
What you need to know on the corporate  
post-assessing limited review on Class 10 additions

CLASSIFICATION AS A PASSENGER VEHICLE

An ‘automobile’ is a motor vehicle designed to carry individuals on a highway and has a seating capacity 
of not more than the driver and eight passengers (Subsection 248(1)).  A passenger vehicle is simply an 
automobile acquired after June 17th, 1987 (Subsection 248(1)).

Passenger vehicles with a cost exceeding $30,000 (before GST/HST and PST) are included in Class 10.1, 
while passenger vehicles with a cost below $30,000 and non-passenger vehicles are included in Class 10.

It may be argued that a vehicle that is not designed primarily to carry individuals on highways and streets 
falls outside of the definition of an automobile and is, therefore, not a passenger vehicle.  This may be 
the case where vehicles are designed for off road use and/or for carrying goods and equipment and not 
individuals.
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The Section, Subsection, and Paragraph references below relate to the Income Tax Act unless otherwise specified.

As some of you have noticed, CRA has commenced a corporate post-assessing limited review project on 
Class 10 additions, apparently focused on tax years ended in 2015. 

Western Canadian taxpayers began receiving letters from the Canada Revenue Agency (CRA) in early 
May of 2018 indicating that information surrounding additions to Class 10 would be required for review.  
Recently, it appears as if the letters have started to arrive in the East.

In what appears to be a standard form letter, CRA is requesting the following: 
• copies of purchase invoices, insurance and registration for the vehicle(s); 
• a description of vehicle use, including percentages of business and any personal use; and 
• the amounts of any input tax credits claimed in respect of the Class 10 additions and the filing 

periods when they were claimed. 

It is not clear which specific issues the CRA is reviewing, however, their review likely includes assessing 
whether the Class 10 addition was for a ‘passenger vehicle’.  Such classification generally results in more 
restrictive deductions and capital cost allowance claims, along with reduced input tax credits. It is also 
possible that the CRA will consider whether any taxable benefits should be assessed where employees 
and/or owners are using the vehicles for personal use. 



Type of Vehicle, Use and Seating Capacity

When determining whether a vehicle is an automobile (and, therefore, a passenger vehicle), we must 
look to three issues:  

1. type of vehicle;
2. usage of the vehicle, and; 
3. seating capacity.

The test to determine whether a vehicle is an automobile is done in the year of acquisition.  If a vehicle 
is not an automobile in the year of acquisition, the categorization would be retained despite its future 
use by the business.

Many common vehicles such as coupes, sedans, station wagons, sports cars, or luxury cars, are 
automobiles regardless of their business use.  

For pick-up trucks, sport utility vehicles, vans or similar vehicles, an exception may apply, 
depending on seating capacity and usage.  Similar vehicles could include Hummers 
(Technical Interpretation 9507975) and Crossover Utility Vehicles (CUVs) to the 
extent that it has a similar function as a Sport Utility Vehicle (Technical Interpretation 
2011-0408171I7).

If the seating capacity of such a vehicle is one to three (including the driver), and the vehicle is used more 
than 50% to transport goods and equipment to earn income in the year of acquisition, it is not considered 
an automobile and, therefore, cannot be a passenger vehicle.

If the seating capacity is more than three, the test rises to all or substantially all (interpreted by the CRA to 
generally mean 90% or more) to be excluded from classification as an automobile. However, the usage 
of the vehicle is expanded beyond goods and equipment to also include passengers (that is people in 
the vehicle in addition to the driver).

Exception for remote work locations and special work sites 
A further exception applies to pick-up trucks transporting goods, equipment or passengers while earning 
income at a remote work location or special work site that is at least 30km from a population of 40,000.  
In this case, the threshold remains at 50% to not be classified as a passenger vehicle.  This test requires 
that only one of the occupants in the vehicle is earning income at the remote work location or special 
work site.  Provided the ultimate destination is a remote location, the entire trip would be qualified, even 
if there were stopovers at larger centres on the way to a remote location where business was conducted 
(Myrdan Investments Inc. vs. H.M.Q., 2011-940(IT)G; Halyk vs. H.M.Q., 2011-943(IT)G)).

