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Legislative Costing Note

This is an independent cost estimate of a budgetary measure contained in the federal government’s Fall Economic Statement 2020
(FES 2020). A list of the PBO's cost estimates of components of the FES 2020 can be viewed on its website.

Publication Date: 2021-02-18 (Revised 2021-02-18)

Short Title: The collection of GST from foreign-based sellers on the final price of goods sold to Canadian
residents from Canadian fulfillment warehouses

Description: Certain foreign-based sellers store goods in warehouses within Canada in anticipation of the
goods being sold to buyers located in Canada. Once an item is purchased, it is shipped from
the warehouse to the buyer. While GST is paid on the wholesale value of the good when it is
imported into Canada, GST is not necessarily collected on the gap between the wholesale
value and the final price of the good. The proposed measure would ensure that GST is
collected on this price gap.

If a seller is registered to collect GST, the seller themselves would be responsible for
collecting GST on the final price. If a seller is not registered but they sell through a
distribution platform, the platform would be responsible for collecting GST on the final price
on behalf of the seller.

This policy would come into effect on July 1, 2021.

Data Sources: Variable Source
2019 Amazon.ca sales and Amazon.com in ecommerceDB
Canada and 2019 E-commerce revenue in
Canada
Percentage of paid units sold by third-party ~ Statista
sellers (Q3 2020), Percentage of American
sellers that use Fulfillment by Amazon (FBA),
retail e-commerce revenue in Canada

Gross margin for online retail NYU Stern School of Business
Consignment values of parcels and consumer Technical Paper, Modeling the Economic
share of Canada Post parcels Effects of Raising the De Minimis Threshold in

Canada, C.D. Howe Institute
Monthly retail e-commerce purchases from  Statistics Canada Table 20-10-0072-01
Canadian retailers
Percentage of eBay parcels imported through eBay Canada President as reported by
mail Canadian Press on June 25, 2020

$US to $CAN exchange rate Bank of Canada
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https://www.pbo-dpb.gc.ca/en/blog/news/BLOG-2021-008--costing-fall-economic-statement-2020--estimation-cout-mesures-enonce-economique-automne-2020

Estimation and The de minimis threshold' is $20 for goods imported by mail, but $40 on goods imported by
Projection Method: courier.

The Fulfillment by Amazon (FBA) program allows third-party sellers to store unsold goods in
warehouses in various locations so that when a good is purchased online, the good is
shipped from the warehouse that is closest to the customer’s location.

This analysis assumed that the inventory of all non-Canadian third-party sellers on Amazon.ca
(Amazon's Canadian website) that use FBA would be located in warehouses in Canada before
they are sold.

From total Amazon.ca sales, third-party sales and sales from non-Canadian sellers were
determined. The proportion of foreign third-party sellers on Amazon.ca that use FBA was
estimated. Their estimated profit margin was used to predict the gap between the price at
the time of import and the final price. All of the products using FBA were assumed to be
transported by couriers, meaning that only products over $40 would be affected by the new
policy. The proportion of sales that would qualify for the Input Tax Credit (ITC) was taken into
account in order to estimate the net GST revenue from foreign Amazon.ca vendor sales.

This analysis assumed that all items purchased from third-party sellers on Amazon.com that
use FBA would be located in the United States at the time of purchase. As such, these
purchases would not be affected by the proposed policy.

For non-Amazon e-commerce sales to Canadian buyers, very similar methodology was
followed. However, the proportion of parcels shipped across the border by mail, and the
amount of these packages that would be under $20, were taken into account.

Projections regarding e-commerce purchases were based on historical Statistics Canada data
and Statista data.

Sources of Uncertainty:  Although this costing took into account the effects of the COVID-19 pandemic on e-
commerce, it is uncertain how these effects will unfold in future years. Some reports and data
sources used in this analysis were more recent than others.

Sellers not registered for GST that sell less than $30,000 worth of goods a year do not
currently have to charge GST. Under the new policy, the platform would be obligated to
collect GST on behalf of these sellers. It is possible that some of these sellers would stop
using platforms, but it is unclear to what extent. This potential shift was not considered in this
analysis.

The application of GST to the final price could create a behavioural response among buyers
and sellers and was not considered. The magnitude of such behaviour is unclear, as many
factors could come into play other than just a consumer response to having to pay more GST.

This analysis also did not calculate the amount of trade that would be exempt from GST due
to the seller being a small supplier, due to a lack of data. As such, the estimates are expected
to overestimate the revenue generated by the proposed policy.

"The de minimis threshold is the dollar value under which an importer does not have to pay any taxes or duties.
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It is possible that some foreign sellers are already charging GST on the final price of goods in
fulfillment warehouses in Canada. Because data was not available, this was not considered,
which would lead to a potential overestimation of the effect of the policy.

The calculation of government revenue loss from ITCs assumed that the final sale price of all
items purchased by businesses would qualify for ITCs. Data about the proportion of these
purchases that would qualify for ITCs was unavailable. As such, the revenue loss due to ITCs is
expected be overestimated in this analysis.

This analysis used the FBA program participation by US-based Amazon sellers as a proxy for
Canadian fulfillment warehouse usage among all foreign sellers. More detailed data was
unavailable. Some sellers use both FBA and other methods of fulfilling orders, but it is unclear
to what extent sales that do not involve FBA would be affected by the proposed policy.

It was assumed that Canadians would not buy from Canadian buyers on Amazon websites
other than Amazon.ca.

The proportion of eBay parcels imported into Canada by mail was used to estimate this
proportion for all non-Amazon e-commerce parcels. It is possible that the proportion could
vary between different platforms or among parcels that are not sold through e-commerce
platforms.

This analysis did not look at possible administration or compliance costs of the proposed
policy, but these costs are expected to be minimal.

Prepared by: Katarina Michalyshyn <Katarina.Michalyshyn@parl.gc.ca>

Cost of proposed measure

$ millions 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Total cost - -85 -120 -127 -133 -139
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Supplementary information

$ millions 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Gross cost - -106 -150 -159 -167 -174
Cost of ITCs - 21 30 32 33 35
Total cost after recovery - -85 -120 -127 -133 -139
Notes

- Estimates are presented on an accruals basis as would appear in the budget and public accounts.
- Positive numbers subtract from the budgetary balance, negative numbers contribute to the budget balance.
- "-" = PBO does not expect a financial cost.
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