Please note that the following GST Menorandum although
correct at the tine of issue, has not been updated to refl ect
any subsequent |egislative changes since the date of issue.
As a result, sone of the technical information this
menor andum contains may no longer be valid. Please contact
your GST/HST Rulings Centre for assistance.

GST 400-3-3

I NPUT TAX CREDI TS
SPECI AL CASES - FOOD, BEVERAGES AND ENTERTAI NMENT

Gtawa, Cctober 4, 1991

This nenorandum outlines the restrictions on input tax credit
(1 TO eligibility wth respect to food, beverages and
ent ertai nnent expenses under the Excise Tax Act.

LEGQ SLATI VE REFERENCES

Exci se Tax Act - sections 174, 175 and 236, subsections 123(1),
169(1), 169(2) and 169(5)

| ncome Tax Act - section 67.1
DEFI NI TI ONS

The followi ng definitions have either been taken from the Excise
Tax Act as anmended by S.C. 1990, c. 45 (Bill G 62), or represent
depart nent al interpretations of terns rel evant to t he
adm ni stration of that Act.

"Act" neans the Excise Tax Act;

"anount" neans noney, property or a service, expressed in terns of
t he anount of noney or the value in terns of noney of the property
or service;

"busi ness" includes a profession, calling, trade, manufacture or
undertaking of any kind whatever, whether the activity or
undertaking is engaged in for profit, and any activity engaged in
on a regular or continuous basis that involves the supply of
property by way of |ease, licence or simlar arrangenment, but does
not include an office or enploynent;

"exenpt supply" neans a supply included in Schedule V to the
Exci se Tax Act;



"fiscal year" of a person neans

(a)where the person has made an el ecti on under section 244 of
the Excise Tax Act that is in effect, the period that
the person elected to be the fiscal year of the person
and

(b)in all other cases, the taxation year of the person for
i ncome tax purposes;

"input tax credit" neans a credit clainmable by a registrant for
the CGoods and Services Tax paid or payable by the registrant in
respect of the acquisition or inportation of any property or
service for consunption, use or supply in the course of comercia
activities of the registrant;

"person" neans an individual, partnership, corporation, trust or
estate, or a body that is a society, union, club, association,
conm ssion or other organization of any kind;

"registrant” means a person who is registered under section 241
or who is required to apply to be registered under section 240 of
t he Excise Tax Act;

"reporting period" of a person neans the reporting period of the
person as determ ned under sections 245 to 251 of the Excise Tax
Act;

"supply" neans, subject to sections 133 and 134 of the Excise Tax
Act, the provision of property or a service in any nmanner,
including sale, transfer, barter, exchange, |I|icence, rental

| ease, gift or disposition;

"tax" neans the Goods and Services Tax inposed under Part [|X of
t he Exci se Tax Act;

"tax fraction" neans 7/ 107t hs;

"taxabl e supply" nmeans a supply that is made in the course of a
comercial activity, but does not include an exenpt supply.

GENERAL

1. An input tax credit (1ITC may be clainmed by a registrant for
tax paid or payable on property or a service acquired or inported
for consunption, use or supply in the registrant's conmercial
activities. Section 169 of the Act governs the claimng of an
| TC, which, depending on the circunstances, may be full or
apporti oned.

2. Subsection 169(1) provides that, subject to Part |X of the
Act, a registrant is eligible to claima full ITC (100 per cent)
if the acquired or inported ©property or service is for
consunption, wuse or supply exclusively in the registrant's
commerci al activities.



3. More information on full ITCs is available in GST MEMORANDUM
400-1-1, "FULL I NPUT TAX CRED TS".

4. Subsection 169(2) provides that when property or a service is
acquired or inported by a registrant for consunption, use or
supply (in this subsection referred to as "intended use") partly
in the registrant's comercial activities and subsection 169(1)
does not apply, the registrant is eligible to claiman apportioned

| TC. In the case of an apportioned ITC, a registrant may claim
part of the tax paid or payable on the acquired or inported
property or service. In general, the ITC wll equal the

percentage or extent of use, consunption or supply of the property
or service in the registrant's comercial activities.

5. More information on apportioned ITCs will be available in GST
MEMORANDUM 400- 1-3, "APPORTI ONED | NPUT TAX CREDI TS".

