 
reduced from $9,000 to $5,000 the 
eligible period has been reduced by 
12 months which further limits the 
amount of credit that can be claimed.

Summary
The changes legislated in the Bill 91 will 
have a significant impact on the ATTC 
credit moving forward and for those 
businesses with multiple apprentices 
on staff this could mean a significant 
decrease in annual cash flows.

Further information on the ATTC can 
be found through the Ontario Ministry 
of Finance (http://www.fin.gov.on.ca/
en/credit/attc/)

For assistance in determining the 
potential impact of the proposed 
changes on your business, please 
contact one of the members of our 
team and they will be happy to assist. 

such corporation.  Dave may be able 
to transfer, on a tax deferred basis, 
the land into the corporation.  Any 
operational income would be taxable 
in the corporation at the low rate of 
15.5%, provided it qualified for the 
small business deduction.  However, 
if the business was to expect losses 
for the first five years they would be 
trapped in the corporation and could 
not be used to offset the individual 
shareholders income.  If this was the 

case, structuring the business venture 
as a partnership could be optimal as 
the losses would be allocated out to 
Dave and Mark and could be used to 
offset any of their respective personal 
taxes.  Also, when Dave transfers 
the land to the partnership, Dave can 
elect to defer the upfront tax on the 
transfer to the partnership.  Once the 
operations are profitable, the partners 
can then transfer the assets of the 
partnership into a corporation on a tax 

deferred basis at that time.

The above discussion and examples 
only identify some of the many 
considerations that would need to be 
reviewed prior to implementing any 
tax planning.  We recommend that 
you talk to your accountant to see if 
any of these structures could work for 
you and your business.  



Fraud is an ongoing concern for 
businesses in practically every 
industry today. But construction 

firms and contractors have historically 
been especially susceptible to fraud 
schemes.

Data from the most recent Report to 
the Nations, a bi-annual fraud study 
released by the Association of Certified 
Fraud Examiners (ACFE), illustrates 
this fact once again. The median 
fraud loss among construction firms 
in the study was $245,000 — nearly 
double the median fraud loss among 
companies across all industries that 
participated in the study.

Outside the Typical Contractor’s 
Expertise
There are several different factors that 
may help explain why construction 
firms and contractors are so 
vulnerable to fraud losses. One of 
the biggest is the fact that many 
contractors and construction firm 
owners simply aren’t experts when 
it comes to the financial aspects of 
running their businesses.

Let’s face it: Most contractors would 
rather be out in the field managing 
job sites than in the office working 
on administrative and accounting 
matters. So they often entrust financial 
management to a bookkeeper, 
controller or CFO, depending on the 
size of the company. But without proper 
financial oversight by the owner and 
adequate internal controls, it can be 
easy for financial staff to concoct a 
wide range of different types of fraud 
schemes. 

According to the 2014 ACFE Report 
to the Nations, the most common 
fraud schemes at contractors and 
construction firms fall into these 
categories:

1. Corruption — includes schemes 
like kickbacks and bid-rigging.

2. Cheque tampering — financial 
employees writing cheques to 
themselves and entering them in 
the system as cheques made out 
to other vendors.

3. Expense reimbursements —
financial employees write cheques 
to themselves for expenses they 
didn’t actually incur.

4. Billing — financial employees 

set up fake accounts for fictitious 
vendors. They then issue 
payments to them for non-existent 
goods and services and cash the 
cheques themselves.

Other Fraud Schemes
A few other fraud schemes that are 
prevalent among construction firms 
and contractors include:

 ◦ Theft and misappropriation of 
physical assets — often, owners 
make it too easy for employees to 
steal equipment, tools and other 
materials from vehicles and job 
sites. Many construction employees 
freelance on their own construction 
jobs on the side and “borrow” tools 
and equipment from their full-
time employers. Sometimes they 
return them in good condition … and 
sometimes they don’t. Other more 
brazen employees just steal tools 
and equipment outright, especially 
items that are smaller and harder to 
account for.

