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MISSION STATEMENT

The mission of the Certified General Accountants Association of
British Columbia is to ensure its members merit the confidence and
trust of all who rely upon their professional knowledge, skills, judg-
ment and integrity, by regulating qualification, performance and dis-
cipline standards for certified general accountants, while advocating
the use of their professional expertise in the public interest.

This booklet is intended to provide useful information to assist businesses in their

transition to the new harmonized sales tax (HST) in British Columbia, and does not
replace federal or provincial legislation and accompanying regulations. It is strictly
intended for reference purposes. As it may not completely address your particular
operation, you may wish to consult the appropriate legislation or contact:

* A certified general accountant
*  Canada Revenue Agency at 1-800-959-5525
e  B.C. Ministry of Finance at 1-877-388-4440

The content of this booklet is based on available information as of November 15,
2009. Please contact the BC Ministry of Finance for the most recent
announcements.
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Introduction

To fully understand the new harmonized sales tax, it is helpful to first review
the Goods and Services Tax and retail sales taxes.

GOODS AND SERVICES TAX

In 1991, the federal government introduced the Goods and Services Tax
(GST). The tax replaced the previous federal sales tax, which was imposed
directly on manufacturers and certain licensed wholesalers at a general rate
of 13.5 per cent of sales revenues. The federal sales tax remained hidden in
the price of goods as the cost of the tax was passed on to retailers and con-
sumers in the price of products manufactured in, or imported into, Canada.

The GST, on the other hand, is a value-added tax that taxes the incremental
value added to a product or service at each stage in the chain of import,
manufacture and distribution, until the final imposition on a retail sale to a
consumer. At the present time, more than 130 countries in the world have
adopted a value-added tax in some form or other.

HOW DOES THE GST WORK?

Under the GST, tax is collected on the provision of taxable goods and servic-
es (termed “supplies”) at each stage of the distribution process. Those orga-
nizations engaged in making taxable supplies may recover the tax paid to
their suppliers, or directly to the Canada Border Services Agency on import,
and the net of the tax collected on supplies and the tax paid on purchases or
imports (termed “input tax credits”) is reported on the periodic GST return.

A system of registration of suppliers has been established for this purpose;
this system is central to the documentation that the GST has been charged
by a registered supplier. The tax continues to be charged throughout the dis-
tribution chain, with each supplier recovering tax paid on its purchases and
imports until, and including, the final sale to the consumer. At this point, the
tax will have been paid on the full retail value.

The Canadian model provides for some exceptions, based on policy
decisions. Certain goods and services are taxed at a rate of zero per cent.
They include basic groceries, drugs and medical devices, supplies related to
agriculture and fisheries, certain transportation services and, very importantly,
exports of goods and services. The fact that these goods and services are
taxed, albeit at a zero rate, means that the supplier may continue to recover
the tax paid on its purchases and imports that are inputs to those goods

and services.

Other goods and services are treated as exempt from GST. These include
various supplies of residential real property, health-care services, educational
services, supplies by public-sector bodies and charities, and financial services.
Suppliers of goods and services that are defined as exempt are denied recov-
ery of the GST paid on their purchases and imports that are inputs to their
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exempt supplies. GST paid on purchases and imports that are inputs to both
exempt and taxable supplies must be allocated between the two categories
on some reasonable basis for purposes of recovery.

While these rules would deny recovery of tax to most public-sector bodies,
the legislation provides for organizations in the public sector to recover a
portion of the tax by way of rebate. The rates are intended to neutralize the
effect of the GST on these bodies, which would otherwise have become a
cost to the organization. These rates are currently 83 per cent for a hospital
authority or other health facility, 68 per cent for a school authority, 67 per
cent for a university or public college, and 50 per cent for a charity, or
non-profit organization that receives at least 40 per cent of its total funding
from government sources. Municipalities are currently permitted a 100

per cent rebate.

