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. INTRODUCTION

Section 165 of the Excise Tax Act (“ETA™)
providesthat every recipient of ataxable
supply in Canada must pay tax in respect of
the supply of 5% of thetotal value of the
consideration for the supply

Thisisreferred to asthe Goods and Services
Tax (“GST”")
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* Everyonein Canada must pay GST, except
provincial and territorial gover nments,
Indians, and Indian bands

* Generally, businessesin Canada are obliged to
register for GST because most of their supplies
aretaxable and they do not qualify as small
suppliers

* Organizationsregistered for GST must collect
and remit thetax, but they can claim input
tax credits (“1TC”) torecover thetax paid or
owed on purchases and oper ating expenses
used, consumed, or supplied in their
commer cial activities

* Registered charities are an exception to this
general rule, with exemptions on most of their
supplies of goods and services

» However, registered charities need to be
awar e of their GST obligations because not
everything is exempt

5

B. TWO TYPESOF CHARITIESWITH
DIFFERENT RULES

1. Definitions

e “Charity” isany organization registered asa
charity under the Income Tax Act but
excludes public institutions

e “PublicInstitution” isaregistered charity
that isa: school authority, public college,
university, hospital authority, and local
authority determined to be a municipality
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2. Basic Differences

* General exemption for “Charities’

— Any supply made by a charity of any
property or serviceisexempt from GST
unlessit is specifically listed

— Taxable suppliesinclude memberships,
admissions, goods acquired for resale, and
real estate (all in specified circumstances)

— Listed in section 1 of Part V.1 of Schedule V

— In addition to the general exemption, there
ar e specific exemptions elsewherein
Schedule V that apply only to charities

* General exemption for “Public Institutions’

— Similar to charitiesbut afew more
exceptions

— Taxable suppliesinclude:

= Short term leases of real property (less
than a month)

= Parking

= Catering services
— Section 1 of Part VI of ScheduleV

— Additional specific exemptions available
elsawherein ScheduleV

8

C. GST EXEMPTIONS FOR CHARITIES

e Inorder for acharity to determineitsrightsand
obligationsunder the GST, the charity must first
determine the natur e and scope of its activities

» Charitiesfall into three categories:

— All goods and services supplied are exempt
goods and services

— Some goods and services aretaxable, but the
charity qualifiesasa small supplier, or

— Some goods and services aretaxable and the
charity does not qualify asa small supplier

9
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1. Charitieswith all Exempt Goodsand Services

* Asageneral rule, most supplies made by
charities are exempt

* CRA doesnot have a definitive list of exempt
goods and services, but does provide guidance
through its publication entitled “GST
Information for Charities’

10

« Examplesof goodsand servicesthat are
exempt when provided by charitiesinclude:

— Most services provided by a charity
— Supplies of used and donated goods

— Short-term residential accommodation
(less than one month of occupancy)

— Parking space rentals

— Facility rentals

— Catering servicesfor privatefunctions

11

— Fund-raising activitiesthat are not provided
on aregular or continual basis

— Goods and services supplied for an amount
that does not exceed the direct cost

— Recreational programsprovided primarily
for children 14 years of age or younger

— Memberships supplied without significant
benefit and

— Suppliesmadefor therelief of poverty,
suffering or distress of individuals

12
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« If acharity’sactivitiesall fall within these
categories of exempt goods and services, then

specific rules apply
— Thecharity cannot register for GST

— Thecharity cannot charge GST on its
supplies

— Thecharity cannot claim I TCsto recover
the GST paid or owing on its purchases

— Thecharity would beeligibleto claim a
public service bodies' (“PSB”) rebate of
50% of the GST paid or owing on €ligible
purchases or expenses

13

2. Charitieswith Taxable Goods and Services

* Thesupply of goods and servicesthat fall
outside of the previously-listed exemptions may
mean the charity is providing taxable goods
and services

e Assuch, the charity must determineif the
scope of itsactivitiesrequiresit to register for
GST and to charge and remit tax on its supply
of goods and services

14

e A charity must register for GST if two
conditions are met:

— Thecharity providestaxable goods and
servicesin Canada, and

— Thecharity does not qualify asasmall
supplier

« Twotestsareavailableto determineif a charity
qualifiesasa small supplier

15
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* A charity need only meet one of the two following
teststo qualify asa small supplier, i.e. either:

— The Gross Revenue Test, or

— The $50,000 Annual Taxable Supplies Test

¢ GrossRevenue Test

— A charity will qualify asa small supplier if
grossrevenuesfor thefiscal year amount to
$250,000 or less

— Grossrevenueincludes businessincome,
donations, grants, gifts, property income, and
investment income, less any amount considered
a capital lossfor income tax purposes

16

+ $50,000 Annual Taxable Supplies Test

— Theannual taxable supplies limit is $50,000
for charities

— Thecharity must calculateitstotal revenue
from taxable suppliesin the current
calendar quarter, and thetotal revenue
from taxable suppliesin the last four
calendar quarters

— If both amounts are $50,000 or less, then the
charity qualifiesasa small supplier

17

3. Charitiesthat Do Not Qualify as Small
Suppliers

Charitiesthat do not qualify as small suppliers
(neither of the above test ismet) and provide
taxable goods and servicesin Canada must
register for GST

