
Canteen facility at workplace – 
food for thought remains



During visit to any factory set up in India, few common features can be seen across, including presence of 
canteen facility, medical rooms etc. The reason for the same is mandate of these facilities under the provisions 
of the Factories Act, 1948. Along with statutory requirement, provision of food (complimentary or at concessional 
rates) has been associated with good work culture and believed to increase workplace production.

Taxation of provision of food (perquisites) under GST has been a tangled issue due to multiple reasons, ITC 
being restricted on food / outdoor catering service and employees being related party to name a few. Need for 
clarification on this front has been felt for long now. 

On eve of 5th GST Anniversary, when GST Council announced that clarification will be announced on this issue, 
taxpayers rejoiced that at least complete clarity on the issue will be available. They expected that clarification 
will help them decide future dispute free course of action and even use it in upcoming departmental audits. To 
much disappointment, even though some issues have been clarified by CBIC, complete clarity was still missing 
in Circular No. 172/04/2022-GST dated July 6, 2022 (‘Circular 172’).

The article intends to provide a 360 degree view point on this issue. 

GST on canteen recovery
It is a common industry practice that companies engage canteen contractors for providing food to its employees 
and recovers a subsidized amount from them for providing such food. The balance cost is borne by companies. 

Employer and employees are related persons under GST and any supply between them in the course of business, 
even without consideration, qualifies as supply. Notably, service provided by employee to employer in course of 
his employment is outside the purview of GST1. 

Here the first question which taxpayers face is whether various perquisites provided by employer to employee 
are exigible to GST or not. In general sense, ‘perquisite’ is any casual emolument or benefit attached to an 
office or position in addition to salary or wages, viz. canteen facility, transportation, accommodation, medical 
insurance, parking facility, office tours / trips etc.

There was a school of thought (including advance ruling2) which believed that on account of being related 
persons, GST is payable even on free meals provided to employees. The authors as well as rulings or Appellate 
Authority for Advance Ruling3 (‘AAAR’) were of contrary view that such perquisites are condition to employment 
contract and not in lieu of any non-monetary consideration.

Clearing the air, Circular 172 has clarified the issue and removed any doubts that any perquisites provided in 
terms of contractual agreement will not be subject to GST.

Points not clarified

One point worth pondering here is that whether the term ‘contractual agreement’ will include verbal contracts 
as well. In authors’ view, while verbal contracts are enforceable by law and should be included, it will be an 
enormous task for taxpayers to evidence the same before department and hence, they should attempt to capture 
all perquisites / other facilities in HR policy or any other document.

Importantly, Circular 172 has not settled the dust on issue pertaining to partial recovery for perquisites. For 
instance, in case of canteen facility, employer recovers a subsidized amount of Rs. 25 from employee (while 
paying Rs. 100 to canteen contractor).  For partial recovery, different views prevail for GST liability: 

¹ Para 1 of Schedule III of the Central Goods and Services Tax Act, 2017
2  Mfar Hotels & Resorts Private Limited, 2020-VIL-296-AAR
3  Beumer India Private Limited, 2022- VIL-3-AAAR



• No GST is payable since even Rs. 25 is charged as part of contractual arrangement. Circular 172 has not 
distinguished between perquisites provided free or for partial consideration. Hence, as long as same is part 
of contractual arrangement, GST will not be leviable.

• GST should be payable since same qualifies as supply of service. However, since employer and employee 
are related persons, GST should be payable on Open Market Value viz. Rs. 100.

In authors’ view, third view should be taken i.e. differential amount (Rs. 75) should qualify as a perquisite and 
should not be taxed if it was agreed under employment contract. However, GST should be payable on Rs. 25 
which is charged for provision of canteen facility to employees.

The Circular 172 has maintained its silence on this aspect, which has been in discussion for long and 
immediate guidance on the issue is required.

ITC eligibility on canteen services
The next question which has arisen in mind of taxpayers (post February 1, 2019) is eligibility of ITC on 
canteen expenses, which is often a significant expense. 

Section 17(5) of the CGST Act enlists goods and services on which ITC is barred. Section 17(5)(b)(i) restricts 
ITC on outdoor catering service, except where:

• Such inward supply is used for making outward taxable supply of the same category [Proviso to Section
17(5(b)(i)]; or

• Such services are obligatory for an employer to provide to its employee under any law [proviso after
Section 17(5)(b)(iii)]

There has been enough controversy on second exception provided in the law in form of proviso given at end 
of Section 17(5)(b)(iii). There were contrary advance rulings4 on whether ITC should be available on canteen 
services provided to employees as part of mandatory obligation set out under Factories Act, 1948 or not, 
disputing whether proviso should be read with sub-clause (iii) or entire Section 17(5)(b). 

Circular 172 on this issue rightly relies on agenda to 28th GST Council Meeting that clearly gives a mention 
that the proviso is being inserted to allow ITC on goods / services provided under an obligation by employer. 
This clarification was much needed as the interpretation by department and adverse advance rulings would 
have led to unnecessary litigation on this issue.

Points not clarified

Few interesting points relating to eligibility of ITC emerge in case of partial recovery from employees, when 
the issue is seen in completeness. As discussed above, there are different views possible on outward GST 
liability in case of recovery from employees. However, each view will also have corresponding implications on 
ITC eligibility on canteen services, which will be independent from points clarified above. 

This confusion furthers in light that outward canteen services attract GST rate of 5%, with a condition that 
deems such service akin to exempt supply under GST. Hence, even though taxpayers decide to pay GST at 
outward stage, there will still be proportionate reversal of ITC on such supplies.

4 Bharat Oman Refineries Limited, 2021-VIL-73-AAAR, Musashi Auto Parts India Pvt Ltd, 2022-VIL-35-AAAR, Tata Motors Limited, 2021-VIL-316-
AAR,



Way forward
Circular 172 is definitely a welcome step and clarifies all issues for taxpayers who provide canteen facility but do 
not recover any amount from employees. However, for taxpayers who undertake partial recovery, issues remain 
from GST liability as well on ITC eligibility standpoint. 

Thus, taxpayers should consider filing a representation on pending issues as well, hoping that the same get 
clarified in near future. Meanwhile, taxpayers should take an informed call analyzing all points and undertaking 
a cost benefit analysis. 

Deepak Suneja
Partner
(Author)
NITYA Tax Associates

Swati Goyal
Associate
(Co-Author)
NITYA Tax Associates