Further, not all tax paid is necessarily recoverable as an input tax credit, even
if it is paid on a purchase or import that is directly related to the making of a
taxable supply. No recovery is possible for tax paid on club memberships, or
on personal-use items used or consumed by employees and business owners,
and restrictions apply in other areas. No recovery of tax is possible for the
amount of GST charged on the capital cost of an automobile in excess of
$30,000, or on an automobile lease payment in excess of $800 per month. In
addition, the amount of GST that can be recovered that relates to meals and
entertainment is restricted to 50 per cent, with only limited exceptions (one
of which is the company holiday party, annual picnic or golf day to which all
employees at a location are invited).

Certain transactions are deemed to be supplies subject to GST. Where an
employee receives a taxable benefit, the employer must remit GST of 4/104
of the amount of the benefit (including an automobile standby charge) and
three per cent of the amount of any automobile operating cost benefit.

OVERVIEW OF RETAIL SALES TAX

In contrast to a value-added tax, a retail sales tax of the kind currently levied
in British Columbia, Ontario, Manitoba, Saskatchewan and Prince Edward
Island, is a single-incidence tax on use or consumption by an end consumer.
Goods or services that are acquired for re-sale can be acquired exempt of
retail sales tax, so that the tax effectively is only collected on the final sale to
the end consumer.

However, despite being a single-incidence tax, a retail sales tax will cascade
as organizations in the distribution chain each acquire goods and services on
which retail sales tax is charged. For example, a shoe retailer will be able to
buy shoes and retail packaging exempt for sale to consumers; however, as an
end consumer itself, it will pay retail sales tax on its furniture and office/store
supplies, shelving, computers, cash registers and telecommunications costs.
This tax becomes hidden in the price charged for shoes as the retailer (hope-
fully) will price its goods to cover all its costs (including the retail sales tax
paid) plus a markup. On this price, the retailer will collect the retail sales tax
from the purchaser of the shoes.



British Columbia, Ontario and Prince Edward Island have attempted to
minimize the effect of the hidden tax by allowing exemption further up the
chain to manufacturers and producers. These organizations are able to
acquire production equipment and consumables exempt from retail sales tax,
but these organizations, too, will pay retail sales tax as end users on adminis-
trative, sales and distribution assets and expenses.



Harmonization by Canadian Provinces

Since its introduction, the federal government has consistently proposed to
the provinces the adoption of a harmonized sales tax system. Benefits to
businesses are noticeable. The abolition of the array of retail sales taxes, each
with its own peculiarities, rates and jurisdictional issues, eliminates a substan-
tial administrative burden imposed by filing requirements and audit, and
reduces the heavy investment in knowledge and training that an abundance
of systems would require, resulting in measurable savings. Adopting a value-
added tax also removes the hidden cost that results from a retail sales tax,
which in turn promotes reduced pricing in those sectors of the economy that
are less weighted toward personal services.

A C.D. Howe Institute study showed that the consumer price index (CPI)
components related to food, household furnishings and operation, health
and personal care, recreation and education, alcohol and tobacco all reflect-
ed a reduction in price, while those related to shelter, clothing and footwear,
and transportation all increased in price, resulting in a net, minor reduction in
overall tax-included prices following harmonization in the Atlantic provinces.
At the time of its announcement to harmonize, Ontario also claimed that
businesses will save up to $500 million annually from the simplified unitary
system.

The proposals by British Columbia and Ontario to harmonize with the GST
are the most recent provincial commitments to the federal system, but har-
monization has already occurred, in differing degrees, in Quebec and the
Atlantic provinces.

QUEBEC

Quebec was the first to harmonize its provincial sales-tax system with the
GST. In 1992, it implemented the Quebec Sales Tax (QST), a value-added tax
that adopted substantially the same tax base as the GST. With a few excep-
tions, organizations that registered for QST purposes collected it on the same
types of supply on which they collected GST. There are several differences
between the QST and the GST. In the first place, Quebec assumed responsi-
bility for both the GST and QST, having taken over the federal administration
in the province. In addition, some changes in tax base are apparent.

The rate of tax at present is 7.5 per cent, but is scheduled to increase to

8.5 per cent on January 1, 2011. The tax is collected on a GST-included base.
Rates of rebate for QST paid by public-service bodies differ from their federal
counterparts. While charities and publicly-funded non-profit organizations are
entitled to 50 per cent QST rebates, universities are only entitled to 47 per
cent while hospitals receive 51.5 per cent. Municipalities are denied any QST
rebate.