6. There are sonme special cases of ITC eligibility under the
Exci se Tax Act. These include the treatnment of food, beverages

and entertai nment expenses and al | owances and rei nbursenents.
FOOD, BEVERAGES AND ENTERTAI NVENT

7. Section 236 of the Excise Tax Act parallels section 67.1 of
the Incone Tax Act. It is intended to limt the ITC that may be
clained by a registrant for GST paid or payable in respect of
suppl i es of food, beverages and entertai nnent.

8. Were the deduction for incone tax purposes is limted to 80
per cent of the cost of food, beverages and entertai nnent, only 80
per cent of the GST in respect of these expenses qualifies for an
| TC. Section 236 specifically refers to the 80 per cent
[imtation for the deductibility of f ood, beverages or
entertai nment expenses where section 67.1 of the Income Tax Act
applies, or would apply if the registrant were a taxpayer under
t hat Act.

Busi ness Expenses under the Income Tax Act

9. Anmounts paid for food, beverages and entertainnent are
general |y deductible in conmputing the taxpayer's incone under the
Income Tax Act to the extent that they are reasonable in the
ci rcunst ances.

10. For income tax purposes, the deduction for such expenses is
normally limted to 80 per cent of the total amount paid,
i ncluding expenses such as gratuities and provincial sales tax
(PST).

11. The Incone Tax Act outlines various exceptions to the 80 per
cent limtation. |In particular, subsection 67.1(1) does not apply
to an anount paid or payable by a person in respect of the
consunption of food, beverages or enjoynent of entertainment in



the foll owi ng cases:

(a)where the food, beverages or entertai nnent are provi ded by
a person carrying on a business of providing food,
beverages or entertainment (e.g., restaurants, hotels
and airlines) t hat normal | y provi de them for
conpensati on;

(b)where the food, beverages or entertainnment relate to a
fund-raising event, the primary purpose of which is to
benefit a registered charity;

(c)where the taxpayer is conpensated by soneone else (e.g.,
where a client is billed and the anobunt expended is
identified in the account submtted to the client as an
expense for food, beverages and entertai nnent);

(dywhere an anount is required to be included in conputing
the inconme of an enployee of the person as a taxable
benefit;

(e)where the anobunts paid for food or beverages or
entertainnent are in respect of an enployee at a renote
wor k | ocati on;

(f)where the person incurs expenses for food, beverages or
entertai nnent nade generally available to all enployees
at a particular event (e.g., a Christnmas party).

12. Wiere the costs of food, beverages and entertai nment provided
at a conference, convention, semnar or simlar event are not
identified separately fromthe total fee, $50 per day is deened to
have been paid for food, beverages and entertainnment. This anount
is subject to the 80 per cent limtation (i.e., $40 may be
deduct ed) .

13. Wien the cost of food, beverages or entertainnment is part of
a package price which includes anmounts not subject to the 80 per
cent limtation, the registrant will be required to determne the
value or make a reasonable estimate of the anmount subject to the
80 per cent limtation.

14. "Entertainnent” is defined under paragraph 67.1(4)(b) of the
| ncone Tax Act. Revenue Canada Taxation Interpretation Bulletin
| T-518 states that the following itens are considered to be
entertai nnent expenses and to be subject to the 80 per cent
l[imtation:

(a)the cost of tickets for a theatre, concert, athletic event
or other perfornmance;

(b)the cost of private boxes at sports facilities;

(c)the cost of roomrentals to provide entertai nnent, such as
a hospitality suite;



(d)the cost of a cruise;
(e)the cost of adm ssion to a fashion show

(f)the cost of entertaining guests at night clubs, athletic,
social and sporting clubs and on hunting, fishing,
vacation and simlar trips.

D rect Expenses

15. Pursuant to section 236 of the Excise Tax Act, where food

beverage and entertai nnent expenses are incurred directly by the
registrant, the calculation of the ITC eligibility is based on the
actual tax paid or payable on food, beverage or entertainnment
expenses, subject to the 80 per cent |imtation.

Al | owances

16. Under the provisions of section 174 of the Act, where a
person pays a reasonable allowance in respect of food, beverage
and entertainnment to an enployee, or in the case of a partnership
to a nenber of the partnership, the person shall be deened to have
paid tax equal to 7/107ths of the all owance anount where:

(a)the expenses were incurred in Canada;

(b)90 per cent or nore of the supplies were taxable at 7 per
cent;

(c)the expenses were in relation to a business activity of
t he person; and

(d)the allowance is deductible in conputing the incone of the
person for a taxation year by the person under the
| ncome Tax Act, or would have been so deductible if the
person were a taxpayer under the Inconme Tax Act and the
activity were a business.

