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*On October 14, 2009 the Ontario Ministry of Revenue released the General Transition Rules for Ontario HST.
We will publish a report on the transition rules shortly.
___________
On March 26, 2009, the Ontario government announced its 2009 Budget, which was dominated by the
introduction of the Harmonized Sales Tax. The new tax is a harmonization of the Ontario Retail Sales Tax
(RST) with the federal Goods and Services Tax (GST) to create a federally administered single value-added
sales tax, effective July 1, 2010. Accordingly, rather than Ontario consumers paying two separate taxes, they
will be paying a combined tax of 13% (with the provincial portion being equal to 8% and the federal portion
being equal to 5%). The rules relating to the single sales tax will be largely consistent with those governing the
GST.
A “value-added” tax applies to all commercial activities related to the sale of goods and services. Tax is paid on
the supply of goods and services throughout the supply chain, but the tax paid by business is generally
reimbursed through input tax credits. Specifically, businesses that sell taxable or zero-rated goods and services
will be able to claim input tax credits on purchases (similar to the rules under the federal GST).
In order to help transition to this single sales tax, the federal government will give Ontario $4.3 billion in cash
transfer payments so as to better promote economic growth ($3 billion is payable on July 1, 2010 – to coincide
with the implementation date of the single tax – and the balance will be paid one year later).
Although the transitional rules specific to Ontario have not yet been announced, one might assume that the
easiest and most logical step for the Ontario government would be to adopt the existing transitional rules from
harmonization in the Maritimes back in 1996-97, especially since the rules are already in place. However, no
announcement on this had been made to date.
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Transitional support will also be available to small businesses, especially in light of the fact that, effective March
31, 2010, the vendor’s compensation currently paid under the RST will be eliminated and also that the new tax
system will result in administrative costs to businesses in accounting and point of sale systems. Accordingly, a
one-time credit will be provided to most businesses (with the exception of financial institutions) as follows:

 Businesses with taxable sales of $15,000 or less will receive a $300 credit;
 Businesses with taxable sales between $15,000 and $50,000 will receive a credit of 2% of taxable
sales; and

 Businesses with taxable sales between $50,000 and $500,000 will receive a credit of $1,000.

Small Supplier Threshold
Small suppliers with total taxable revenues of $30,000 or less ($50,000 or less for public service bodies) would
not be required to register and collect the single sales tax.

New Housing Rebate

Purchases of newly constructed homes from developers are currently subject to GST, but this embedded tax
will be removed with the introduction of the single value-added tax. However, under the new system, new
homes will be subject to the single sales tax (thereby including the federal portion of the tax). In the original
Budget release, the government proposed to ensure that new homes priced under $400,000 would be eligible
for a rebate equal to 75% of the provincial component of the single sales tax (i.e. 6%). This rebate was to be
phased out for homes priced between $400,000 and $500,000. However, on June 18, 2009, Ontario announced
an expansion of the new home rebate and eliminated the $500,000 threshold. Essentially, Ontario will now give
a rebate of 75 percent of the provincial portion of the HST on new or substantially renovated homes, on the first
$400,000 of the purchase price, regardless of the total price. The rebate will also apply to new and substantially
renovated residential rental properties.
Note: resale homes will not be subject to the single sales tax.
Generally, builders of new single homes or residential condominiums who rent out the new homes or condos
are required to self-assess GST when they rent out the homes. With the new HST, these builders will now be
required to pay the provincial portion of the HST on the self-supply if they rent out the new homes or condos
after June 2010.
The provincial portion of the HST will apply to builders’ taxable sales of new rental homes where both
ownership and possession of the home are transferred after June 2010. Grandfathering will be provided for
certain contracts.
If under a written agreement of purchase and sale, ownership or possession of the home is transferred before
July 2010, the provincial portion of the HST will not apply to builders’ GST-taxable sales of new homes.

HST and Leaseholds
With the implementation of the new HST on July 1, 2010, landlords will need to be aware of the tax implications
to their current leases as they will now be subject to the HST. Whether or not the legislation is instructive, it will
be important for landlords and tenants to review their lease forms to make sure that the lease provides certainty
on the payment of HST. For example, a lease with a broad definition of “sales tax” payable by a tenant will likely
provide certainty that HST is payable by the tenant, but, leases which refer specifically to GST (which many do)
will not be as certain.
It is anticipated that the legislation will include a number of transitional provisions related specifically to
commercial leases. One can imagine the confusion which may arise in cases where: (i) a tenant completes the
construction of its leasehold improvements and pays for them prior to July 1, 2010 but is not entitled to payment
of a leasehold improvement allowance until some time after July 1, 2010; or (ii) costs are incurred by and paid
for by a landlord prior to July 1, 2010 in respect of the maintenance, repair and replacement of a property but
not billed to the tenants of the same property until some time after July 1, 2010; or (iii) a landlord and tenant
have entered into a “gross lease” which states that the “gross” amounts payable by the tenant under such lease
are “inclusive of GST”, just to name a few.
As a result, it is important for landlords and tenants to start thinking about how the HST will effect cash flow and
cost recovery models under their leases so that they are able to put systems in place to deal with these HST
issues effective July 1, 2010.

