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On Thursday February 25, 2010, the Department of Finance (Finance) released the long
anticipated proposed place of supply (POS) rules for the harmonized sales tax (HST) that
will affect taxable supplies considered to be made in the harmonized provinces of New
Brunswick, Nova Scotia, Newfoundland and Labrador and, effective for supplies made after
June 30, 2010, British Columbia and Ontario. These rules specify whether, and at what rate,
suppliers must charge the provincial component of the HST on their supplies of taxable
property and services made in Canada. As well, the related rules that, in certain
circumstances, require self-assessment or provide for rebates of the provincial component of
the HST are proposed to be changed. See Finance News Release 2010-14, Government of
Canada announces proposed changes to place of supply rules for the harmonized sales tax
(HST), and related documentation for full details of the proposals.

One day later, on Friday February 26, 2010, the Canada Revenue Agency (CRA) published
GST/HST Technical Information Bulletin B-103, Harmonized sales tax - Place of supply
rules for determining whether a supply is made in a province. In the bulletin, the CRA states
that “[t]his publication replaces GST/HST Technical Information Bulletin B-078, Place of
supply rules under the HST”, but also warns that “[aJny commentary in this publication
should not be taken as a statement by the CRA that these proposed amendments will be
enacted in their current form”.

Both government documents contain many examples (53 and 128, respectively) on how the
POS rules will work under different scenarios. Deloitte is examining these publications
carefully and will be issuing a more detailed summary of the contents in a future edition of
Canadian Indirect Tax News. In the meantime, the following provides a high level summary
of the proposals:

e Several changes are proposed to the existing HST POS rules contained in the Excise
Tax Act (ETA) to ensure that the rules function properly with various provincial rates in
harmonized provinces.

e The POS rules are being “modernized” to provide for proper tax treatment of
interprovincial transactions involving services and intangible personal property (IPP).
These are the most significant of the changes. Many of the existing POS rules for
property and services rely on the location of the supplier to determine whether the
supply is subject to the provincial component of the HST. The POS rules for IPP and
services are proposed to be changed so that there is less reliance on the supplier’s
location and greater reliance on the location of the consumer of the IPP or service.

e Consequential changes are also proposed to the imported taxable supply rules to
ensure that the provincial component of the HST applies consistently irrespective of
whether a supply is made in Canada or outside Canada. These changes are aimed at
ensuring that businesses in Canada are not placed at a disadvantage as compared to
their competitors outside Canada.


http://www.deloitte.com/view/en_CA/ca/services/tax/indirecttaxandcustoms/article/811bf07fb62fb110VgnVCM100000ba42f00aRCRD.htm
http://www.deloitte.ca/en/Services/tax/highlights/
http://www.deloitte.ca/en/pubs/subs/update.asp
http://www.deloitte.ca/en/pubs/subs/update.asp
http://www.deloitte.com/dtt/section_node/0,2332,sid%3D3634,00.html
http://www.fin.gc.ca/n10/10-014-eng.asp
http://www.cra-arc.gc.ca/E/pub/gm/b-103/b-103-e.pdf

e There are a number of proposed changes to rebate rules.

e The proposed changes to the POS rules would generally apply to taxable supplies
made in Canada on or after May 1, 2010. The proposed rules may also apply to
supplies made before May 1, 2010 under certain circumstances. This means that it may
be necessary for GST/HST registrants to consider these proposals prior to the
implementation of the HST in British Columbia and Ontario.

It is important to note that there are expected to be extensive changes to the rules on how
certain financial institutions (i.e., “selected listed financial institutions” as currently defined in
ETA section 225.2) will have to account for the provincial portion of the HST, which will
“‘complement” the POS rules. It is our understanding that these proposals will be released
sometime in March 2010 and will provide rules designed to ensure that national financial
institutions will not be motivated to source property and services outside the harmonized
provinces.
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