17. The enpl oyer or partnership may claiman | TC equal to:

the tax fraction (7/107) X total allowance paid
18. Wiere the 80 per cent limtation rule applies, registrants
may choose one of two ways of determning the ITC that may be
cl ai med.
19. Under the first nmethod, registrants may claiman I TC equal to

7/107ths of the total al lowance for food, beverages and
entertai nnent expenses (including GST, PST and gratuities)

t hroughout the fiscal year. Were a registrant adopts this
nmet hod, 20 per cent of the total ITCs clained will have to be
recaptured at the end of the GST fiscal year. Those filing

annually will add 20 per cent of the ITC to the net tax for the



fiscal year. Mnthly and quarterly filers will add 20 per cent of
the 1ITC to the net tax in the GST return for the first reporting
period after that GST fiscal year.

20. The second alternative allows registrants to claim 80 per
cent of 7/107ths of the total allowance in each reporting period.

Under this nethod, the 20 per cent recapture is calcul ated during
each reporting period. This nmethod will elimnate the need for
any recapture adjustnent at the end of the GST fiscal year.

21. Under the provisions of subsection 169(5), where a registrant
cannot fully satisfy the general docunentary requirenents, a
docunentary exenption is allowed which provides that the
registrant may claim an ITC equal to 7/107ths of the allowance
(including GST, PST and gratuities), provided that sufficient
books and records are maintained indicating that the tax was paid
or payabl e.

Rei nmbur senent s

22. Section 175 of the Excise Tax Act provides that where a
menber of a partnership or an enployee of an enployer incurs an
expense for which the nenber or enployee is reinbursed by the
partnership or enployer, any GST included in the anount reinbursed
shall be deenmed to have been paid by the partnership or the
enpl oyer and not by the nenber or enployee. In accordance wth
the normal rules under section 169 of the Excise Tax Act, a
regi stered enployer or partnership may claim an ITC for the GST
included in the anount reinbursed to the enpl oyee or nenber of the
partnership for expenses incurred in Canada.

23. Were a reinbursenment is in respect of a supply of food,
beverages and entertainment and the 80 per <cent limtation
applies, registrants may choose one of two ways to recapture the
ineligible 20 per cent. However, the nethod chosen nust be used

consi stently throughout the fiscal year.

24. In the first method, I TCs are clainmed for expenses (including
PST, GST and gratuities) in the reporting period in which the
expense is incurred, or a subsequent reporting period, and 20 per
cent of the total ITCs clainmed at the end of the GST fiscal year
IS recaptured. For registrants filing GST returns annually, this
recapture is achieved by adding the disallowed 20 per cent to the
net tax for the GST fiscal year. For nonthly and quarterly
filers, 20 per cent is added to the net tax in the GST return for
the first reporting period after that GST fiscal year. Thi s
met hod may be used whether the registrant is claimng |TCs based
on sufficient docunentary evidence, or where there is an
exenption from general docunentary requirenents.

25. The second alternative may apply only where a registrant
cannot fully satisfy the general docunentary requirenents for
claimng |TGCs. Under the provisions of subsection 169(5), a
docunentary exenption is allowed which provides that a registrant



may claim 6/106ths of the total reinbursed anobunt in each
reporting period (including GST, PST and gratuities) provided that
sufficient books and records are maintained indicating that the
tax was paid or payable. Under this nethod, the 20 per cent
recapture may be calculated during each reporting period, which
effectively elimnates the need for any recapture adjustnent at
the end of the registrant's GST fiscal year.

26. Mre information on ITC eligibility with respect to
al l ownances and reinbursenments wll be available in GST
MEMORANDUM  400- 3- 11, "SPECIAL CASES - ALLOMNCES AND

REI MBURSEMENTS" .
DOCUMENTARY REQUI REMENTS

27. General docunentary and information requirenents are
outlined in GST VEMORANDUM 400- 1- 2, " DOCUVENTARY
REQUI REMENTS" .

NOTE: This nmenorandum does not replace the law found in the
Excise Tax Act and its Regulations. It is provided for your
reference. As it may not conpletely address your particul ar
operation, you may wish to refer to the Act or appropriate
Regul ation or contact any Revenue Canada Excise/ GST office
for additional information.
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