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Many businesses that purchase carbon emission allowances now have new GST obligations. 

Finance recently announced that businesses that purchase qualifying taxable carbon emission 

allowances will now be required to self-assess GST/HST on such purchases and remit those 

taxes to the CRA starting June 27, 2018. Previously, sellers of these allowances were 

responsible for collecting the GST/HST from the purchasers and remitting these taxes. 

Finance’s proposed legislation, which was released on June 27, 2018, does not otherwise 

change the tax status of these allowances.  

Finance is accepting comments on the proposed amendments, including related transitional 

rules, until July 27, 2018. Quebec also announced that it will incorporate QST changes with the 

same effective date in its legislation to reflect the proposed new GST/HST rules.  

Background 

The initial sales of the carbon emission allowances from Canadian government entities are 

generally GST/HST exempt. However, the sales of carbon emission allowance surplus on 

the secondary market to businesses that require additional emission limits are taxable 

supplies for GST/HST purposes. Under the previous rules, the sellers of such taxable 

allowances were subject to the general GST/HST collection rules, and were required to 

collect from the purchasers the applicable GST/HST on these taxable supplies. Eligible 

purchasers could then claim an input tax credit (ITC) in their GST/HST return.  

 
Purchasers and sellers — Review proposed GST/HST rules 

Under the proposed new rules, purchasers must self-assess the GST/HST payable on their 

taxable qualifying emission allowance purchases, and remit these amounts in their GST/HST 

returns for the reporting period during which the tax became payable, as of June 27, 2018. In 

general, purchasers may be eligible to claim ITCs related to those amounts of GST/HST 

payable if the allowances are acquired in the course of their commercial activities.  
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In general, a carbon emission allowance must meet three tests to qualify under the new 

proposed definition of an “emission allowance” in order for the new rules to apply. Specifically, 

an allowance: 

 Must be an allowance, credit or similar instrument that is issued or created by a 

government, a board or other specific government entities 

 Can be used to satisfy a requirement under a scheme or arrangement to regulate 

greenhouse gas emissions, and  

 Must represent a specific quantity of greenhouse gas emissions expressed as carbon 

dioxide equivalent. 

While purchasers will have to identify qualifying carbon emission allowances to meet their new 

GST/HST obligations, sellers will also have to determine whether each allowance they sell 

meets this definition to help ensure that they will not have to collect GST/HST from purchasers.  

The proposed new rules also include transitional rules that apply where GST/HST payable on 

taxable qualifying emission allowances was not collected before June 27, 2018.  

It appears that Quebec will apply similar rules for QST purposes as of June 27, 2018. 

KPMG observations 

The proposed new GST/HST rules address some concerns under the previous rules. Before, 

sellers of carbon emission allowances had to apply the place-of-supply rules to determine 

whether the supply was made in or outside Canada, and to determine the province of the 

supply if in Canada, often with limited information on the counterparty to the transaction. The 

previous rules also created cash flow and pricing concerns, since the seller had to collect 

and remit the GST/HST (at varying rates), which was later claimed by the purchaser as an 

ITC.  

Under the proposed new GST/HST rules, most purchasers of carbon emission allowances 

will self-assess the tax and claim ITCs on the same return, where they acquire the 

allowances in the course of their commercial activities. As a result, there would generally be 

no net tax payable on the purchase.   

However, the proposed new rules may create some challenges for purchasers. The 

proposed regime only applies to sales of qualifying allowances made by GST/HST registered 

vendors; it only displaces tax that the vendor must otherwise collect under the general 

GST/HST collection rules (i.e., Division II of the Excise Tax Act (ETA)). It’s not yet clear 

whether the purchaser will have sufficient information to determine whether it should be self-

assessing tax under the proposed new rules, or whether self-assessment is required under 

import rules (i.e., Division IV) because the seller is a non-registered non-resident. As a result, 

the proposed rules could be amended to override the import rules and require self-

assessment in all cases. 

Another potential issue for purchasers is that they may find it difficult to determine the tax 

rate to use to self-assess. The place-of-supply rules for intangibles, such as carbon emission 

allowances, are generally based on the provinces where they can be used and, as such, 

often default to the highest HST rate (currently 15%). It’s not clear whether most self-

assessment under the proposed new rules will be at 15%, and it’s worth considering whether 

a simpler approach might be to zero-rate all such transactions (on the basis that they would 

later claim an ITC on the same GST/HST self-assessed). 
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In addition, where the seller has charged GST/HST in error under the proposed new rules, 

the purchaser cannot apply for a rebate of tax paid in error under section 261 of the ETA. 

Further, the legislation does not prevent the seller from collecting the tax under Division II; it 

merely states that the seller is not “required” to collect the tax. Accordingly, some sellers may 

continue to collect GST/HST, at least until the proposed amendments are enacted. Some 

sellers may collect the tax on or after the effective date of June 27, 2018, before they 

become aware of the proposed new rules and adjust their systems. In such cases, it appears 

that the purchaser would be expected to ask the seller for a credit note under section 232 of 

the ETA. It’s not clear whether that section would even apply, or whether the purchaser could 

instead claim ITCs for both tax collected and tax self-assessed. 

It is not yet clear how sellers of taxable carbon emission allowances will have to alter their 

invoices and documentation to reflect the proposed new GST/HST and QST rules. However, 

purchasers of such allowances should review their processes to ensure that they are able to 

identify qualifying allowances on which they must self-assess GST/HST and QST.  

Purchasers of carbon emission allowances should remember that they only have to self-

assess on purchases of taxable carbon emission allowances and not on the exempt supplies 

of carbon emission allowances purchased from Canadian government entities. 

 
We can help 

 

Purchasers and sellers of carbon emission allowances should determine how the proposed 

GST/HST and QST rules, including the transitional rules, will affect them. They could also 

consider contacting Finance before July 27, 2018 with any comments or suggestions to improve 

the proposed amendments.  

We can help you examine your processes, systems and tax obligations and determine how the 

GST/HST and QST will affect your operations. We can also discuss your submissions to 

Finance with you.  
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