In addition to this, restrictions were placed on the ability of large businesses
(those with taxable supplies over $10 million, including sales of affiliates) and
financial institutions to recover QST paid on certain groups of expenses.
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THE PARTICIPATING PROVINCES - NOVA SCOTIA, NEW BRUNSWICK, AND
NEWFOUNDLAND AND LABRADOR

In 1997, Nova Scotia, New Brunswick, and Newfoundland and Labrador each
harmonized its provincial sales-tax system with the federal GST. The compos-
ite tax, referred to as the harmonized sales tax or HST, is collected at a current
combined rate of 13 per cent — a five per cent GST component and an
eight per cent provincial component. All GST registrants were automatically
HST registrants at the time of the changeover. The system is administered by
the Canada Revenue Agency, with the provinces each receiving federal
transfer payments for the provincial component of the HST, based on an
agreed formula.

The tax base remained the same for the HST as it had under the GST, with
few exceptions. Rebates of the provincial component of the HST are available
to selected public-sector bodies at differing rates. Rebates of the provincial
component of the HST are available to selected public sector bodies at dif-
ferent rates. Registered charities and publicly-funded non-profit organizations
resident in Nova Scotia, New Brunswick or Newfoundland and Labrador, that
are not also public institutions, may recover 50 per cent of the provincial
component of the HST; charities and NPOs resident in Newfoundland and
Labrador that are also selected public service bodies may claim a rebate of
50 per cent of the provincial component of the HST paid on inputs not relat-
ed to their public services.

For municipalities, hospitals, schools, public colleges and universities resident
in Nova Scotia, the rates of rebate are 57.14 per cent for municipalities, 83
per cent for hospitals, 67 per cent for public colleges and universities, and 68
per cent for school authorities. In New Brunswick, the rate for municipalities
is 57.14 per cent.

ONTARIO

In its March 2009 budget, Ontario announced that it would harmonize with
the GST, moving to a single, composite, 13 per cent sales-tax rate: five per
cent GST and eight per cent Ontario Value-Added Tax (OVAT), effective July
1, 2010. The Memorandum of Agreement, signed March 10, 2009, contained
the summary of the proposals, and indicated that the Ontario model will
combine features of both the Quebec system and the system applicable to
the participating provinces. A formal Canada-Ontario Comprehensive
Integrated Tax Co-ordination Agreement is expected to be in place, with pol-
icy, administrative and legislative details finalized by March 31, 2010.

The tax will be administered by the Canada Revenue Agency, although
Ontario will be responsible for winding down its retail sales tax. Ontario may
negotiate with the Canada Revenue Agency and Canada Border Services
Agency for the continued support of the retail sales tax by offering interpre-
tations, audit, objection and appeal services on a fee-for-service basis for the
transitional period beyond the implementation date for OVAT. Ontario will
receive transfer payments from the federal government for the provincial
component on the basis of an agreed formula, similar to the compensation
arrangements in place in the participating provinces.



There is no separate registration system established for OVAT. Just as hap-
pens with respect to the HST in the harmonized provinces, and the BC HST,
when a supplier is registered for GST, the supplier is automatically registered
for OVAT, and must collect the OVAT when the detailed rules indicate that a
supply is made in Ontario. However, if a person is a registered vendor for
Ontario retail sales-tax purposes, but has annual revenue of less than the
$30,000 small supplier limit applicable for GST registration purposes, the
vendor will not be compelled to register. Voluntary registration remains an
option, if so desired. If a vendor chooses to register, the registration would
apply for the combined tax. Therefore, the vendor will be required to collect
HST on all taxable supplies, and will be eligible to claim input tax credits.

