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Sales Tax Harmonization Benefits BC’s Construction

Industry
By Carl Beck, CMA, Sales Tax Advisor

On a quiet summer day, July 23, 2009, the
BC Government made a very large an-

nouncement that has since generated a ot of

noise - BC inlends Lo harmonize its Social
Service Tux (PEY) with the GST to form a
single ITarmonized Sales Tax (HST).

Value-added iaxes similar to BC's proposed
LIST are used in Quebec and the Marilimes
{excluding PED) and very broadly throughout
the industrialized world, In March 2009,
Ontario announced its intentions to imple-
ment H3T. BC will now [ollow Ontario’s
Tlead and combine its 7% PST with the 5%
G5 for a single 12% HST in BC (Onlario’s
IIST will be 13%), both starling on July 1,
2010. Beonomisis and most business advo-
cates applaud this news which in theory will
reduce the costs of doing business in BC (and
Ontario) and possibly stimulate new invest-
ment 1o help Canada’s economic recavery.

The BC Govermment's recent PST Consulta-
tion on Real Property Tmprovements pro-
duced several PRT simplilication meas-
ures thal had previeusly burdened BC Con-
sleuction Association members  {or many
vears. PST audits had been particularly oner-
ous againslt construction companies which
were petpetally exposed to assessments for
errors, mainly beeause ol (he excruciating,
complexily of the P81 rules affecting con-

Sienificant Cost Savings, for Contraclors —

And their Supnficrs

Among the bencliciaries are manufacturers,
wholesalers, exporters and most commercial
enterprises whose costs will deercase by the
amount of unrecoverable PST presently paid.

The construction industry will be (he single
higgest heneficiary ol the newly-refundable

provineial portion of IIST, BC Finance esti-.

mates that, of the $1.9 hillion of PST cur-
rently paid by businesses, the construction
seclor will save $880 million, or 46% of the
total expected business savings {rom conver-
gion to HST!

'The transportation sector will save $210 mil-
lion; Manufacturing - $140 million; Forestry
= $140 million; Mining, oil and gas - 530
tnillion. These sectors are major supplicrs 1o
the construction industry. Coniractors should
expect, perhaps demand, that PST savings
realized by these and other supplicrs are
passed on through lower prices.

The Effect on vour Construction Industry
Customers Moy Vary

As with any change ol this magnitude, there
will be winners und losers, Conunercial real
eslale cuslomers arg the big winners as the
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refundable throughout the distribution chain SERVICES
HST represents the optimal PST simplifica-  {e.g., forestry, manufacturing, construclion) Call your local Gonstruction
tion measure for contractors and the entire as well as on selling, purchasing und/or rental Agsociation tnday and find
construction industry. Complisnce with one  costs. Out what you're missing!
tax, cssenlially a larger GS1, will be much
casier than trying to administer two inher-  New residential developments  with  unit

prices of §400,000 or kess will be eligible for
# partial HE'1' New [Tousing Rehate that theo-
retically will not increase the tax cost of the
purchaze. Even high-end homes will be ali-

ently different sales lax systems.  The busi-
ness tax savings generated by a refundable
HST is an added bonus.
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gible for some reduction of the 12% tax, up to $20,000.

Municipalitics gel all the GST back, and may benefit with
100% HE'1 rebates on infrastructure and other construction
projects. Hospitals get 83% rebates while universitics, col-
leges and schools are cligible for relunds of two-thirds of the
(i8T that they pay. These and other public sector entities
may also find that the cost of major construclion projects is
tower under HST.

Qrganizations that provide GST exempt supplies will gener-
ally expericnce higher cosls due to the incréased non-
relundable taxation on expenditures such as office rent and
gervices, Some examples are residential renlal and seniors’
home operalors, indusiries serving resale homes such as
home renovators and realtors, the financial services sector,
and doctors and dentists.

Others who will be hurt by HST are mdustries where PET is
currently not collectible on revenues, snd the customer isn'i
eligible for HST relunds. Restaurateurs, for example, will
sce the 5% GS'1 on their services increased to 12% overall,

Consumers worry that they will bave 1o pay more when IIST
is implemented. Ilowever, the implementation of HST dur-
ing recessionary times will put pressure on businesses which
are compeling hard for limiled consumer dollars. Smart busi-
nesses will move quickly to reduce their cost stucture and
will pass on savings as soon as possible, W preserve (heir
market share.

Ultimately, the markets will have g grealer clicel on prices,
inchading new and resale bousing, renovations and commer-
cial construction, than the harmonization of the GST and
PST.

What fo Do in the Meaniime
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Very litlle information has been provided at this point,
‘I'ransitional roles and other specific details may be released
as late as March 2010, leaving little lime to prepare for
HST. But you can start now. Contractors and other busi-
nesses may wish to reconsider the timing of planncd cxpen-
ditures, perhaps delaying a major capital outlay until July 1,
2010 when non-recoverable PEL s converted to refundable
[I8T. One-time accounting and reporting syslem changes
are required but, once implemenled, should How searmlessly.

Contracts straddling HST implementation will require care-
ful disclosure regarding PSET vs. HST. Transitional tax ad-
jusimenis, stll to be anmounced, may be expecied on con-
gtruction costs subject to PST prior to July 1, 2010, where
the sale closes on or aficr July 1, 2010,

Please contact the writer if you have any queslions or com-
ments, T would appreciate your [eedback, both positive and
negalive, so Lthat we can share experiences throughout the
varfous phases of HST implementation. Lel me know il you
would like to receive a free cmail-based update on IIST and
other relevanl lax issucs as new information becomes avail-
able.

Carl Beck, CAMA

Telephone: (004) 396-0005  E-mail: carl. beckmitelus.nat

Carl Beck has extensive experience advising clients
during sales tax transitions, having been directly in-
volved in the implementation of GST in 1991, Quebee
Sales Tax (Q81) in 1995 and HST in the Maritimes in
1097, During the implementation of GST, Carl Beck
waorked as a Senior Policy Officer in CRAs HQ Real
Property Unit where he wus uble (o monitor and re-
solve many of the transitional complexities us the con-
struction sector mouyed from an embedded Iederal
Sales Tax in material costs to a generally-refundoable
GST on velue added components.
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The tiggion of the BCCA is to provide lcadership and excellence in the
representation of and service to British Columbia’s construction industry



