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What is GST?



What is GST?
Canada’s Goods and Services Tax, the “GST”, is a value-added tax, also known as VAT. It is a multi-stage tax that applies 
at every step in the production and distribution cycle, from raw materials to retail sales. That makes it different from a sales 
and use tax, a retail sales tax or a manufacturer’s sales tax, all of which are collected at a single point in time. More than 
130 countries use different forms of value-added taxes. A vast array of rules, regulations and laws govern the GST and
its effects on businesses in Canada.

How does GST work? 
Ultimately, the consumer or buyer pays the GST, but since it’s 
levied at every stage in production, marketing and distribution, 
it affects almost every organization doing business in Canada. 
To make sure the tax is, in fact, passed on to the end of the 
chain, there’s something called an input tax credit or “ITC”.  
A registrant that carries on a commercial activity (i.e., makes 
taxable sales) is entitled to recover GST paid by claiming an 
ITC. When a business files a GST return, it can deduct ITCs 
from tax collected on taxable supplies. What’s left is called 
“net tax”.

Why does it matter that GST is tracked on our 
expense reports? 
It matters because the ITC is not automatic. Just because a 
business collects and remits tax on sales, it is not automatically 
entitled to claim ITCs for any GST paid. Registered entities 
must ensure that they’ve also met the requirements for claiming 
ITCs. If a business doesn’t, it could cost them more money.

 

These requirements apply to employee expense reimbursements. 
In addition to the expenses that registrants directly incur, 
organizations may also claim ITCs for the GST that employees 
pay. Failing to claim these ITCs is leaving money on the table, 
unnecessarily increasing your costs.

There’s also a danger when a business overstates its ITCs. 
Auditors regularly target employee reimbursements and 
allowances. If your business has overstated ITCs, you could see 
an exposure under audit.

With all the rules and tax regulations, it can be hard to fully 
understand how you can remain tax compliant and get every dollar 
coming to you. We’ve created this eBook with our partner, Ryan 
Canada, to help you understand how the GST/HST and QST work, 
including how to accurately and easily track them on your 
employee expense reports. 
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Chapter 1: 
Working with 
GST/HST and QST

 



Working with GST/HST and QST
How the GST/HST and QST work? The GST/HST is a federal tax, which is calculated on the total purchase price – 
referred to as “consideration” – of taxable goods or services supplied in Canada. Organizations registered for the tax 
charge GST on all taxable supplies made in Canada. They charge Harmonized Sales Tax (“HST”) on all taxable supplies 
made in a province that has harmonized its provincial sales tax with the GST.

There are currently five provinces in Canada which have 
harmonized their provincial sales tax (“PST”) with the GST:

Like GST/HST, the Quebec Sales Tax (“QST”) is a value-added 
tax, which is designed to be paid by the ultimate consumer or 
purchaser. It is collected by organizations registered for QST on 
the value of the consideration for taxable goods or services 
supplied in Quebec. Currently, the QST rate is 9.975%. While 
some of the other provinces may have provincial sales taxes, 
these are retail sales taxes and are not recoverable as ITCs. 

 

Edison Lighting Inc. (“Edison”) sells light bulbs to 
companies throughout Canada.  A customer ordered 
100 cases, asking for half to be delivered to its 
warehouse in Ottawa and the other half to its 
warehouse in Montreal.  As Edison is registered for 
both GST/HST and QST, it will charge 13% HST on 
the shipment to Ottawa and 5% GST and 9.975% QST 
on the cases delivered to Montreal.

Five provinces in Canada have harmonized their provincial sales tax with GST:
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•   Newfoundland and Labrador (15%);
•   New Brunswick (15%);
•   Nova Scotia (15%);
•   Prince Edward Island (15%); and
•   Ontario (13%).
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Working with GST/HST and QST

Outside of the five harmonized provinces mentioned, taxable 
goods and services are subject to GST at 5%, plus any 
applicable provincial sales tax (“PST”).  Any PST collected is 
remitted to the Ministry of Finance in that province.  The GST/
HST collected is remitted to the Canada Revenue Agency 
(“CRA”), while any QST collected is remitted to Revenue Quebec.  

Organizations that make taxable supplies can claim ITCs for
GST/HST paid on expenses incurred to provide those taxable 
supplies. They can also claim input tax refunds (“ITRs”) for 
QST paid, so GST/HST and QST do not generally become 
costs to these organizations. Any PST paid, however, is an 
additional expense.

Tax charged on goods and services complicates the reporting 
of employee expenses. An employer needs to consider a number 
of issues relating to GST/HST and QST when dealing with 
employee expense reimbursements, including documentation 
requirements and various restrictions.   



Chapter 2:
Reimbursements
and allowances 
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Reimbursements and allowances

 
 
 

As a result, an ITC/ITR is available to an employer who 
reimburses an employee for an expense or cost which includes 
tax on goods or services acquired for use in relation to the 
business activities of the employer. The employer is deemed  
to have received the goods or services.

The general rules for claiming ITCs and ITRs require that the person claiming the credit or refund is the person who 
is liable to pay for the supply. That person is often referred to as the “recipient” of the supply. Special provisions 
under the Excise Tax Act and an Act respecting the Québec sales tax permit an employer to recover tax paid by an 
employee. Without these provisions, an employer would not be able to claim the tax paid as an ITC or ITR, even when
it was incurred on behalf of the employer for its commercial activities. That’s because the employee would technically 
be the recipient of the supply.