The tax base, with certain exceptions, remains the same. That is, if a good or
service is currently taxed or zero-rated for GST, it will be taxed or zero-rated
for OVAT purposes. Similarly, the goods and services that are exempt for GST
will be exempt for OVAT purposes. The Memorandum of Agreement
between the federal and provincial government does, however, provide for
some differences. Ontario is permitted to provide for point-of-sale rebates of
the OVAT, and several rebates have been announced: children’s clothing and
footwear, diapers, car seats and booster seats, books and audio books, print
newspapers, prepared food and beverages sold for $4 or less, and feminine
hygiene products. In other words, sales of these goods will only attract five
per cent GST, not 13 per cent HST.

Ontario, like the participating provinces, proposes to keep an unrecoverable
retail sales tax that will apply to the private sale of an automobile on registra-
tion at the Ministry of Transportation offices. It also proposes to keep the
unrecoverable eight per cent retail sales tax currently applicable to insurance
premiums, despite the GST exemption applicable to such premiums. Ontario
will also provide a new housing rebate equal to 75 per cent of the eight per
cent OVAT on the purchase of a new home, up to a maximum of $24,000,
which is reached at $400,000.

At or below the $400,000 level, the rebate is intended to compensate a
purchaser fully for the difference in tax content in the purchase price of a new
home under OVAT. Over this price level, the rebate remains a flat $24,000.

A similar rebate will be in effect for rental property acquired to be used as a
primary residence. The rebate can be credited by the builder, or the purchaser
may apply for the rebate directly to the provincial government.

Some businesses that are particularly labour-intensive, such as personal
services businesses, will not benefit from the abolition of the retail sales tax
as much as other, more capital-intensive, operations. In these sectors, the
imposition of 13 per cent OVAT instead of five per cent GST will represent a
substantial overall price increase. While Ontario has agreed to be bound by
federal tax-base changes, Ontario will be compensated if any such change
reduces Ontario’s revenues from the OVAT by more than one per cent, net of
credits and rebates, unless the change has Ontario’s prior agreement.
Further, Ontario may increase or decrease the OVAT rate only after two years
from implementation.



Public service bodies resident in Ontario will generally be making exempt
supplies, with no eligibility to recover GST or OVAT paid on inputs to those
exempt supplies. To compensate them for the difference in tax content,
these bodies will be entitled to rebates of a portion of the provincial compo-
nent of OVAT paid that cannot be recovered by input tax credit. The rate for
charities and publicly funded non-profit organizations is 82 per cent, for
school boards 93 per cent, for hospitals 87 per cent, and for municipalities,
universities and colleges 78 per cent.

Similar to the restricted input tax-refund system in Quebec, large businesses
with annual taxable sales in excess of $10 million, and financial institutions,
will be unable to claim input tax credits for the OVAT paid on certain restrict-
ed groups of expenses. These restrictions would be temporary, during the
initial implementation of OVAT, and will apply only to the provincial portion of
the tax. After the first five years following implementation, full input tax cred-
its on these purchases will be phased in, in equal amounts, over a three-year
period. The restricted groups of expenses are as follows:

(1) energy, except where purchased by farms or used to produce goods for
sale (this restriction, as currently phrased, will deny input tax credits to
real property contractors that manufacture for supply and installation)

(2) telecommunication services other than Internet access or toll-free
numbers

(3) road vehicles, weighing less than 3,000 kilograms (and parts and certain
services) and fuel to power those vehicles and

(4) food, beverages and entertainment.

The Memorandum of Agreement notes that the restricted groups of expenses
may not be set wider than those currently applicable in Quebec under the QST.

Other consequential changes will occur as the result of enacting OVAT. The tax
on transient accommodations (predominantly hotel rooms), which was five per
cent under the retail sales tax, will increase to eight per cent. The windfall to the
government will be re-directed to destination marketing in Ontario tourist
regions. Further, rates of tax on beer and alcohol will reduce to eight per cent
from the current 10/12 per cent structure. To ensure that the government's tax
changes are not seen as encouraging irresponsibility and to maintain revenue,
other fees, levies and charges will be increased to ensure that the price at the
taps and at the beer store remains the same.

