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Holding companies may face additional tax costs due to recently proposed GST/HST rules. 
These proposed changes may restrict the amount of input tax credits (ITCs) that holding 
corporations are eligible to claim under the GST/HST holding corporation rules, in certain 
circumstances.  

Finance released the proposals to amend the current rules on July 27, 2018. These 
proposals are intended to be effective as of July 28, 2018. As such, businesses should 
review transactions by their holding corporations to determine whether the proposed 
changes will affect the ITC eligibility of these corporations. These changes may affect 
many businesses as holding company structures are common in Canada in a wide range 
of industries, including mining, manufacturing and private equity.  

In addition to the proposals released on July 27, 2018, Finance also released a 
consultation paper to seek input regarding two possible additional changes to the 
GST/HST holding corporation rules. These two measures include changing the “related 
test” to a “closely-related test” and expanding the application of the holding corporation 
rules to include partnerships and trusts.  

Finance is accepting comments on the July 27, 2018 proposals until September 10, 2018 
and on the consultation paper until September 28, 2018. As a result, we may see changes 
to the proposals before they are enacted. 

Background 
A business is generally eligible to claim ITCs for GST/HST paid on property or services 
acquired in the course of its commercial activities. Absent specific rules, a holding 
company that has no other activity than holding shares or debt of a related corporation 
is generally not eligible to claim ITCs for GST/HST paid on goods and services it 
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acquires because it does not carry on commercial activities. The GST/HST system, 
however, includes special rules that allow holding companies to claim ITCs in certain 
circumstances (known as the GST/HST holding corporation rules).  

While the CRA has taken a narrow view in the application of these rules, the courts have 
taken a broader view, such that a holding company that incurs costs in raising capital 
could claim ITCs for GST/HST paid on such costs related to the shares or debt of the 
related corporations or as part of a takeover, subject to various rules and conditions. 

In its 2018 federal budget, the federal government announced that it would release a 
consultation paper and draft proposals related to the GST/HST holding corporation 
rules.  

GST/HST holding corporation rules become more prescriptive 

The current GST/HST holding corporation rules allow a holding company to claim ITCs for 
GST/HST paid on property or services it acquires if it can be reasonably considered that 
the property or services are in relation to the shares or indebtedness of another corporation 
related to the holding company. A number of conditions must also be met, including a 
requirement that all or substantially all of the property of the other corporation is for 
consumption, use or supply in the course of its commercial activities. If the conditions are 
met, the holding company is deemed to acquire goods and services in the course of 
commercial activities and, as such, the holding company is eligible to claim ITCs. 

The July 27, 2018 proposals significantly change these GST/HST holding corporation 
rules. Among other changes, the “reasonably” and “in relation to” tests are replaced with 
provisions that list specific activities and circumstances that may allow a holding company 
to claim ITCs. If the holding company incurs costs related to an activity or circumstance 
that is not listed in the proposals, it will generally not be eligible to claim ITCs.  

Among other things, the proposals require a holding corporation to acquire goods and 
services for the following specific purposes in order to claim ITCs for GST/HST paid on 
those goods and services:  

• Specified transactions involving the shares and debt of the operating 
corporation 

• The issuance or sale of shares or debt of the holding company to the extent 
that the proceeds are transferred to the operating corporation, and  

• Other activities of the holding company if the holding company meets a new 
property test, which requires that all or substantially all of the property of the 
holding company is shares or debt of the operating corporations.  

The holding company must now meet one of the specific purposes noted in the proposals 
as well as specific related rules and conditions before it may be eligible to claim any ITCs. 
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Some of the rules and conditions of the current GST/HST holding corporation rules 
continue to apply. 

The proposals generally apply to any property or services acquired or imported after 
July 27, 2018. 

KPMG observations 
In some corporate groups, the holding company may be better able to raise capital than 
the operating corporations, for a variety of reasons. The current rules allow qualifying 
holding companies to claim eligible ITCs for GST/HST paid on costs related to obtaining 
capital to invest in specific operating entities. As such, for GST/HST purposes, the 
corporate group would be indifferent as to whether the capital was raised by a qualifying 
holding company or an operating company.  

While the application of the current GST/HST holding corporation rules has often raised 
questions and challenges, the words “reasonably” and “in relation to” offer flexibility and 
a broad application. The elimination of these words from the rules and the more precise 
approach in the proposed changes may result in a more consistent application and 
interpretation of the rules. The proposals essentially codify some of the courts’ 
comments to the effect that holding companies that incur costs to raise capital through 
certain specific transactions to invest in operating subsidiaries may be entitled to ITCs if 
they meet certain conditions. The proposed changes ensure, among other things, that to 
be eligible for ITCs the proceeds must flow through to the operating corporations and be 
used in their commercial activities.    

However, the proposals may also result in more restrictions on ITC eligibility. In some 
cases, the proposals may disqualify some holding companies from claiming ITCs even 
though they may have qualified under the current rules, which may increase the cost for 
raising capital through a holding company for some corporate groups. 

Most holding companies will be affected and will have to carefully review their business 
structures to determine the GST/HST implications of the proposed changes.  

Property test for holding companies  

The proposals have also introduced a new “property test” for holding companies. In order 
to meet this new “property test”, all or substantially all of the property of a holding company 
must be shares or debt of related operating corporations. 

KPMG observations 
The expression “all or substantially all” generally means 90% or more. A holding 
company that carries on other activities or that owns shares of other corporations, in 
addition to owning shares of a related operating corporation, may not meet the new 
property test included in the proposals and as a result may not be eligible to claim ITCs 
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under the GST/HST holding corporation rules on expenses that would otherwise meet 
the other conditions of the proposed rules. 

Consultation paper — More changes proposed 

Finance has also released a consultation paper that proposes two other changes to the 
GST/HST holding corporation rules: replacing the current “related” test with a “closely-
related” test (i.e., essentially raising the ownership test from more than 50% to 90% or 
more) and expanding the rules to include partnerships and trusts.  

Finance notes that the current “related” test may lead to “inappropriate policy outcomes” in 
some cases and adds that a company that owns a 51% interest in an operating corporation 
may be entitled to ITCs on certain expenses while other shareholders of the same 
operating corporation may not be entitled to ITCs on similar expenses.  

KPMG observations 
By increasing the ownership test to more than 90%, the proposed new “closely-related 
test” would further restrict the application of the holding corporation rules. This change 
could significantly affect holding companies that own more than 50% but less than 90% 
of the shares of an operating corporation and who incur most of the expenses related to 
raising capital or debt or who have other responsibilities arising from being the majority 
shareholder.  

The second proposal in the consultation paper to expand the GST/HST holding 
corporation rules to partnerships and trusts may benefit certain partnerships and trusts. 
However, the proposed changes may also present challenges. Trying to expand the 
current “related” test to partnerships and trusts may be simpler than trying to expand the 
proposed “closely-related” test.  

The GST/HST system already includes a provision that deems members of a 
partnership to be related to the partnership. However, the proposed “closely-related” test 
is based on specific legal principles that apply to corporations (e.g., value and number of 
shares, voting rights). Expanding this test to partnerships and trusts may give rise to 
complicated legislative measures and deeming provisions because of the legal 
principles specific to these business structures (e.g., interests in the partnership, general 
and limited partners, units issued by trusts, trustees and custodians, and master trusts). 

We can help 

KPMG’s Indirect Tax professionals can help you determine whether the proposed changes 
to the GST/HST holding corporation rules may affect your business. We can help you 
assess the impact of the proposed changes on your processes and transactions related to 
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raising capital. We can also keep you abreast of the progress of these proposals as they 
make their way into law.  
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