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GOODS ANDSERVICES TAX

(GST)

Important — This booklet is simply a collection of Newsflashrticles relevant to GST. The articles are

transferred from Newsflash into this booklet so itis best read from the back page forwards to ensurngou

are reading the latest article on the topic first. Note that the information contained in this bookle& is not
updated regularly so it is important that you seekprofessional advice before acting on it.
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Basic mechanics of GST

All businesses with a turnover greater than $50,008t register for GST unless they are “Input Taxeax
domestic rental properties. Even exempt businessed to register in order to claim back their ingnedits.

All businesses that are not exempt and are regstler GST must charge GST to all customers eveheif
customers are exempt from GST. The only exemptimm charging GST are on exempt goods not exempt
customers, with the exception of disabled vehieled the parts for these vehicles. All businessgistexed for
GST can claim an input credit for GST paid on ispattheir business.

Note unlike sales tax there are no exemptionly, ionput credits. No one can ask you to sell thgoods or
services exempt from GST unless those goods oicesnare exempt themselves. Exempt entities have t
claim their GST back from the ATO, not buy goodsservices without GST. Unlike sales tax, the &rot to
be added on at the end of the invoice. Each gtaied must be GST inclusive.

Definitions

Input Taxed — GST is paid on all expenses unless they arexam@ expense such as food. But no credit can
be claimed for the GST paid. No GST is chargedsales or income. Examples: domestic rental
properties and bank transactions.

GST Free— GST is not charged to customers but an inpeditcan be claimed on inputs where GST has
been paid. Must register for GST and perform ladlgithe same paperwork tasks as normal businesses
Examples medical services, childcare and exports.

GST and domestic rental properties

Properties rented to households will be inpxed. This means that the rent does not nee@ iadreased to
include GST. But an input credit cannot be clainf@dthe GST paid on expenses relating to the ptgpeln
particular, building materials that were exemptrireales tax, but now will be subject to GST, wiltriease. As a
result the costs of maintaining a rental properéyexpected to increase. Further, the GST willdase the cost of
new houses, eventually increasing the value obéskeed homes. Landlords expecting to make theegaencentage
return as they were before GST may increase reftie. increased price of housing may also push mpeople into
the rental market and so increase demand for an iew more costly to supply. In summary, increased
maintenance costs, replacement costs and demadritawd at least some upward pressure on rents.

Miscellaneous GST information

You will need an ABN to register for PAYG regardies whether you choose to be registered for GlaTother
words if you pay employees or sub contractors ydunged to complete an ABN application form. Acdmg to
the ATO, you will have to fill in the same detads required on the GST business activity statenfieygu are
registered for PAYG. Of course subcontractors raaedBN as well.

Regarding Real Estate for GST purposes tmsacion date is the date the property actuallypgea hands not
the date of signing the original contract as isdhsge for CGT.

GST & employee’s out of pockets

Only businesses registered for GST can clainmput credit for GST paid on expenses. If an leyge
pays for a work related expense the benefit ofitipait credit is lost unless the employer reimburges
employee for the expense. After30une 2000, instead of paying employees a toawalhce, they will have
10% more to spend if the tools are actually puretidsy the employer either directly or by reimbugsthe
employee.

Note- Employees should be advised of the details reduio claim an input credit - they will need tovba
these on the receipt for which they are seekinglvarsement. GST R2000/17 paragraphs 73& 74 altbe/s
receipt to show the employees name not the emoyer

To ensure the reimbursement does not createBanliability, reimburse employees only for expesghat
would otherwise be deductible in their personabme tax return.



Threshold changes

You are required to lodge your business activigteshent electronically and monthly only if your aah
turnover exceeds $20 million. You can elect tog®electronically and /or monthly if you annualnowver is
less than $20 million.

You can account for GST on a cash basis (rathen accruals) if your annual turnover is lesanti$l
million. You can also use a cash basis if youruahturnover is more than $1 million and you arecamting
on a cash basis for income tax purposes.

Check list before Paying Invoices

In the May 2007 budget the Treasurer annoutitatdthe tax invoice threshold would increase fi®#H0 to
$75. If you are claiming an input credit in youAB you must have a tax invoice unless the totalwarhof the
invoice is under the threshold. This thresholdnges on T July, 2007 to $75.00 exclusive of GST or $82.50 if
the invoice includes GST. What is required to niketrequirements of a tax invoice varies dependimghe
value of the invoice. The following is a checklisat all businesses should review before payingamice.
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Taxi Drivers and GST

Page 7 of the Australian Taxi Industry Asstioids GST Manual states that taxi drivers in alrbant
arrangement are the ones who must forward onerglewé the total fares taken, during his shiftthe ATO as
GST collected. This means that the percentage tasgplit income between the taxi driver and thie oaner
will need to change. The following is an examplehow the GST will affect the split. In this exalaghe
owner pays fuel and all other costs of the vehidlke split is 45% to the driver and 55% to the ewn