To compensate businesses (excluding financial institutions) for the increased
administrative burden of the change to OVAT, businesses with taxable revenues
in the first fiscal quarter beginning after July 1, 2010 not exceeding $15,000 will
receive a $300 credit. Those with taxable revenues exceeding $15,000 but not
exceeding $50,000 will receive a credit of two per cent of taxable revenue for
the quarter, and those with taxable revenues exceeding $50,000 but not
exceeding $500,000 will receive $1,000. Vendor compensation payable under
the Retail Sales Tax Act will cease with the return filed for March 2010.

To further compensate individuals, a sales-tax transition credit will be paid to
individuals and families in three approximately equal instalments, in June and
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December 2010, and June 2011, totaling a maximum of $300 for single
individuals and $1,000 for single parents and families. The credits are reduced
by five per cent of income over a threshold of $80,000 per individual and
$160,000 per family or single parent. The credits, therefore, phase out for an
individual at an income level of $82,000, and for single parents and families at
an income level of $166,700.

BRITISH COLUMBIA

Following Ontario’s lead, British Columbia announced its intention to harmo-
nize its sales tax system with the GST on July 23, 2009. The harmonization is
to be effective July 1, 2010 at a rate of seven per cent, for composite rate of
BC HST of 12 per cent.

The basic framework is similar to that adopted in Ontario. The administration
will be undertaken by the Canada Revenue Agency, and policy and legisla-
tion details are to be finalized by the same target date ot March 31, 2010.
British Columbia will be responsible for winding down its own social service
tax and tax on hotel rooms, and there will be no separate system of registra-
tion for BC HST. If registered for GST, a supplier will be automatically regis-
tered for BC HST. If a BC social services tax (SST) registered vendor is operat-
ing as a small supplier for GST purposes, registration will not be required, but
may be applied voluntarily.

The tax base will remain the same, again with some exceptions where the
provincial tax component will be rebated. Those that have been announced
include: motive fuels (gasoline, diesel, marine diesel, locomotive fuel and
aviation fuel, including bio-fuel components, for cars, boats and aircraft)
children’s clothing and footwear, children’s car seats and booster seats,
diapers, books, feminine hygiene products, and residential energy costs (oil,
hydro, propane and natural gas used to power or heat homes).

British Columbia will provide a new housing rebate equal to 5/7 of the seven
per cent BC HST provincial component on the purchase of a new home, up
to a maximum of $26,250, which is reached at $525,000 price point. Over
this price level, the rebate is a flat $20,000. A similar rebate will be in effect
for rental property acquired for use as a primary residence.

The provincial component of the BC HST paid by BC-resident public sector
bodies will be rebated only to certain bodies at set rates. Rates that have
been published include municipalities (75 per cent), and charities and public-
ly-funded non-profit organizations (57 per cent). School boards, hospitals,
universities and colleges will not receive rebates, but the province has under-
taken to review the grants paid to these bodies to compensate for the extra
cost of the BC HST.

Again, similar to the restricted input tax refund system in Quebec, large busi-
nesses with annual taxable sales in excess of $10 million and financial institu-
tions will be unable to claim input tax credits for the BC HST paid on certain
restricted groups of expenses. These restrictions are temporary, during the
initial implementation of BC HST, and will apply only to the provincial portion
of the tax. After the first five years following implementation, full input tax
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credits on these purchases will be phased in, in equal amounts, over a three-
year period. The restricted groups of expenses are almost identical to those
in effect for Ontario OVAT.

Unlike in Ontario, businesses in British Columbia will receive no transitional
credits, since the benefits from the tax change itself are expected to be suffi-
cient to defray any such costs. However, low income families and individuals
will receive an annual BC HST credit of $230 for individuals with income up to
$20,000 and $230 per family member for families with incomes up to
$25,000, paid quarterly with the GST credit.
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Use of Simplified Factors

The administration of the GST/HST has resulted in the use of a number of
simplified factors in calculating GST/HST to remit and input tax credits to
recover. While, at time of writing, these factors have not been published for
use with the BC HST and Ontario OVAT, new factors are expected for small
registrants using the Quick Method and the Streamlined Input Tax Credit
Method, and public-sector bodies using the Special Quick Method.

Factors for expense reports have not yet been published, but intuitively, one
would expect that the rates for BC HST would be 11/111 and 12/112 respec-
tively.