Onceregistered, they must collect and remit
GST on taxable supplies of goods and services

They must fileannual returnsor they may
elect to change their reporting period to file
monthly or quarterly returns

18
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D. SPECIAL TAXING CONSIDERATIONS
1. Donations and Gifts

» Becauseadonation or gift isavoluntary
transfer of money or property for which the
donor receives no benefit in return, the GST
does not apply

¢ Thisremainstrueeven if the donor receives
property in return that hasa nominal value

* However, if the donor receives a good or
service having more than nominal valuein
exchangefor the donation, the donation may
be subject to GST if it isnot otherwise exempt

19

2. Grantsand Subsidies

e Grantsand subsidiesare generally viewed as
transfer payments madein the publicinterest

e CRA doesnot generally regard them as
payment for a supply subject to GST

» CRA indicatesthat asthetax treatment of
transfer payments may be complex, the GST
consequences need to be determined on a case-
by-case basis

20

3. Sponsorships

« Depending on the nature and the extent of the
promotional benefits given to the sponsor,
sponsor ships may not be subject to GST

« If the payment made by the sponsor is made
primarily in order to obtain advertising, CRA
may consider it a payment for advertising
services and not a sponsor ship, and thus
subject to GST (except when a charity
providesthe advertising services)

21

www.carters.@ 7 www.charitylaw.@




Karen J. Cooper, LL.B,,LL.L., TEP.©

CARTERS ca

4. Memberships

A member ship which entitlesthe member to:
— An admission in respect of a place of
amusement that would otherwise be
taxable
— A discount on such an admission

— Aright to participatein arecreational or
athletic activity or usefacilitiesin a place

of amusement

22

TAXABLE unlessthevalue of theright etc. is
“ingignificant”
— CRA sayslessthan 30%
Otherwise member ships covered by general
exemption
A service or member ship entitling the member to
supervision or instruction in arecreational or
athletic activity istaxable unless:
— Participantswill be primarily children under
age 14, or

— Participantswill be underprivileged or have a

disability

23

5. Auctions
Two possible supplies:

— Admission to the event

— Goods sold at the auction
e Admission may be exempt if:

— Part may bereceipted asa donation, or

— Non-recurring fundraising event (e.g. a

dinner followed by an auction)

or previously used

24

Sale of goodswill be exempt if they are donated
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E. TAXREBATESAND TAX CREDITS
1. Rebates& ITC's—Getting Back GST Paid

* The person making a taxable supply may
recover the amount of GST paid on inputsto
that supply by claimingan ITC

* Charitiesand public institutions eligible to
claim rebates of part of GST paid

— But only based on the portion that was not
otherwise recover able throughout the ITC

25

2. Public Service Bodies' (“PSB”) Rebates

* ThePSB rebate allows certain public service
bodies, including charities, to recover a
per centage of the GST paid on purchases and
expensesrelated to supplies

* Charitiesareeligiblefor arebate of 50% of the
GST paid or owing on €eligible purchases and
expenses

e Charitieshave four yearsfrom theend of the
claim period to file the rebate application

26

» Although original invoices or receipts do not
haveto beincluded in the rebate applications,
for audit purposes, the charity must keep those
documentsfor six years after the calendar year
towhich they relate

* |f CRA designatesa charity to bea
municipality in relation to certain municipal
servicesit provides, the charity may be ableto
recover approximately 57% of the GST paid or
owing on purchases and expensesrelated to
that designated activity

e GST paid or owing on purchasesand expenses
related to other activitieswill be subject to the
regular 50% rebate

27
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3. Exported Goodsand Services

e Charitiescan apply for a 100% rebate of the
GST paid to supplierson goods and services
that have been exported outside Canada and
for which the charity cannot claim ITCs

* Thecharity need not beregistered for GST in
order toreceivethisrebate

» Thisrebate does not apply to goods and
servicesthat arenot exported, even if they are
used in activities that support other activities
outside of Canada

28

4, Purchases of Printed Books

* A 100% GST rebateisalso availableto
charitiesthat operate a public lending library

e Thisrebaterelatesto GST paid or owing on
publications purchased for the lending library
that are not resold or given away

29

5. Input Tax Credits(“ITC")

« AnITCisaclaimtorecover the GST paid or
owing to suppliersfor goods and services
acquired to provide taxable goods and services

by GST registrants

e Simply put, ITCsareonly availableto the
extent that purchases and expenses arefor
consumption, use, or supply in the charity’s
commer cial activities

* ITCsareclaimed on theregistered charity’s
GST return

30
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Key Pointsto Remember:

» Everythingissubject to GST unlessan
exemption applies

* A “supply” doesn’t necessarily involve cash

¢ Charitiesand Public I nstitutions have
different rules, don’t extrapolate

* Real property isalwaystricky, seek help
beforethe day of closing!

31

DISCLAIMER

This handout is provided as an infor mation service by Carters Professional
Corporation. Itiscurrent only as of the date of the handout and does not
reflect subsequent changesin thelaw. This handout isdistributed with the
understanding that it does not constitute legal advice or establish a
solicitor/client relationship by way of any infor mation contained herein.
The contents are intended for general infor mation purposes only and under
no circumstances can berelied upon for legal decision-making. Readers
are advised to consult with a qualified lawyer and obtain awritten opinion
concer ning the specifics of their particular situation.
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