Fortunately, specific provisions let one party claim ITCs or 
ITRs for tax paid by another person in situations involving the 
reimbursement of an expense or the payment of an allowance 
to an employee.

The legislation deems that an employer has paid the tax when 
the expense is reimbursed to an employee who paid tax on 
a good (referred to as property) or service that was acquired 
or imported for use in the employer’s activities. 



Organizations must meet certain documentation requirements 
before they can claim ITCs or ITRs. These same requirements 
must still generally be met in order to extract the tax on 
qualifying employee reimbursements.

 
 

There are certain restrictions in claiming ITCs/ITRs. In addition, 
there are also restrictions on certain types of expenses incurred 
by large businesses. Under the law, a large business is generally 
a business with annual taxable sales in excess of 10 million 
dollars in a fiscal year, including revenue made through an 
associated Canadian permanent establishment. Large 
businesses in Quebec must take ITR restrictions into account. 
As a temporary measure, large businesses in Ontario and 
Prince Edward Island have to reduce their ITC claims by 
effectively repaying a portion of the provincial part of the HST 
claimed on certain categories of expense. That’s called 
“recapture”. Chapter 3, “Restrictions and Limitations”, 
discusses both of these restrictions in further detail.

 

 
 

 

 
 
 

 

Documentary requirements for the recovery of tax

For purchases over $30, the following information 
is necessary to meet the documentary requirements: 

• name of supplier;
• invoice date;
• amount payable;
• amount of tax paid; and
• supplier’s GST/HST or QST number.
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Reimbursements and allowances

For purchases over $150, the recipient’s name, 
a description of the goods or services acquired, 
and the terms of payment are also required.



 

For GST/HST and QST purposes, 
the simplified factors are:
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Reimbursements and allowances

Simplified factor methods available 
for employee reimbursements

But what if the expense report is missing some of the information 
required to meet the general documentary requirements? 
It happens often. Fortunately, as an alternative to meeting the 
general documentary requirements, organizations may choose 
to use prescribed simplified factors to determine ITCs or ITRs.

The simplified factors are also subject to the 50% ITC restriction 
for meals and entertainment expenses and the recapture of ITC 
(“RITC”) requirements in Ontario and Prince Edward Island. 
These restrictions are discussed further in Chapter 3, 
“Restrictions and Limitations”.

The prescribed factors take into account tips and other 
non-taxable expenses which may be included in the expense. 
Other than the factors used for expenses incurred in a 
harmonized province, the factor does not vary for the 
remaining provinces, where GST is payable at 5% (i.e., in 
British Columbia, Saskatchewan, Alberta, Manitoba, Quebec, 
and any of the territories).  However, the factors are not 
available for expenses incurred outside of Canada.

•   4/104, where 90% or more of the expenses are 
    taxable supplies made in Canada, but not in a     
    harmonized province; 

•   12/112 for expenses incurred in Ontario; 

•   14/114 for expenses incurred in New Brunswick 
    (effective July 1, 2016), Newfoundland and 
    Labrador (effective July 1, 2016), Nova Scotia, and 
    Prince Edward Island (effective October 1, 2016); and

•   9/109 for the QST on expenses incurred in Quebec.



There are potential pitfalls here: If a business uses the simplified 
factor method, it must use it for the entire fiscal year. The 
business must apply the same method consistently within each 
category of reimbursed expenses (for example, airfare, 
accommodations, meals and entertainment, etc.). So, if the 
employer chooses to use the simplified factor method to 
extract tax paid on airfare for one employee, then it must 
use the factor method for all airfare expenses reimbursed to 
all employees during that fiscal year. You can’t use the factors 
to “cherry pick” GST/HST or QST for ITC or ITR purposes 
where particular invoices or receipts do not adequately 
disclose the amount of tax charged or when they do not meet 
other documentary requirements. The factors must also be 
used consistently from employee to employee.

When a company uses Concur for their T&E 
management, air and hotel expenses are always 
calculated with the actual method, and the account 
manager must pick an option, actual or simple, for 
ALL of the other expense types. Their choice will be 
applied to all other expenses for every employee.

Example: 
John Smith submits an expense report to his employer, 
located in Ontario, for travel to Calgary. He incurred the 
following expenses:

• Airfare: $841 + $109.33 HST= $950.33
• Accommodations: $388 + $19.40 GST = $407.40
• Meals: $100 + $5 GST + $10 tip = $115.00
• Car Rental: $54 + $2.70 GST = $56.70

 
Using the actual method, the employer would claim input 
tax credits of $133.93 [$109.33 + $19.40 + $2.70 + ($5 x 
50%)]. Under the simplified factor method, the employer 
would claim input tax credits of $121.88 [$950.33 x 12/112+ 
($407.40 + $56.70) x 4/104 + 115.00 x 4/104 x 50%].
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Reimbursements and allowances

Simplified factor methods available 
for employee reimbursements

Ease of calculation and elimination of the requirement for 
documentation are definitely advantages to using the simplified 
factors.  However, in using these factors, the GST/HST or QST 
extracted may be less than the actual tax charged on the 
original expense incurred by the employee.