Taxable benefit remittance rates were not available at time of publication, but
may seem logical to assume 11/111 on paragraph 6(1)(a) type benefits, one
should wait for the official notifications to be certain.

We encourage readers to contact the B.C. Ministry of Finance at 1-877-388-
4440 for confirmation of these rates as they are released.
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Application of the HST

To apply both the QST and the HST in the provinces that have already
harmonized - British Columbia and Ontario — one must identify the province
where a supply occurs. The rules currently in place to identify the province in
which a supply occurs for purposes of imposing the collection of QST, and
HST are expected to continue, in order to ensure consistency of application
nation-wide.

SUPPLY OF GOODS

A supply of goods is considered made where the goods are physically
delivered, mailed or couriered, or made available in that province. For goods
supplied by short-term rental (i.e., no more than three months), the supply is
considered made in the province where the goods are first delivered or made
available. In the case of a longer-term lease, the supply is made in the province
where the goods are ordinarily located in a lease period. For this period,
each lease period (e.g., each month) is treated as a separate supply. Motor
vehicles are considered supplied in the province where they are registered.

SUPPLY OF SERVICES

A service is considered supplied in a province if substantially all (which the
Canada Revenue Agency interprets as 90 per cent) of the Canadian element
of the service is performed in that province. If not, the supply is considered
made in the province where the supplier’s establishment that negotiated
the supply is located, provided the service was not performed substantially
outside the province.

SUPPLY OF REAL PROPERTY

A supply of real property is made in the province where the real property is
situated.

SUPPLY OF INTANGIBLES

The supply of an intangible is considered made in a province if substantially
all the Canadian rights are exercisable only in that province. If not, the supply
is considered made in the province where the supplier's establishment is
located that negotiated the supply, provided that the rights cannot be
exercised substantially outside the province.

In each of the above cases, there are tie-breaker rules that apply to identify
the province where a supply is made if the above rules do not resolve the

issue. For additional information on the place of supply rules, contact the
Canada Revenue Agency at 1-800-959-5525.

SPECIFIC EXCEPTIONS

There are several specific rules that apply in particular circumstances for the
sake of simplicity. A freight transportation service is made in a province if
the destination of the service is in that province.
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Memberships supplied to individuals where the rights can be exercised in
more than one province are considered made in the province of the individual's
mailing address. Repair services or photographic printing services are
considered made in the province of destination after repair, etc. Supplies of
services made to annuitants of registered retirement savings plans, retirement
income funds and education savings plans are considered made in the province
of the annuitant’s mailing address.

1-900 and 1-976 services are considered supplied in the province of the call’s
origin. Otherwise, telecommunication services are generally taxed based on
the application of the two-out-of-three rule. The telecommunication will be
taxed in a province if the telecommunication is emitted and received in the
province, or emitted or received in the province and the billing location for
the service is also in that province. If the service consists of supplying tele-
communications facilities, the supply will be considered made in the province
where all the facilities are located, or, if not located in one province, in the
province to which the invoice for the service is sent.

For Internet access, where there is only one user, the service is considered
supplied in the province of location of the user. If the supplier services more
than one user, but does not have the information to determine the location
of each user (for example, when selling to a reseller), then the service is
considered supplied in the province of the mailing address of the recipient
(for example, the reseller).
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How to Prepare for Implementation

Given that, all businesses currently registered for GST will automatically be
registered for the BC and Ontario on July 1, 2010, one must implement sig-
nificant changes to systems and processes before this deadline. It is anticipat-
ed that all the laws and rules relating to harmonization will be formalized by
March 31, 2010. However waiting until then to start the implementation pro-
cess will be too late for many businesses to have all the changes completed
by July 1, 2010.

To begin the preparation process, consider all facets of an organization that
are affected by sales taxes (for example, accounts receivable, accounts pay-
able, payroll, purchasing, forecasting and budgeting); this can be a very time
consuming task. The benefit of spending time preparing for implementation
is a reduction in costly errors, surprises for overlooked issues, and future audit
exposures.

Below are a number of issues businesses need to consider for the sales tax
implementation.

