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Higher Costs and 
Increased Administration

Ontario and B.C. 
Harmonization Update
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Proposed HST
General Overview

� Effective July 1, 2010

• 13% HST – 5% federal and 8% provincial component in Ontario .

• 12% HST – 5% federal and 7% provincial component in B.C.

� Federally administered

• Generally, same rules and tax base as GST 

• One return/one administration/one audit

� Ontario PST on Insurance will be retained

� New ITC restrictions for 8% provincial component on:

• Energy, exception for farms or used to produce TPP for sale

• Telecommunications other than internet or toll-free numbers

• Vehicles (less than 3,000 kg), parts, certain services, fuel to power

• Food, beverages, entertainment
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Anticipated Provincial Tax Landscape – July 1, 2010

Harmonized Province

Non-Harmonized 
Province
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Ontario and B.C. Harmonization 
Current Rules for Financial Institutions

� Complications Caused by Incomplete Federal Harmonization

� Under HST, net tax calculations:

� “SLFI” – Listed FI that operates both in harmonized and non-harmonized provinces

� “Listed FIs” includes banks, credit unions, insurers, segregated fund investment plans

Financial 
Institutions

Other Financial 
Institutions (FIs)

•Self-assessment
•Rebates 

Selected Listed 
Financial 

Institutions (SLFI)

•SAM calculations
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Key Elements:

� Federal and Provincial Components of GST must be separately 
tracked

� Deduct Provincial Component of HST actually paid

� Formula typically excludes GST and HST Paid on P&C Claim Costs

� Special rules for section 150 elections

� SAM does not reflect where the actual costs were incurred

Proposed Ontario HST and FIs
Current HST – Special Attribution Method (SAM) for S LFI

x8/5Net GST 
Cost

x Provincial allocation
as per income tax

_ HST paidx
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Proposed Ontario HST and FIs
Current HST – Special Attribution Method (SAM) for S LFI

8/5 X 75 % X $2M = $2.4 - $600K = $1.8 Million

5%

75%

$2 Million

$600K

Current allocation to PP

Allocation to Ontario

Unrecoverable GST

PST Component of HST Pd

Example – Cost of Ontario HST for SLFI

8/5Net GST 
Cost

x Provincial allocation
as per income tax

_ HST paidx

� The SAM Cost is typically calculated 3 months after year-end .

� Budgeting for this Cost is Necessary
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Proposed HST and FIs
Current HST – Self-Assessment for Some Entities

� Under current HST rules, self-assessment of the provincial 
component of the HST for goods/services imported in the province
by some entities

• Goods imported into PP

• Intangible and services imported to PP

� Affects entities engaged in non-commercial activities and consumers

• Examples: Non SLFI and other entities in exempt activities

� Rules do not apply to imports by persons engaged exclusively 
(i.e., 90% or more) in commercial activities

� Exceptions: Specified motor vehicles (tax payable at time of vehicle 
registration) and non-taxable property
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Real Property Claims

Tangible Personal 
Property Related Claims

Impact on Claim Costs
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Proposed HST and FIs
Real Property – Increased Claim Costs

� Claim Costs are excluded from SAM

� Pre-Harmonization

• Pay PST on material component of sub-contractor costs

• Pay GST on materials, labour and profit earned by contractor

� Post-Harmonization

• Pay Provincial Component of HST on materials, labour and profit

• Contractors may take this opportunity to invisibly increase their mark-up

� Increased Costs must be budgeted and Contractor relations must be 
carefully managed
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Proposed HST and FIs
Real Property – Increased Claim Costs

Post-Harmonization

Contractor:

Materials = $100         Labour = $100

Profit = $50

PST Paid on Materials = $0

Total = $250

Invoice to Insurance Co. 

= $258 + HST     (perhaps $250)

= $291.54           ($258 + $33.54)

Pre-Harmonization

Contractor:

Materials = $100         Labour = $100

Profit = $50

PST Paid on Materials = $8

Total = $258

Invoice to Insurance Co.

= $258 + GST

= $270.90              ($258 + $12.90)
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Proposed HST and FIs
Automobiles – Potential Decreases to Claim Costs

� Net of GST/HST Method Available for Insurance Claims 

• Reduced claim costs if recipient of the repair service is a GST registrant

� Pre-Harmonization – Net of GST/HST

• Pay PST on repair costs

• Pay 0 GST 

� Post-Harmonization – Net of GST/HST

• Pay 0 GST/HST

• Under GST, savings of 5%

• Under HST, potential savings of 13%

� CRA Ruling 11665-3-1 Repairs of Leased Vehicles and Insurance Claims

� GST/HST Memoranda 17.16 GST/HST Treatment of Insurance Claims
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Managing the Transition to 
a Harmonized Sales Tax

Planning / Implementation



13© 2009 KPMG LLP, the Canadian member firm of KPMG International, a Swiss cooperative. All rights reserved. 13

Ontario and B.C. Harmonization
Planning Considerations

� Defer purchases of PST-taxable items

� Accelerate purchases of PST-exempt items

� Review related party and other elections to create tax efficiencies

� Review reporting period frequency in view of new cash flow 
projections

� Implement cash flow acceleration strategies

� Review / Optimize ITC Allocation Methodology
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Ontario and B.C. Harmonization
Implementation Considerations

� Necessary to track Provincial Component of HST

� Consider impact on:

• Budgets and cash flow

• Sales, purchasing and other systems 

• Documentation (invoices, receipts, contracts (tax clauses), purchase orders, expense 
reports, etc.)

• Pricing strategies

� Make sure that you have sufficient time to test IT changes
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Questions
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