Unlike an employee reimbursement, which is a payment made
to repay an employee for expenses incurred by the employee, 
an allowance is a payment that an employee receives without 
having to account for its use to the employer.

 

Under the legislation, a deeming rule applies to allowances 
paid by an employer, deeming tax to have been paid on the 
underlying expense in respect of a qualifying allowance 
paid to an employee. Again, the rules use certain multipliers 
or “factors” to determine the amount of tax included in an 
allowance. These are different from the simplified factors for 
employee expense reimbursements and change from province 
to province.

Notional tax recoverable on eligible  
employee allowances

A person is deemed to have paid tax equal to:

• 5/105 for GST purposes, where 90% or more  
of the underlying expenses are taxable  
supplies to be made in Canada, but not in  
a harmonized province; or 

• 

 
 

• 9.975/109.975 for QST purposes, where 90%  
or more of the allowance relates to taxable 
supplies to be incurred in Quebec.
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Reimbursements and allowances

13/113 in Ontario or 15/115 in New Brunswick 
(effective July 1, 2016), Newfoundland and 
Labrador (effective July 1, 2016), Nova Scotia, 
and Prince Edward Island (effective October 1, 
2016) for HST purposes, where 90% or more of 
the allowance relates to taxable supplies 
acquired in one of the harmonized provinces; and 



In order for tax to be recoverable, an employee allowance 
 

must be:

• 
 

• deductible for income tax purposes; and

• considered reasonable by the employer at the time 
 

of payment.

For example, an employer may provide its employees with a 
per diem meal allowance. While a per diem allowance of $100 
may be reasonable, an allowance of $1,000 would likely be 
considered unreasonable.

Common allowances paid to employees:

• per diems
• meal allowances
• mileage
• cellular phone and/or data allowances
• travel allowances
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Reimbursements and allowances

Which one to use for HST purposes? If 90% or more of the 
underlying supplies related to an allowance are to be made 
in a particular harmonized province, then that province’s factor 
should be used to claim the ITC. However, if 90% or more of 
those supplies are to be made in two or more harmonized 
provinces, then the lowest available factor will be used to claim 
the ITCs. For example, if an employee receives an allowance 
to pay for business expenses incurred equally while traveling in 
Ontario AND Nova Scotia, Ontario’s lower factor of 13/113 should 
be used to claim the ITCs.

paid in respect of supplies acquired in Canada/Quebec, 
at least 90% of which are taxable (other than zero-rated) 
supplies;  



Automobile allowances are considered to be reasonable by the 
CRA only where: 

• the allowance is based solely on the number of business 
kilometres driven;

• the rate per kilometre is reasonable; and

• the recipient of the allowance is not reimbursed, in  
whole or in part, for automobile expenses, in addition to  
the allowance. The 2017 tax-deductible per kilometre 

allowance limits for GST/HST purposes are 54 
cents per kilometre for the first 5,000 kilometres, 
and 48 cents per additional kilometre. The limits 
are each 4 cents higher in the territories. These 
rates were the same in 2016.

Example: 
ABC Company reimburses an employee for mileage at 
a rate of 48 cents per km. The employee travels 300 km 
in Saskatoon. ABC Company can claim an ITC on the 
mileage allowance of $6.86 (300 x $0.48 x 5/105). 
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Reimbursements and allowances

Flat rate periodic allowances (for example, $400 per month) 
are generally not considered reasonable.  In addition, where 
an employee is paid a combination flat rate and reasonable 
per kilometre allowance, no ITCs are allowed for either portion 
of the allowance.
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Reimbursements and allowances

Again, things are a little different for large businesses. 
In those cases, automobile allowances qualifying for ITCs, 
relating to travel in Ontario and Prince Edward Island, are 
subject to the RITC requirements for the provincial part of 
the HST.

Generally, Revenue Quebec adopts the same per kilometre 
limits for allowances to be considered reasonable as the 
federal government.  As with GST/HST, where employees 
receive unreasonable allowances, no ITRs are available and 
the allowances become a taxable benefit to the employees. 
ITRs are only available to small and medium businesses, 
which are not subject to the large business restrictions 
discussed in chapter 3.

Example: 
If a business in British Columbia provides an employee 
with an allowance for meal expenses of $100 (including 
GST), then the ITC would be restricted by 50%.

The business would be able to claim an input tax credit 
of $2.38 ($100 x 5/105 x 50%).



 
Chapter 3:
Restrictions
and limitations 



Restrictions and limitations

Personal use restrictions
 

business clubs

fitness club 
memberships

golf club 
memberships
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The legislation is designed to let companies recover the GST/HST and QST paid on business expenses. It will usually 
deny the recovery of tax where expenses are personal in nature. An organization may only claim ITCs/ITRs for tax 
paid on goods or services if the expenses were incurred for use by your business in your commercial activities. 
Again, the amount paid for these goods and services must also be “reasonable”, or the ITCs/ITRs will be denied. Many 
of these restrictions can also be found in the Income Tax Act. 

The following restrictions apply to payments made either directly by your company or to allowances and reimbursements 
paid to your employees in respect of these types of expenses.