The Courts have found that transporting, for example, safety equipment which includes first aid kits, steel 
toed boots, fireproof overalls, a hard hat, glasses and ear protection, basic tools, extra winter tools and 
spare tools and extra fuel, constituted transporting equipment (Myrdan Investments Inc. vs. H.M.Q., 2011-
940(IT)G; Halyk vs. H.M.Q., 2011-943(IT)G).  Transporting a laptop, spare tire, and small tools, however, 
are not sufficient to constitute transporting equipment.  The CRA has also stated that the trip to get 
the goods, equipment or passengers will also be considered for the stated purpose of hauling goods, 
equipment or passengers (Technical Interpretation 2004-0103311I7).

WARNING: This information is for educational purposes only. As it is impossible to include all situations, circumstances and exceptions in a newsletter such as this, 
a further review should be done by a qualified professional. No individual or organization involved in either the preparation or distribution of this letter accepts 
any contractual, tortious, or any other form of liability for its contents or for any consequences arising from its use. Copyright © Video Tax News Inc, All Rights 
Reserved 2018. Date of Issue – June 2018. See www.videotax.com for more products and information.



Other Exceptions
Certain other exceptions for automobiles exist, such as motor vehicles used more than 50% as a taxi, a 
bus in the business of transporting passengers, or a hearse in a funeral business; a motor vehicle bought 
to sell, rent or lease in a motor vehicle sales, rental or leasing business; a motor vehicle (except a hearse) 
used in a funeral business to transport passengers; an ambulance; a clearly marked emergency medical 
service vehicle used to carry paramedics and their emergency equipment; and a clearly marked police 
or fire emergency response vehicle.

Vehicles with a seating capacity of more than the driver and eight passengers cannot be an automobile.

CAPITAL COST ALLOWANCE (CCA)

Class 10 vehicles include non-passenger vehicles and passenger vehicles with a cost not exceeding 
$30,000, while passenger vehicles with a cost exceeding $30,000 (before GST/HST and PST) are added 
to Class 10.1.

While Class 10 and 10.1 both have a 30% CCA rate, there are a number of differences.  The maximum 
capital cost for Class 10.1 passenger vehicles is $30,000 plus the PST & GST/HST on that amount that 
is not recovered, where a Class 10 vehicle addition is not subject to this cap.  Class 10 vehicles are all 
grouped into one class, while each Class 10.1 vehicle is a separate class.  Also, Class 10.1 assets do not 
give rise to recapture or terminal loss in the year of sale or trade-in, but rather a half-year of CCA is 
permitted in year of disposal.

Is Class 10 Always More Beneficial Than Class 10.1?

Taxpayers are usually motivated to assert that a vehicle falls outside 
the definition of an automobile in order for that vehicle to qualify for 
Class 10 treatment.  But, in some cases, that may not be the best 
outcome.

Consider a vehicle purchased for $32,000.  After four years of ownership the vehicle is sold for $20,000.

Class 10
With $32,000 added to Class 10, the maximum CCA for first three years is $18,672, leaving $13,328 
undepreciated.  Assuming this is the only Class 10 asset, $6,672 ($20,000 - $13,328) is included in 
recapture.  If there are other Class 10 assets, the pool is reduced by $20,000.  In either case the maximum 
CCA is $12,000.

Class 10.1
With $30,000 added to Class 10.1, the maximum CCA for the first three years is $17,505, leaving $12,495.  
No recapture is required on Class 10.1 assets.  Instead, a half-year depreciation is enjoyed in the year of 
disposal, bringing the total CCA claim to $19,379, considerably more than if included in Class 10.