 ◦ Over-purchase of materials 
— employees responsible for 
purchasing knowingly buy more 
materials than will be needed for 
a job, sell the excess and pocket 
the cash themselves. This scheme 
has become more widespread in 
recent years as the price of some 
raw materials like copper has 
skyrocketed. 

 ◦ Payroll schemes — the most 
common payroll scheme is for 
a financial employee to issue 
paycheques to non-existent “ghost” 
employees and cash the cheques 
themselves. Another is for payroll 
employees to alter their T4 slips to 
show that more withholding was 
taken from their pay in order to get 
a bigger tax refund.

 ◦ Fraudulent use of employee credit 
cards — many owners issue credit 
cards to some of their employees 
(mainly supervisors) to buy gasoline 
and other small-ticket supplies 
while out on job sites. Unscrupulous 
employees sometimes don’t 
hesitate to use these cards to fill up 
their own gas tanks and make other 
miscellaneous purchases. 

Reducing Fraud Exposure
There are a number of steps 
construction firm owners and 

contractors can take to reduce their 
exposure to these and other types of 
fraud. Perhaps the most important 
step is to make sure that adequate 
internal control measures are in place 
that will prevent, or at least strongly 
deter, employees from concocting 
fraud schemes.
One of the most important internal 
controls is to segregate financial 
duties among your financial staff. 
Or in other words, make sure that 
one employee is not responsible for 
handling every step involved in a 
financial transaction. For example, the 
same employee should not set up new 
vendors, approve invoices and issue 
cheques to vendors. Similarly, the 
same employee shouldn’t order, take 
receipt of and distribute materials and 
track material costs. 
Segregating financial duties like this 
can be difficult for small contractors 
with limited staff. Obtaining 
outsourcing support in some of 
these areas — like the preparation of 
bank reconciliations, for example — 
can help small contractors achieve 
segregation of duties.
Another strong internal control is to 
prepare financial statements on a 
regular basis — at least quarterly, if 
not monthly. Then compare them to 
your bank statements, general ledger 
entries, loan schedules and other 
financial documents. Audited financial 
statements usually aren’t necessary 
for most construction firms and 
contractors, though bonding agencies 
may require that your statements be 
reviewed by a qualified CPA.
Interestingly, studies have shown that 
the most effective internal control 
when it comes to uncovering fraud is 
establishing a fraud hotline. This is a 
method whereby employees, vendors 
or anyone else can anonymously 
report suspicious activities that 
might indicate fraud to management, 
without any fear of repercussions. 
Fraud hotlines are far more effective 
than audits in uncovering and stopping 
fraud schemes.
Other internal control measures that 
have proven effective in preventing and 
deterring fraud at construction firms 
include:
 ◦ Comparing cash receipts to accounts 

receivable on a monthly basis.

How to Deter Construction and Contractor Fraud
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 ◦ Comparing job cost estimates with 
the actual job costs after jobs are 
complete.

 ◦ Reconciling actual billings with 
general ledgers on a monthly basis.

 ◦ Requiring that purchasing receive 
at least two or three competitive 
quotes before buying any materials 
above a minimum amount (such as 
$500, for example).

 ◦ Carefully monitoring the company’s 
credit card statements to look for 
possible personal charges made by 

employees.
 ◦ Having bank statements delivered 

directly to the owner or CEO, who 
then personally opens and reviews 
them every month.

Set the Right Tone at the Top
Finally, the importance of setting 
the proper tone at the top of your 
organization cannot be over-
emphasized when it comes to deterring 
fraud schemes. If employees see that 
upper management plays things “fast 
and loose” and has little regard for 
following ethical business and financial 

practices, they are more likely to feel 
like they are justified in playing fast and 
loose with the company’s money and 
assets themselves.

Instead, try to be above reproach 
with regard to how you manage your 
contracting business and deal with 
your employees and vendors. When 
you set this kind of example at the 
top of your organization, it can trickle 
down to your employees as well.