No ITC/ITR is allowed for tax paid on goods or services that 
are purchased for the exclusive personal use of an employee 
of an organization. One example is a spouse’s travel expenses. 
Also, an organization isn’t allowed to claim ITCs/ITRs for tax on
initiation fees, membership fees or dues paid to any club whose 
main purpose is to provide dining, recreational or sporting 
facilities. The Income Tax Act also denies a deduction for these 
types of expenses.  

certain Board of 
Trade memberships

There are other expenses which are also restricted as being 
considered for personal use. While many employees work 
from home, any goods and services acquired for a home office 
are generally restricted. For someone to claim an ITC or ITR in 
relation to a home office, the workspace would have to be the 
principal place of business, or used exclusively to earn business 
income and used on a regular or continuous basis to meet clients. 
Even if these tests are met, the Quebec legislation limits the ITR to 
50% of the QST paid.

rhogan
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Meals and entertainment expenses

You can only claim 50% of the tax paid with respect to meals 
and entertainment expenses as ITCs (and ITRs in Quebec— 
for small and medium-sized businesses only). Quebec law 
denies large businesses ITRs for QST paid in respect of  
meals and entertainment expenses. 

Besides common business meal expenses, the limitation  
also applies to:

• tickets to sporting events, such as hockey, baseball  
and football games;

• tickets to theatres and concerts;

• admissions to places of amusement, such as boat cruises; and

• the cost of box rentals at arenas and stadiums.

Restrictions and limitations



There are seven main exceptions to the 50% restriction for 
income tax purposes, all of which result in full availability of 
ITCs/ITRs on meals and entertainment charges.

1.  Expenses for an event, such as a holiday party or
summer BBQ, made available to all employees at
a particular location (limited to 6 occasional events
per year);

2.  Amounts billed to another person with the meals
and entertainment specified on the invoice to the
other party (e.g., a law firm invoicing a client for a
business lunch);

3.  Meals and entertainment expenses relating to
employees working at a remote or special work site;

4.  Meals and entertainment provided by a registered
charity as a fund-raising event;

5.  Meals provided on an airplane, train or bus, which
are included in the fee for the ticket;

6.  Amounts required to be included in an employee’s
taxable benefit calculation; and

7.  Expenses incurred by a restaurant, caterer, nightclub,
etc., which is in the business of providing meals and
entertainment for a fee.

Seven main exceptions to the 50% restriction:
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Restrictions and limitations

Your business can treat this restriction in one of two ways. 
You can claim full ITCs (and ITRs, in Quebec, where available) 
in the reporting period in which you incur the underlying 
expenses.  However, your business will be required to make 
an adjustment at the end of your fiscal year to claw back 50% 
of the ITCs (or ITRs, in Quebec) claimed in that year. The other 
option for your business is to take the 50% reduction into 
account as you go along, and avoid the year-end calculation.

The 50% ITC/ITR restriction follows limitations on the deduction 
of meals and entertainment expenses found in the Income Tax 
Act and the Québec Taxation Act.  



Recapture of input tax credit requirements for 
large businesses

If your business is a “large business”, you may not claim ITRs 
on certain categories of expenses incurred for use in Quebec. 
When Ontario and Prince Edward Island harmonized their 
provincial taxes with the GST, they introduced temporary 
recapture of ITC (“RITC”) requirements for large businesses. 
Those requirements are patterned on the ITR restrictions that 
relate to the QST.

Because recapture of ITCs and restricted ITRs  
only apply to “large businesses,” it’s essential  
to understand exactly what constitutes a  
“large” business.
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Restrictions and limitations

A large business is defined as a business whose 
annual taxable sales (in the fiscal year immediately 
preceding the recapture period) are in excess of 
$10 million. The sales must be made through a 
Canadian permanent establishment or associated 
Canadian permanent establishment. The definition 
also covers certain financial institutions. The 
provinces have complicated the application of this 
definition by using “recapture periods” instead of 
fiscal years. The 12-month recapture periods vary 
between the two provinces - Ontario’s starts on 
July 1, and Prince Edward Island’s starts on April 1. 
As an example, if you have a December 31 year-end, 
you would have to look to your taxable sales for the 
December 31, 2016 year-end to decide if you are 
considered a large business for the recapture 
period that begins on July 1, 2017 in Ontario and 
April 1, 2017 in P.E.I. 
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Large businesses are generally required to repay or “recapture” 
the provincial portion of the HST payable in Ontario and Prince 
Edward Island on the following specified purchases:

• telecommunication services (excluding internet access  
and toll-free numbers);

• meals and entertainment expenses;

• energy not used to manufacture goods for sale;  

• licenced road vehicles under 3,000 kilograms  
(including associated parts and certain services); and

• fuel for licenced road vehicles.
 

These requirements, often referred to as RITCs, relate only 
to the provincial portion of the HST – 8% in Ontario and 10% 
in Prince Edward Island (9% prior to October 1, 2016). RITCs 
do not apply to GST or to the provincial component of HST 
outside of Ontario or Prince Edward Island. 

When HST was implemented in Ontario and Prince Edward 
Island, the intention was to have the RITC requirements for 
large businesses phase out within eight years. Indeed, the 
phase-out of the RITC requirements has already started 
in Ontario.