Is Class 10.1 always that bad?
In cases where a vehicle retains its value, there may be an increased benefit for the vehicle to be a Class 
10.1 versus a Class 10 asset.
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GST/HST INPUT TAX CREDIT (ITC) ON VEHICLES

The maximum ITC that can be claimed on a passenger vehicle by any type of business 
entity is limited to the lesser of:
• GST/HST actually paid on the vehicle; and
• GST/HST which would have been payable if the cost of the vehicle (before any sales taxes) was 

$30,000 (Section 201 of the Excise Tax Act).

In order to claim any ITC in respect of a corporately purchased vehicle (passenger or not), it must have 
been acquired for use primarily in commercial activities of the registrant (Paragraph 199(2)(a) of the 
Excise Tax Act).  Where the commercial use of the vehicle is less than 50%, no ITCs will be allowed.

The rules for proprietors and partnerships are similar for non-passenger vehicles (full ITC available if 
the vehicle is acquired for use primarily in commercial activities, but no ITC if less than 50% usage).  
However, the rules for passenger vehicles are very different (Excise Tax Act Subsections 202(2) and (4)).  
In order to claim any ITC, the passenger vehicle must have been used more than 10% for commercial 
use.  For commercial usage less than 90% and more than 10%, only the portion of the CCA attributable 
to commercial activities can be used to claim ITCs.  Where the commercial usage is 90% or more, the full 
ITC can be claimed.

Sale of a Passenger Vehicle

Because the full GST/HST may not have been recovered on a passenger vehicle purchase, special rules 
apply where the passenger vehicle is sold (Excise Tax Act Section 203).

Where a partnership or individual was required to claim ITCs based on CCA claimed, GST/HST is not 
charged on sale of the passenger vehicle (Excise Tax Act Subsection 203(3)).

Where the ITC was limited to GST/HST on $30,000 of the cost, GST/HST must be collected on the full 
sale proceeds; however, a portion of GST/HST not previously recovered becomes an ITC on the sale.  
Basically, this is a proportion of GST/HST not recovered at the purchase date equal to the sale proceeds 
as a proportion of the purchase price.

LEASING COSTS

The limit on deductible leasing costs for passenger vehicles is $800/month (plus applicable federal and 
provincial/territorial sales taxes, Section 67.3).

If the manufacturer list price of the vehicle exceeds the maximum prescribed amount (currently at $35,294 
– 100/85 of the $30,000 capital cost limit), a separate restriction prorates the deductible leasing costs 
(Section 67.3).  Essentially, the total lease charges in the year are multiplied by the maximum prescribed 
cost (currently at $30,000).  This is then divided by 85% of the greater of the vehicle’s manufacturer list 
price and $35,294.

GST/HST is recoverable on only this limited portion of the lease cost.  The deductible cost is increased 
for GST/HST not recoverable, and for PST, on this limited amount.
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INTEREST DEDUCTION

The maximum interest deduction on a loan to acquire a passenger vehicle is $300/month (Section 67.2).

STANDBY CHARGE & OPERATING BENEFIT

Where an employee benefits from an employer-provided automobile, they will be subject to a standby 
charge (Subsection 6(2)) and an operating benefit (Paragraph 6(1)(k)), as applicable.  Where the vehicle 
provided is not an automobile, while there is no standby charge or operating benefit, the employer must 
still determine the fair market value of the benefit enjoyed by the employee (Paragraph 6(1)(a)).

These rules also apply to shareholders (Subsection 15(5)).  Partners in a partnership are only subject to 
standby charges (Paragraph 12(1)(y)).
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For more information on ongoing professional development, publications, 
and other similar specialized information, visit www.videotax.com or call 
1-877-438-2057.  To view free monthly episodes of Life in the Tax Lane, go 
to: LifeInTheTaxLane.ca 

To be comprehensively protected in the event of audit activity instigated by 
the CRA contact the team at Accountancy Insurance on 1-800-353-3750 or 
by email at info@accountancyinsurance.ca. 

MORE INFORMATION