Assuming takings of $100 prior to GST ATO Driver Owner
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The old way the $100 would be split 55% to the owaed 45% to the
driver i.e. 45.00 55.00

After GST, takings for the same amount of traveél be close to $110. The
price increase should not be a full 10% becausertimpedits will be
claimable on expenses such as fuel. Petrol andeDsé®uld stay the same
price at the bowser as the government will adjustse to ensure this, but
LPG will increase with GST. One eleventh of theelfibill will be
reimbursed through the GST system. There is annaegt that the party
paying for the fuel, in this case the owner, shoutdv receive a lower
portion of the total takings. For the sake of éxercise | will assume the
percentages stay the same. That is that the Gstilezxpects to get 55% of
the actual fares after GST has been remitted té\Tit@ and the Driver 45%
Also, for the point of proving the percentages woikt the same | wil
assume a full 10% increase in fares. Thereforsgakafter GST will be
$110. According to page 7 of the manual one elévenhthis i.e. $10 will
be sent to the ATO as GST. 10.00

The owner will still receive 55% of the total faredich is $60.50, but &
this is income to the owner, the owner must sereded@venth, namely $5.5
to the ATO as GST. 5.50 55.00

ow

As the driver has paid $60.50 to the owner he lvéllable to claim an input
tax credit of this amount from the ATO.

After all these transactions the driver still holds (5.50)

$110.00 — 10.00 — 60.50 + 5.50 = 45.00

The result is the same dollar value as before G&€m that the consumer

has paid 10% which went to the ATO. 10.00 45.00 55.00

But what if fares go up by only 8%?

This could happen because the costs of fuel, padsvehicles will decrease as a result of the GSpecially
after input credits are claimed. Note the laboontipn of repairs will probably increase, but ngtrnore than
the input tax credit. Diesel and Petrol shoulbhe eleventh cheaper after claiming the input trédit LPG
will probably reduce by a small amount only aftee input credit. Working through the same circlanses
above, but with only an increase of 8%, the figutesnge as follows:

Assuming takings of $100 prior to GST ATO Driver Owner
Prior to GST $100 Fare 45.00 55.00
After GST same amount of travel results in $108& @hHver must remit one
eleventh of this to the ATO: 9.82
The Owner then receives 55% of the gross takin@s4$5but has to remjt
one eleventh to the ATO: 5.40 54.00
The reduction in income is probably less than thengs on operating costs.
The driver can claim the input credit back so hefiswith (5.40)
$108 —9.82 - 59.40 + 5.40 = 44.18
Driver’'s income is reduced but as in this caseQkaer bears 99.9% of the
costs, the owner is the only one to benefit fromdbsts savings. 9.82 44.18 54.00




In this case it is extremely unfair as theveriwho pays the GST is not the one who benefamfthe
reduction in vehicle operating costs because mdhse the owner pays all costs including fuele 555 split
will have to be renegotiated but this cannot beedaccurately until the increase in fares is knowt e have
an idea of the changes in operating costs. Farly) because in this particular agreement theeovoears
99.9% of the costs a formula can be applied to wgrkut the driver's share. Note this will be faily if the
fare increase as a result of the GST truly refldwscosts savings.

If fares increase by 8% the driver should still §&b out of every $108 collected. Worked througlalove:

Assuming takings of $100 prior to GST ATO Driver Owner
8% Increase in Fares Driver’s Percentage 45.85%
$108 in fares the driver has to send one eleventiet ATO as GST: 9.82
The driver then gives the owner 100%-45.85% = 5#4.15
Of the $108 = $58.48 but the owner must pay oneeelh to the ATO as
GST: 5.32 53.16
The Driver can claim the input credit back on therdy paid to the Owner| (5.32)
The Driver then ends up with $108 — 9.82 — 58.4832: 9.82 45.02 53.16

The Owner is getting less than previously but & thdustry correctly sets the increase in fares there should be a

corresponding reduction in his costs.

Assuming takings of $100 prior to GST ATO Driver Owner
7% Increase in Fares Driver’s Percentage 46.27%
$107 in fares the driver has to send one eleventiet ATO as GST: 9.72
The driver then gives the owner 100%-46.27% = 34.73
Of the $107 = $57.49 but the owner must pay oneeelh to the ATO as
GST: 5.23 52.26
The Driver can claim the input credit back on theney paid to the Owner] (5.23)
The Driver then ends up with $107 — 9.72 — 57.4028: 9.72 45.02 52.26

Note for each 1% change in the percentage increaskeirfare the drivers percentage share needs to b
adjusted by .43% but you should work through thevalto be sure as this figure will be a bit outrozdew
percentage points change in the fares.