 

Restrictions and limitations

In Ontario, the recapture percentage is reduced as follows:

•   75% for the recapture period from July 1, 2015 to June 30, 2016;

•   50% for the recapture period from July 1, 2016 to June 30, 2017;

•   25% for the recapture period from July 1, 2017 to June 30, 2018; and

•   eliminated after June 30, 2018.

In Prince Edward Island, the recapture percentage is scheduled 
to be reduced as follows:

•   75% for the recapture period from April 1, 2018 to March 31, 2019;

•   50% for the recapture period from April 1, 2019 to March 31, 2020;

•   25% for the recapture period from April 1, 2020 to 
    March 31, 2021; and

•   eliminated after March 31, 2021.

Similarly, in Quebec, the ITR restrictions for large businesses 
are scheduled to be reduced as follows:

•   75% restriction between January 1, 2018 and December 31, 2018;

•   50% restriction between January 1, 2019 and December 31, 2019;

•   25% restriction between January 1, 2020 and 
    December 31, 2020; and

•   eliminated after December 31, 2020.
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Telecommunication services

 
 

 

Restrictions and limitations

Specified telecommunication services include most common 
telecommunication expenses, with a few important exceptions. 
Examples of services acquired by large businesses subject to 
recapture include: local and long-distance telephone charges; 
fax and e-mail charges; video and audio conferencing; and 
data transmission acquired for use in Ontario or Prince 
Edward Island.  

Certain telecommunication services are specifically excluded 
from the RITC requirements, including: internet access; 
web-hosting; toll-free telephone services; and telecommunication 
services related to these services. The purchase, lease or rental 
of telecommunication equipment and services to install or maintain 
such equipment are not subject to recapture. Telecommunication 
services that are provided wirelessly and include internet access 
or access to email are not considered to be “internet services” and, 
therefore, are subject to recapture. Common examples of these 
services include smartphone and tablet data services.



Meals and entertainment

It’s important to note that GST/HST paid on meals and 
entertainment expenses is subject to both recapture, and the 
50% restriction discussed in the previous chapter. To avoid 
potential mistakes when determining recapture amounts, 
there’s a recommended order to the calculations. When meals 
and entertainment are subject to both the 50% restriction and 
recapture, the 50% GST/HST ITC restriction should be applied 
first, followed by the required recapture of the provincial 
component of the HST.

See Example 1.

Example 1: 

 

Restrictions and limitations

If a meal and entertainment expense is one of the exceptions 
to the 50% restriction (as described on page 20), it is not 
subject to recapture. Full ITCs should generally be available 
on these meals and entertainment charges.

ABC Mfg, a large business in Ontario, reimburses one of 
its employees, Frank Brown, on August 31, 2016, for meal 
expenses of $123 ($100 + $13 HST + $10 gratuity).

The ITC would be restricted by 50% for a gross ITC of 
$6.50 ($13 x 50%). 

Under the actual method, ABC Mfg is required to report 
$2.00 ($6.50 x 8/13 x 50% recapture rate) as RITCs. The net 
ITC would be $4.50 ($6.50 less $2.00 of recapture).

If ABC Mfg chooses to use the simplified factor method, the 
gross ITC would be reported as $6.59 ($123 x 12/112 x 50%) 
and $2.03 ($6.59 x 8/13 x 50%) would be recorded as RITCs. 
Using this method, the net ITC would be $4.56 ($6.59 less 
$2.03 of recapture).



Licensed road vehicles

 

 
 

 

Full ITCs are available on the HST paid for normal repair and 
maintenance performed on licenced road vehicles. However, 
after-market parts (for example, a rear spoiler) purchased for 
a vehicle within twelve months of a car being purchased in, 
or transferred into, Ontario or Prince Edward Island are not 
considered to have been purchased for repair or maintenance 
purposes and, therefore, would be subject to RITCs. 

More information on the RITC requirements can be 
found in GST/HST Technical Information Bulletin 
B-104, “Harmonized Sales Tax – Temporary 
Recapture of Input Tax Credits in Ontario and 
British Columbia”, and Prince Edward Island 
Revenue Tax Guide RTG: 186, “Temporary 
Recapture of Certain Provincial Input Tax Credits”.  
These documents are available on the Ryan website 
at www.ryan.com/canada/support in Ryan Tax 
Developments (June 2010 and November 2012).
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Restrictions and limitations

The last category of expenses subject to recapture which is 
likely to be found in an employee expense report relates to 
road vehicles that are licensed for use on public highways, 
where the curb weight of the vehicle is less than 3,000 
kilograms. Recapture applies to the purchase, lease or rental 
cost of these vehicles.

It is important to note that the “curb weight” of a vehicle, and 
not the “gross vehicle registration weight”, should be used to 
determine the applicability of RITCs. The curb weight is the 
weight of a vehicle without passengers or cargo, but with a 
full tank of fuel and engine fluids (i.e., lubricant and coolant). 
The gross vehicle registration weight is the maximum weight 
of a vehicle and any load to be carried.  

Fuel for use in specified road vehicles is also subject to 
recapture; however, no recapture is required on the purchase 
of diesel fuel, regardless of vehicle weight.