COLLECTION OF SALES TAXES

*  Amend software and/or tax tables used to generate invoices, debit and
credit notes to accommodate additional tax rates/codes.

*  Amend automated system-generated entries (e.g., monthly inter-compa-
ny charges, monthly rent charges or management fees to reflect the new
sales tax codes/rates).

*  Consider the impact of harmonization on real property contracts during
the transitional period and after implementation.

*  Determine if prepayments have been made before the implementation
date. The transitional rules may be used to determine the tax rate
applicable in these situations.

* Develop special codes for point-of-sale rebates for the provincial
component of BC HST and OVAT if applicable.

* Do a product and service sales tax analysis. Many goods, services,
intangible personal property and real property non-taxable under the
old Ontario sales tax legislation will now become taxable as a result of
harmonization.

However, unless a supply is specifically excluded from BC HST or OVAT
(e.g., books, children’s clothing), or under a specific Ontario or BC levy
post-harmonization (e.g., in Ontario certain insurance premiums), the
sales tax status will be consistent with current GST rules, which wiill
simplify tax administration for businesses.

* Do not delete or deactivate old tax rate codes since it may be necessary
to use them after implementation during the transitional period.

*  Follow transitional rules for volume rebates, promotional allowances,
price adjustments, goods returned or exchanges after the July 1, 2010
implementation date and guidance for goods in transit on July 1, 2010.
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Modify tax tables for Internet web sites. All GST registrants will automat-
ically become registered to collect BC HST and OVAT.

Review ongoing or long-term contracts that straddle the harmonization
date to ensure the correct sales rate is applied (e.g., service agreements,
licences, memberships and leases).

Update point-of-sale terminal or cash-register software.

RECOVERY OF VALUE-ADDED TAXES PAID (INPUT TAX CREDITS AND REBATES)

A business defined as a “large business” (over $10M taxable sales) or a

financial institution cannot claim input tax credits for the provincial com-
ponent on specified restricted expenses. Restrictions will last up to five

years with a three-year phase out.

Develop updated or new tax tables/codes for accounts payable systems
that automatically record input tax credits or rebates based on embed-
ded taxes. Prepare to code payables for restricted versus non-restricted
expenses.

Do not delete/deactivate old tax rates as they may be required in some
situations. If your system can only accommodate one or a limited num-
ber of tax rates, develop a manual system to record sales taxes correctly
during the transitional period.

During the transitional period, implement procedures to ensure only the
value-added tax paid is recovered. Develop an override procedure to
use in instances where old tax rates are charged in error.

Develop a system to track the federal and provincial components of HST
if you are part of the MUSH sector (municipalities, universities, schools
and hospitals) or a qualifying non-profit organization.

Evaluate and update periodic system-generated payments to apply the
new taxes.

Make adjustments to the remittance percentages if you are a small
businesses or public service body using the simplified remittance methods.

Modify employee expense reimbursement and allowance software or

pre-printed forms for not only the new rates but also the restricted

expenses and possibly the use of factors. In addition, watch for special

:ciransitional rules for expense reports that straddle the implementation
ate.

Selected listed financial institutions must adjust formulae included in the
Special Attribution Method calculation if applicable.
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OTHER CONSIDERATIONS

*  Revise cash flow projections.
* Update budgets and forecasts.

*  Modify purchase orders with pre-printed sales tax information or system-
generated purchase orders to accommodate the new taxes, e.g. the
goods for resale exemption will no longer apply in Ontario or British
Columbia.

*  Modify pre-printed price lists or Internet websites containing sales tax
information.

* Develop a system to track coupons and rebates by province of redemp-
tion or purchase.

* Develop a system to track bad debt adjustments, tracking the tax from
the original transaction.

* Develop a process to change taxable benefit remittance rates for the
2010 and 2011 taxation years, if applicable.

*  Modify documented procedures for how internal tasks are performed
whether automatically or manually.

* Additional calculations may be required for the embedded tax content
subject to the change-in-use provisions.