If you use Cab-charge or the driver pays sah¢he operating cost the above is not suitabledor
circumstances.

GST applies when selling equipment etc.

A business must remit 1/1bf any income from a taxable supply. A taxablppy is any item not GST
free or input taxed. Examples of GST free itenesexports, medical supplies, basic food, plain raikl water.
Examples of input taxed items are interest andddivils. So if the business receives income fromiteny
other than these, GST probably applies even ththglsale might not be within the normal tradingcgicees of
the business. For example 11df the price received for the sale of a businessole must be remitted to the
ATO as GST. This is so even if the vehicle hasndepreciated, purchased befoteJiily 2000 or purchased
brand new in 2000/2001 and no input credit wasnéie on the purchase. The above also applies to
business selling off some of its plant.

Please note the above refers to income nalsfueceived by way of a loan. There are speciasru
regarding the sale of a business. These speded apply to Goodwill, Plant, Motor Vehicles andsBwess
Premises sold as part a business that is a gomgeoa It is important to consult an accountaribteesigning
any contract to sell a business without paying @Sthe special rules have a few traps.



GST Free Supplies

The following is the most current list availalf items that are GST free. Note this is notamy means
final.

Hospltal Services such as:
Public and private hospital treatment
" Hospital-in-the-home services
" Hospital outreach services
" Hospital services that are contracted out

Food and Drink:

" Meat but not crackling " Infant or invalid rusks
" Baked Beans " Irish stew, tinned
" Cheese-topped bread " Lobsters (dead or alive)
" Damper " Meat products
“ Fruit loaves, plain " Raw nuts
" Gluten-free bread " Unshelled nuts
“ Hamburger buns " Qysters (dead or alive)
“ Lavash bread " Uncooked pasta
" Lebanese bread " Frozen vegetables
" Pita bread " Seasoning
” Plain bread and rolls " Soup
“ Plain focaccia " Spaghetti
“ Pumpkin bread " Spices
” Sesame seed or poppy seed rolls " Sugar
“ Sour dough or rye bread " Sweeteners
" Unleavened bread " Vegetables
" Yeast-free bread " Chicory
" Breakfast cereals that are not separately Wrappé?abffee
" Cake mixes " Cordials at least 90% fruit juice
" Candied peel " Carbonated 100% pure fruit juices
" Cheese " Non-carbonated 90% pure juices
" Fresh or frozen chicken " Infant or invalid beverages
“ Condiments " Tortillas
" Cooking fats and oils " Lactose
" Crabs (dead or alive) " Malt
" Eggs " Milk products (unless listed)
” Fish " Non-carbonated pure water
" Fish fingers " Rice milk
" Flavourings " Soy milk
" Frozen whole fruit " All teas
" Fruit " Unprocessed goat milk
" Hamburger patties sold in packets " Carbonated 100% vegetable juice

" Fresh or dried herbs

Health and Medical:
Services of a medical practitioner or pathologist.

*t



Serwces of Allied Health Practitionersthese include:
Aboriginal or TorresStrait Islander health serwces " Chiropractic

" Acupuncture " Dental

" Audiology, eudiometry " Dietary

" Chiropody " Herbal Medicine
" Naturopathy " Nursing

" Occupational therapy " Optometry

" Osteopathy " Paramedical

" Pharmacy " Psychology

" Physiotherapy " Podiatry

" Speech pathology " Speech therapy
" Social work

Residential, Community Care and Specialist Disabity Services
Medical aids and Appliances

Drugs Medicines and Health Goodswhere:
They are supplied on prescription and supply withpyascription is restricted.

" They qualify as pharmaceutical benefits and are solprescription.

" They can only be supplied by a medical practitipdental practitioner or pharmacist (eg. Ventolor) by
other legally permitted people. (eg. optometriststoropodists)

" They qualify as Schedule 2 (S2) drugs or medicgwueh as aspirin or paracetamol (or would if theyewe
in different packet sizes), medicated cough medgimantifungal treatments, and smoking cessation
treatments such as Nicorettes.

" They are supplied under special arrangements ttaile non-approved goods to be used by people with
life-threatening or other serious conditions.

Health Insurance.
What Food is GST Free?

The Tax Reform Web site atvw.taxreform.ato.gov.ais constantly updating the information availabte o
what and when food will be subject to GST.

GST titbits to push you over the edge

If you charge your customers a fee on tbeir due accountyou will have to remit 1/1to the ATO as
GST unless that charge is considered interest whiaHinancial supply and input taxed. Accordingiou will
not have to remit GST and you will not suffer detadministration problems of providing an inputeic
supply because you should be under the threshohie threshold is $50,000 in input credits relatinghe
financial supply or if the input credits relating the provision of the financial supply exceed 10Rgour total
input credits. If you intend to charge interestawerdue accounts, please check that you are Yegatitled to
do so. On the other side of the fence, if one airyguppliers charges you a fee for late paymetteaf account
you can claim an input credit for 1/4,1but if it is an interest charge then no inputiires available.