Reporting HST recapture versus QST restrictions

A large business subject to recapture is required to file its 
GST/HST returns using NETFILE, and must complete Schedule 
B—Calculation of ITCs. 

The gross ITCs are reported on Line 1400 of Schedule B, 
and the ITCs subject to recapture must be reported on Line 
1401, which currently consists of four fields: three fields for
the restricted 8% provincial component of HST in Ontario 
(50%, 75% and 100%); and a single field for the restricted 10% 
provincial component of HST in Prince Edward Island. Gross 
RITCs have to be reported on the appropriate percentage line 
at 100%. The return will multiply the gross RITC amount by 
the applicable Ontario recapture rate automatically. Prior to 
the introduction of the RITC requirements, large businesses 
with operations across Canada generally had no need to track 
the GST and HST paid separately in their records.

When you click the “Calculate” button, the electronic return 
will calculate the net ITCs to be reported on Line 108 of the 
GST/HST Return by using the information entered on Lines 
1400 and 1401 of Schedule B. 
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Restrictions and limitations

Recording RITCs for each relevant province accurately and 
on time is crucial. The CRA does not allow you to make an 
adjustment to a subsequent period’s return. If your business 
has incorrectly reported your RITCs in a particular period, you 
can send a letter to your local Tax Centre requesting an 
adjustment to your GST/HST Return, or adjust your GST/HST 
Return electronically using the My Business Account portal as 
soon as you become aware of any error.    

In this tax environment, the right expense software, like Concur, 
can save a great deal of money. If your business failed to report 
your RITCs accurately or in the proper period, you may be subject 
to penalties. A 5% penalty may be applied to a misreported 
recapture amount for the period in which the error is made, and 
an additional 1% penalty may be applied for each month the amount 
remains misreported, to a maximum of 5 months. In effect, a 
misreported recapture amount could, within 6 months, cost your 
business an extra 10%.



There is a way to simplify the RITC reporting process. As a  
large business, you may elect to use the estimation, instalment  
and reconciliation approach. Under this approach, your 
business would:

• estimate the amount of RITCs for the fiscal year based on 
the RITC requirements during your most recently 
completed fiscal year, along with any RITCs anticipated 
due to business changes from the previous fiscal year;

 

• make installment payments in each reporting period  
based on the estimate of RITCs; and

• 

The election must be filed with the CRA after the end of your 
fiscal year and would apply for at least one year. For example, 
if you are a large business in Ontario as of your December 31, 
2016 fiscal year-end, you may elect to use the estimation,
instalment and reconciliation approach for the recapture period 
beginning July 1, 2017.  The election will be effective on July 1, 
2017, but must be filed on or before the due date for your 
July 2017 GST/HST Return (i.e., August 31, 2017). 
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Restrictions and limitations

at the end of the fiscal year, reconcile any differences 
between the estimated and actual RITC amounts 
during the year.  

From a reporting perspective, the restriction of ITRs for QST 
purposes is easier to administer. Where no ITR can be claimed 
on restricted expenses, there is no special reporting requirement.  
If your large business pays QST on a restricted item, you do not 
need to keep track of the restricted QST separately. You may 
simply forgo claiming the restricted ITRs. It is an additional cost to 
your business.

 
 

 

 
 



Example 2: 

Effective October 1, 2016, Astro Advertising would be able 
to claim the ITC in relation to the meal allowance as follows: 
reporting a gross ITC of $6.52 ($100 x 15/115 x 50%) and an 
RITC of $4.35 ($6.52 x 10/15).  The net ITC recovery would 
be $2.17 ($6.52 less $4.35 of recapture).

Astro Advertising, a large business in Prince Edward 
Island, provides an employee with an allowance for 
meal expenses of $100 (including any HST payable).  
The notional ITC claimed would be subject to the 
50% restriction.

In Ontario, the recapture percentage is scheduled to be 
reduced as follows:

• 75% for the recapture period from July 1, 2015  
to June 30, 2016,

• 50% for the recapture period from July 1, 2016  
to June 30, 2017,

• 25% for the recapture period from July 1, 2017  
to June 30, 2018,

• eliminated after June 30, 2018.

In Prince Edward Island, the recapture percentage is scheduled 
to be reduced as follows:

• 75% for the recapture period from April 1, 2018  
to March 31, 2019,

• 50% for the recapture period from April 1, 2019  
to March 31, 2020,

• 25% for the recapture period from April 1, 2020  
to March 31, 2021,

• eliminated after March 31, 2021.

Example 3: 
Crystal Consulting, a large business, leases a specified 
road vehicle in Ontario.  The lease payment is $1,130 
per month ($1,000 plus $130 HST). Because of the 
$800 maximum deductible lease limit, Crystal Consulting 
will only be entitled to claim a maximum gross ITC for 
HST paid of $104 ($800 x 13%).  This amount will then 
be subject to RITCs, calculated as $32 ($104 x 8/13 x 50% 
recapture rate, effective July 1, 2016), resulting in a net ITC 
recoverable of $72 ($104 less $32).
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Restrictions and limitations
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Similarly, in Quebec, the ITR restrictions for large 
businesses are scheduled as follows:

• 75% restriction between January 1, 2018
and December 31, 2018,

• 50% restriction between January 1, 2019
and December 31, 2019,

•  25% restriction between January 1, 2020
and December 31, 2020,

• eliminated after December 31, 2020.

