
 

   

 

   
  

  
 

Ontario Reduces HST RITCs — Large Businesses 
Affected  

Large businesses are no longer required to repay input tax 
credits under Ontario HST  

August 21, 2018 

 

Large businesses are essentially no longer required to repay 
input tax credits for the provincial component of the Ontario 
HST that becomes payable on or after July 1, 2018. 
However, even if the Ontario recapture rate is now reduced 
to zero, and as such no net recapture input tax credits 
(RITCs) are generally required to be paid for Ontario HST 
payable on or after July 1, 2018, large businesses may 
continue to have related reporting requirements. Based on 
CRA's Schedule B, it appears that large businesses may still 
be technically required to report the amount of gross RITC 
that are subject to the Ontario RITC rules on Schedule B 
until June 30, 2021 to be compliant with the GST/HST. 

As such, large businesses will continue to be affected by the 
RITC rules for reporting purposes and if they have to make 
adjustments for past reporting periods and possible audits. 
Additionally, these businesses may still be affected by similar 
rules and restrictions in Prince Edward Island and Quebec, 
which are still being phased out. Ontario reduced the 
recapture rate used under the RITC rules to 0% (from 25%) 
on July 1, 2018, the final stage in the phase-out of these 
RITC rules. 

Large businesses who are subject to these rules under the 
Ontario HST should adjust their accounts and calculations 
related to the specified property and services that are subject 
to these RITC rules. These businesses will have to prepare 
to adjust their systems and processes for the next stages in 
Quebec's phase-out of its restrictions on input tax refund 
(ITR) rules (on January 1, 2019), and Prince Edward Island's 
phase-out for its RITC rules (on April 1, 2019). 
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Background 
Ontario and Prince Edward Island had previously introduced 
RITC rules for large businesses. The RITC rules apply to 
large businesses and essentially restrict the input tax credits 
related to the provincial component of the HST for specified 
property or services acquired, imported or brought into the 
province. Specified property and services include qualifying 
energy, telecommunications, meals and entertainment 
expenses, and motors vehicles under 3,000 kilograms. In 
general, the rules apply to businesses with more than $10 
million in annual revenues, including revenues from related 
entities, as well as most financial institutions (i.e., large 
businesses). Special rules apply to reorganization 
transactions and new businesses.  

Large businesses subject to the RITC rules cannot simply 
forgo claiming their input tax credits and not report the RITC 
as required in their GST/HST returns. In general, these 
businesses claim the related input tax credits in the 
appropriate GST/HST reporting period and report the RITCs 
as required. 

Quebec's ITR restrictions generally apply to similar property 
and services subject to the RITC rules. However, large 
businesses that incur Quebec Sales Tax (QST) on these 
goods and services do not recapture ITRs. They could not 
claim any related ITRs prior to January 1, 2018. Currently, 
they can only claim ITRs based on the claim rates applicable 
to the particular claim periods. 

Ontario's recapture rate reduced to zero but audits 
continue 
While Ontario has essentially reduced the RITC to zero 
under the Ontario HST, large businesses may continue to be 
affected by these rules for some time, such as technically 
being required to continue to report the gross RITC amount 
of Schedule B until 2021. Some businesses may also have 
to make adjustments related to RITCs for past reporting 
periods to correct certain errors or to reconcile certain 
amounts based on a particular method. Also, certain 
employees' taxable benefits may still be subject to the RITC 
rules. In addition, the tax authorities will continue to audit 
large businesses' RITC obligations until the recapture 
periods are statute barred. The audit period is generally four 
years. The recapture rates under the Ontario RITC rules as 
well as the related recapture periods are as follows: 

 

For transactions that may straddle July 1, 2018, large 
businesses should ensure they carefully review their invoices 
to determine their RITC obligations. Large businesses must 



generally apply the recapture rate that applied at the time the 
HST first became payable or was paid without having 
become payable for the particular specified property or 
service.  

RITC rules continue in Prince Edward Island 
Prince Edward Island started a three-year phase-out period 
of the province's HST RITC rules on April 1, 2018. The 
recapture rate will be phased out as follows:  

 

As a reminder, large businesses are required to enter the 
gross RITC amounts when they complete their schedule B 
electronically. If these businesses adjusted their systems to 
include a particular recapture rate, they must manually 
recalculate the gross RITCs for the particular reporting 
period when they file their GST/HST return. Otherwise, these 
businesses may report the wrong RITC amount and 
potentially create a tax liability. Large businesses may also 
have to allocate the gross RITCs between the applicable 
recapture rates, such as where their reporting periods 
straddle April 1, 2018. 

In light of the phase-out periods, large businesses should 
ensure that they have adjusted certain systems and 
calculations, such as employee expense accounts and 
estimation/reconciliation RITC methods, if applicable. 

Large businesses that do not report the RITC correctly for a 
prior reporting period must correct the particular reporting 
period related to that RITC. Businesses cannot simply adjust 
the current reporting period to remit any additional tax owing. 
Where RITCs are misreported, related penalties may apply. 

Phase-outs of the QST restrictions 
In general, large businesses that qualify to claim ITRs are 
eligible to claim ITRs in respect of specific goods and 
services at a rate of 25% of the QST payable or that was 
paid without having become payable as of January 1, 2018. 
The claim rates and phase-out periods are as follows: 

 

The specific goods and services subject to the ITR 
restrictions are generally similar to the specified property and 
services subject to the RITC rules. 



We can help 
Your KPMG adviser can help you review how your systems, 
costs and GST/HST and QST returns are affected by the 
reduction of the recapture rate to zero under the Ontario 
RITC rules, and the phasing-out of similar rules and 
restrictions in Prince Edward Island and Quebec. We can 
assist you with these tax compliance obligations as well as 
other indirect tax obligations. 

For more information, contact your KPMG adviser. 
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