Plan to do a test run of sample data for all modified systems as a result of the
numerous changes and revisions. This will reduce the potential for errors and
surprises when the systems are activated on July 1, 2010.
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APPENDIX A

COMPARISON CHART

The harmonization of the British Columbia and Ontario retail sales taxes with
the GST will cause a number of products and services to become taxable.
This table illustrates a variety of purchases that will have a new sales tax sta-

tus on July 1, 2010.

Purchase description

Old sales tax status

Tax status under
the GST rules

Ontario British Columbia
Energy (gas, fuels, Non-taxable | Non-taxable Taxable
electricity)
Professional services Non-taxable | Non-taxable Taxable
(engineering, accounting,
consulting)
Legal services Non-taxable | Taxable Taxable
Advertising services Non-taxable | Non-taxable Taxable
Training seminars Non-taxable | Non-taxable Taxable
Trade show admissions Non-taxable | Non-taxable Taxable
and conferences
Admissions to live Non-taxable | Non-taxable Taxable
theatrical or musical
performances in places of
amusement where 90 per
cent of the performers who
regularly participate in the
cast are permanent
residents of Canada
Admissions under $4 Exempt Non-taxable Taxable
Footwear under $30 Exempt Taxable Taxable
Basic groceries, eggs, milk, | Exempt Exempt Zero-rated
bread, fruit and vegetables
Prepared foods, e.g., Taxable Exempt Taxable
restaurant and catered under $4 Not subject to
meals Exempt OVAT
Snack foods and soft drinks | Taxable Exempt Taxable
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Purchase description

Internet access fees

Membership fees
(fitness, golf)

Real property contracts
(home improvements,
office renovations)

Office rent

Personal services
(manicures, hair cutting)

Commissions

Magazines (subject to
certain conditions)

Newspapers

Manufacturing equipment

(subject to certain
conditions)

Taxi and limousine fares

Goods for resale and
raw materials

New residential housing
Cleaning services

Safety clothing (defined
by province)

Custom software (subject
to certain conditions)

Software services (subject
to certain conditions)

Adult-sized clothing for
children under 15

20

Old sales tax status

Ontario

Non-taxable

Non-taxable

Exempt

Exempt

Non-taxable

Non-taxable

Exempt

Exempt

Exempt

Non-taxable

Exempt

Exempt
Non-taxable

Exempt

Exempt

Taxable

Taxable

British Columbia

Taxable

Non-taxable

Exempt

Exempt

Non-taxable

Non-taxable

Exempt

Exempt

Exempt

Non-taxable

Exempt

Exempt
Non-taxable

Exempt

Exempt

Exempt

Exempt

Tax status under

the GST rules
Taxable

Taxable

Taxable

Taxable

Taxable

Taxable

Taxable

Taxable
Not subject to
OVAT

Taxable

Taxable

Taxable

Taxable
Taxable

Taxable

Taxable

Taxable

Taxable



APPENDIX B

ADDITIONAL READING

To learn more about how to prepare for the HST, or the economic benefits of
harmonizing retail sales tax with the GST, read the following reports:

Canada Revenue Agency, “Questions and Answers on General Transitional
Rules for Personal Property and Services.”
www.cra-arc.gc.ca/E/pub/gi/notice247/notice247-e.pdf

C.D. Howe Institute commentary, “Lessons in Harmony: What Experience in
the Atlantic Provinces Shows About the Benefits of a Harmonized Sales Tax.”
www.cdhowe.org/pdf/commentary_253.pdf

C.D. Howe Institute commentary, “Growth-Oriented Sales Tax Reform for
Ontario: Replacing the Retail Sales Tax with a 7.5% Percent Value-Added
Tax."”

www.cdhowe.org/pdf/Commentary_273.pdf

Ontario Chamber of Commerce, “Made in Ontario: the Case for Sales Tax
Harmonization,” prepared by Ernie Stokes and Robin Sommerville of the
Centre for Spatial Economics.
http://taxharmonization.on.ca/files/HST_Report.pdf

TD Economic Report “The Impact of Sales Tax Harmonization in Ontario and
BC on Canadian Inflation”, September 18, 2009.
www.td.com/economics/special/dp0909_hst.pdf
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