Restrictions and limitations

Example 4:
Sales Solutions Inc., a large business, pays a mileage 
allowance to an employee in Ontario for 300 km of travel 
at the rate of 48 cents per km in August 2016.  It will report 
a gross ITC of $16.57 (300 km x 0.48 x 13/113) and $5.10 
($16.57 x 8/13 x 50%) as RITCs, because the allowance 
relates to the costs associated with a specified road vehicle. 
In this example, the net ITC recoverable would be $11.47 
($16.57 - $5.10).



Chapter 4:
Best practices



Best practices

Common audit exposures
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GST/HST and QST audits regularly zero in on employee 
reimbursements and allowances. This is because companies 
regularly make mistakes in calculating the recovery of tax on 
these transactions. Whether the issue involves insufficient 
documentation using the actual method or inconsistently 
applying the simplified factor, ITCs/ITRs claimed on employee 
reimbursements and allowances are crying out for review.  

One of the most common exposures arises when companies 
are inconsistent in the method used to recover tax. Companies 
who choose to use the actual method to claim ITCs/ITRs can 
create an exposure by using the simplified factor when a 
receipt is missing or does not adequately disclose the tax or 
other documentary requirements. As discussed in Chapter 2, 
“Reimbursements and allowances”, the selected method must 
be used consistently. It’s either the actual method, or simplified 
factor – you can’t change it “on-the-fly”. Often, businesses use 
these factors inconsistently from employee to employee, 
depending on the degree of documentation provided by a 
particular individual. Remember, where a GST/HST or QST 
simplified factor is used, it must be used for an entire fiscal year
and it must be applied consistently within each category of  

reimbursed expense. Consistency is one way that software (like 
Concur) can help avoid trouble.

Since employee expense reimbursements often include expenses 
that are subject to restrictions or recapture, large businesses can 
also be sure that auditors will target these calculations for 
compliance. In addition, the latest changes that were made to 
Quebec’s simplified factor no longer allow large businesses to 
apply the factor to claim ITRs on restricted expenses included in 
expense reports. Large businesses using the QST simplified factor 
may inadvertently continue to claim ITRs on restricted expenses 
included in employee reimbursements, based on past experiences, 
when no recovery of tax is currently available.  

Significant exposures can also occur where an organization fails 
to use the correct simplified factor for employee reimbursements.  
This often happens if a business sets up its employee reimbursement 
factors based on where its business is located, rather than where the 
expenses were actually incurred. In addition, exposures can occur 
when businesses try to recover tax on expenses incurred outside of 
Canada or Quebec.  



Best practices

Expense report example

Let’s look at a typical employee expense reimbursement 
example. Marie Dionne works as a promoter of music in 
elementary schools for Si Vous Play Musique, a large business 
selling musical instruments and related items to schools,  
retailers and other customers. The company is located in 
Dorval, Quebec, where Marie has her office. She regularly 
visits customers across the country.  

The company uses the actual method to claim ITCs/ITRs for 
airfare, dues and fees, and uses the simplified factor method 
for all other expense categories.  

Si Vous Play Musique’s expense report template is also used 
to track its RITC requirements and the company accounts for 
all QST restrictions at the time that the reimbursements 
are paid.
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In the month of September 2016, Marie visited 
various customers in Quebec and Ontario, and 
her expense report reflects the following:

• she flew to Toronto to visit a school, while in
Toronto she rented a car, stayed overnight at
a hotel and had dinner at a restaurant;

• the company pays for her monthly cell phone use;

• she gave a customer a pair of tickets to a Montreal
Canadiens pre-season hockey game;

• she took a customer out for a round of golf;

• the company pays for her monthly fitness club
membership fee;

• she was reimbursed for the annual fee for her
Music Educators Association membership; and

• she also submitted her car mileage to the various
customers visited in Quebec during the month.



Her expense report included the following items/issues:

• expenses where the company has chosen to use the actual 
method to claim ITCs/ITRs (i.e., airfare and Quebec Music 
Educators Association Membership);

• expenses which are subject to recapture (i.e., car rental  
and meals & entertainment);

• categories of expenses subject to QST restrictions (i.e., 
cell phone, meals & entertainment, green fees and mileage);

• other restricted expenses (i.e., fitness club membership) 

In addition, this expense report captures a number of 
complicated issues that businesses often encounter when 
dealing with employee expenses, such as:

• passenger transportation, which has specific rules for 
determining taxes that apply;

• expenses which are subject to both restrictions and 
recapture, such as meals and entertainment; and

• professional membership fees which are not subject to 
restrictions (i.e., Quebec Music Educators Association 
Membership).

