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Harmonized Sales Tax: 

The Manitoba Impact: HST will creep into Manitoba whether we like it or not  
As Manitoba companies do business and expand beyond our borders, it is important to become acquainted with the taxation systems in other provinces.  On July 1, 2010, BC and Ontario will be introducing the Harmonized Sales Tax (“HST”), and Nova Scotia, which adopted the HST in 1997, will be raising its rate from 13% to 15%.  Although we, in Manitoba, will not be celebrating Canada Day with the introduction of a new sales tax system, we are not immune from the HST effects.

What is HST?

The Harmonized Sales Tax blends the GST and PST rates into a single rate of tax. Businesses do not need another registration number; you use the GST registration you already have.  It is important to note that businesses registered for GST are automatically registered for HST and must comply with the new HST rules.  Most importantly, businesses must collect the right amount of tax from the outset.  You report the HST to the federal government on the same return along with the GST collected.  

The provinces that have adopted the HST are Nova Scotia (1997), New Brunswick (1997), Newfoundland and Labrador (1997), British Columbia (2010) and Ontario (2010).   Quebec adopted much of the GST tax base for its PST rules, but it is not a harmonized province like the others.  Prince Edward Island continues to be on an island of its own, having a PST at 10%.  And Alberta?  Let’s just say it has always thought it was already in harmony with the GST by never having a PST.  Manitoba and Saskatchewan are the only other provinces still holding onto their own PST systems and are slowly being surrounded by the growing world of HST.  The HST for most businesses is a recoverable tax thereby reducing business costs.  Going forward Manitoba’s PST system will create competitive disadvantages for our export-oriented province as we compete to sell Manitoba produced goods and services.
Since GST/HST rates vary among provinces and with some goods and services being taxable while others are exempt, businesses need to determine which rate of tax applies.  If a supply is exempt, no tax applies, but if it is taxable, GST may apply at 0 or 5 per cent, or HST at 0, 12, 13, or 15 per cent.  The permutations and combinations of sales taxes will be daunting for many businesses. To add to the challenge, in many cases there are new rules that change where a supply is considered to take place.  
How is HST applied?

If you are a business that operates within an HST province, obviously, you must apply the HST.  If you are in a non-HST province, such as Manitoba, and provide taxable supplies or services in an HST province, you also must apply the HST.  
For real property (the ‘bricks and mortar’), the tax applies at the rate of the province where the property is located at the time of the supply.  For tangible personal property (the movable things), the tax applies at the rate of the province where the property was located at the time of the supply, or if the property is to be shipped/delivered, the rate of the province into which the goods are shipped.

If you buy office equipment in Ontario for your branch office located in Ontario, expect to pay HST at 13%.  If that same office equipment was purchased in Ontario and you have the supplier ship it to your office in Manitoba, you would expect to pay 5% GST plus 7% Manitoba PST.  
These rules have not changed and continue under the existing HST application.  
In general, HST is assessed based on the Canadian address most closely-connected to your customer.  It sounds simple enough.  However, it becomes tricky when your supply that is “most closely-connected” is to a customer that operates all over the country?  There is a series of complex rules to work through to determine whether HST or GST applies.
A basic vendor example
A supplier in Manitoba designs a website for a BC client.  The service is performed entirely in Manitoba.  The business address of the recipient is in BC and is also the address most closely connected to that client.  The Manitoba business needs to charge the HST at 12%, even though the service was performed entirely in Manitoba.  
A basic customer example

A person wants to send flowers to a relative in BC.  Regardless of whether they order online from a BC shop, or make the arrangements from a Manitoba flower shop, he or she should expect to pay HST at 12%.  In certain cases a business or consumer can recover the provincial portion of the HST paid if they acquired goods or services within an HST province but are intended to be used in a non-HST province.  A rebate must be filed within one year from the purchase to recover the excess tax paid. While this achieves the same effect had the purchase been acquired within Manitoba, it appears to be a cumbersome process overall. 
The disadvantage of PST

A Manitoba manufacturer which sells its products all over Canada and the US acquires its raw materials from Ontario and BC which are delivered into Manitoba.  Manitoba PST will not apply on raw materials and direct agents used to make the product, and all GST paid is recovered.  However, Manitoba PST must be paid on all the manufacturing equipment and other business inputs (except for the raw materials and direct agents) used to manufacture the product.  This PST paid is not recoverable like the GST or HST and will become an additional cost to the manufacturer.  Therefore, the Manitoba manufacturer may have a competitive disadvantage compared to another business who manufactures the same product within a harmonized province.  Any embedded PST cost, creates a disadvantage in comparison to the same business that is able to recover the GST/HST paid on the same business inputs.
Conclusion

Although the HST has been around for 13 years, the addition of BC and Ontario as harmonized provinces and the new rules that change where a supply is considered to take place may significantly increase the HST impact for you, whether you are a business, consumer, or both.  It is important to make sure you collect, remit, pay and file appropriately under the amended tax regime. 
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