Below is Marie’s expense report:

As shown, Marie’s expense report included a number of 
different expenses, requiring different calculations to ensure 
that ITCs and ITRs were claimed properly.
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Best practices

rhogan
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Recommendations for minimizing issues

To ensure that the all the various issues are addressed properly, 
a business needs to set up an employee expense reporting 
system to capture all the various rates and factors, plus potential 
restrictions and other issues that can arise. A business needs to 
ensure that its employee expense reporting system tracks, at a 
minimum, the following:

• type of expense;

• method used to claim ITCs/ITRs—actual or simplified  
factor method;

• province in which expense incurred or whether  
outside Canada;

• categories of expense incurred and related restrictions  
(i.e., 100% or 50%);

• for large businesses, expenses incurred in Ontario and 
Prince Edward Island which are subject to recapture; and

• for large businesses, expenses subject to restrictions  
in Quebec.

Businesses also need to remember that the employee 
reimbursement rules only apply to employees. They do 
not apply to contractors, even if the contractor is a former 
employee. Many businesses use their internal expense 
reporting system for independent contractors, which can  
result in ITCs/ITRs being claimed in error.

Best practices



Advantages of managing expense reporting 
in the cloud

As you can see, the Canadian GST/HST and QST systems are 
incredibly complex, with lots of restrictions and exceptions. The 
process to recover the credits and refunds an organization can
be prone to expensive mistakes. 

An alternative to manually tracking employee expense  
reports, or using a series of worksheets and/or databases for  
employee expense reimbursements and allowances, is to use  
a cloud-based expense reporting system, such as Concur. 
There are a number of advantages to using such an automated 
system, including:

• the elimination of human errors when inputting certain data;

• the elimination of calculation errors;

• time savings;

• a built-in policy;

• a centralized review and approval process;

• consistent application of rates and factors;

• access to real-time cash flow data;

• ability to process and approve expense reports
via a mobile app; and

• automated location of expenses.

In addition, once an automated system has been set up and the 
parameters scrutinized for accuracy, a business can basically 

“set it and forget it.” Other than changes in the legislation or 
government administrative changes, there would be no need 
to re-examine the rates or calculations.

Learn more

Contact Concur today to see how 
we can help.

Concur best practices
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https://www.concur.ca


About Ryan 

 
More information about Ryan can be found at  
ryan.com/Canada.

Ryan is an award-winning global tax services firm, 
with the largest indirect and property tax practices 
in North America. Since 1974, the Firm’s Canadian 
practice, headquartered in Toronto, Ontario, has 
supported multinational companies operating across 
Canada with a suite of provincial, federal, and 
international tax services. With global headquarters 
in Dallas, Texas, the Firm provides a comprehensive 
range of tax advisory and consulting services on a 
multi-jurisdictional basis, including audit defence, tax 
recovery, credits and incentives, tax process improvement 
and automation, tax appeals, tax compliance, and 
strategic planning. Ryan is a three-time recipient of the 
International Service Excellence Award from the 
Customer Service Institute of America (CSIA) for its 
commitment to world-class client service. Empowered 
by the dynamic myRyan work environment, which is 
widely recognized as the most innovative in the tax 
services industry, Ryan’s multi-disciplinary team of more 
than 2,100 professionals and associates serves over 
12,000 clients in more than 40 countries, including many 
of the world’s most prominent Global 5000 companies.

About Concur 

Concur, a part of SAP, is the leading provider of spend 
management solutions and services in the world, helping 
companies of all sizes transform the way they manage 
spend so they can focus on what matters most. Through 
Concur’s open platform, the entire travel, expense and 
invoice ecosystem of customers, suppliers and developers 
can access and extend Concur’s cloud solution. Concur’s 
systems adapt to individual employee preferences and 
scale to meet the needs of companies from small to large.

Learn more at concur.ca.

http://ryan.com/canada/home
https://www.concur.com/


Additional resources

• Ryan Canada:
http://www.ryan.com/ anada

• Canada Revenue Agency GST page:
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/menu-eng.html

• Canada Revenue Agency input tax credit page:
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/itc-cti/menu-eng.html

• Detailed information on how to calculate net tax:
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/rtrns/clcltng-eng.html

• Revenue Quebec:
http://www.revenuquebec.ca/en/default.aspx

• Revenue Quebec GST and QST page: 
http://www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/default.aspx

• Revenue Quebec basic rules for applying GST and QST:
http://www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/reglesdebase/
default.aspx 
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http://www.ryan.com/Canada/Tax-Gateway/Search-by-Jurisdiction/Federal
http://www.ryan.com/Canada
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/menu-eng.html
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/menu-eng.html
www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/itc-cti/menu-eng.html
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/itc-cti/menu-eng.html
www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/rtrns/clcltng-eng.html
http://www.cra-arc.gc.ca/tx/bsnss/tpcs/gst-tps/bspsbch/rtrns/clcltng-eng.html
www.revenuquebec.ca/en/default.aspx
http://www.revenuquebec.ca/en/default.aspx
www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/default.aspx
http://www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/default.aspx
www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/reglesdebase/default.aspx
http://www.revenuquebec.ca/en/entreprises/taxes/tpstvhtvq/reglesdebase/default.aspx


Terminology

• 

• 

• 

• 

• 

• 

• 

• 

• 
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GST: Goods and Services Tax 

VAT: Value-Added Tax

ITC: input tax credit 

ITR: input tax refund

RITC: recapture of input tax credits

PST: Provincial Sales Tax 

QST: Quebec Sales Tax 

CRA: Canada Revenue Agency 

ITA: Income Tax Act 