Fisherman/woman don’t separate the eggs from the fish. Caviauigject to GST but fish are not. The
ATO considers Caviar to become Caviar the minuteaves the fish even if it has not been salted.a $ish
containing eggs is GST free. But the eggs no Ipagtached to the fish are subject to GST so "Aifithe
price you receive must be remitted to the ATO.

Businesses who are accounting for GST on aruals basis i.e. thefurnover is greater than one million
will have to pay the GST on the whole contract @iiic the period they receive the deposit. Accuyly, they
should consider increasing the deposit they redwiranother 10% of the total contract price.
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GST is payable oemployee contributions for fringe benefits If an employee pays a cash contribution
towards a benefit provided by his or her emplotfez,employer must remit 1/2f the amount received to the
ATO as GST. If the employee makes a contributipm lnethod other than cash (i.e. puts petrol irctrg the
employer does not have to remit any GST. Thisvalks out in the wash as the employee is unabbtaim an
input credit for the GST in the fuel price he oegbaid and cannot pass this input credit on toohiber
employer.

Joint owners of commercial property

Firstly, make sure you have an ABN befoteldly, 2000 or your tenants will be holding back588 of their
rent and sending it to the ATO. Registering forABN does not automatically require you to remit1) of
the rent you receive to the ATO as GST. This iy aecessary if the rental income is greater thad 0 per
annum. If you are not registered for GST you wdt be able to claim input credits but this is abmprice to
pay for not losing 1/1. of your income. Your tenants may want you todmistered for GST so they can claim
an input credit for 1/1% of the rent they pay. If your tenants are onlyyvemall businesses that are not
registered to charge GST and so claim input crethisy will not care whether you are registered oty
expect their rent to be cheaper.

Joint Owners of Commercial Propearg not normally required to lodge a partnershgoime tax return, so
they do not have a partnership tax file number.weiger, they will be required to have a partnergkigN. A
normal application for a partnership ABN form canused just write “no TFN necessary” where it dskshe
partnership TFEN. The individual owner's TENs candntered at the back of the form. Note you woli be
able to lodge the application over the interndtthé rent received from the commercial propertjess than
$50,000 there is no requirement to charge GSTpbaburse input credits will not be claimable oe BST
paid on repairs etc. Note the $50,000 threshaidmnly at the joint income from the commerciagerty not
each individual owner’s turnover in their own righfo, one of the owners may be registered for &Sfheir
own business because the turnover is more tharO@30, This would not affect the commercial property
because for taxation purposes it is a completebarsge entity from the owner’'s. There are no cdsgy
grouping provisions in the GST so each entity t&ss$50,000 threshold individually. For example& B
jointly own a commercial property that produces $8B in rental income per year. A & B do not hawe t
charge GST as they are under the threshold. Bukie a commercial property with C that returns 6@0,in
rental income per year. Then B also buys a comalgsooperty with D that produces annual rentabme of
$30,000. Now, assuming B has a 50% interest ipralberties, B's combined rental income is $52,800 the
GST threshold is $50,000. Nevertheless, B doeshae¢ to charge GST because for GST purposes i is
the owner of the properties - each individual panghip is and individually the partnerships do exteed the
threshold. Caution, there are anti avoidance prons that would probably catch an intentional gfan of
properties for this purpose but they would not lcadicsimple purchase of a property. So while yoo'tca
rearrange your properties to avoid GST you can idenghese provisions when deciding what name to
purchase your next property in.

If the rent does include GST, a “tax invoieelst be received by the tenant in order for hirharto claim
an input tax credit. Refer Newsflash 9 for detail the information to be included in a tax invicAccording
to GSTR1999/D10 (which is a draft ruling only) oim@oice can cover multiple payments but, if the amo
varies, a schedule must be attached showing theranfar each supply. A lease can be used as avaice if
it has the correct details, states that the pairitesd the lease to be a tax invoice and a newrdeat is created
if the amount of the rent changes.

Voluntary agreements

The ATO fact sheet NAT3063 states the following:

1) A voluntary agreement must be in writing and muestdy the services of an individual who has an ABN.

2) The agreement can be terminated by either partigiagvthe other in writing.

3) Providing the person who is receiving the servigesld normally be entitled to a full input creddrfthese
services, the person supplying the services doeshawge GST to the person receiving the serviddse
person receiving the services does not receivenput icredit for services provided under a voluntary
agreement. So you would expect to be charged™I&sk than suppliers for whom you can claim antinpu
credit.



4) The person who provides the service should betergs for GST as they can claim an input creditafoy
items they buy in relation to their business bunhdbhave to charge GST to the person receivingdindce
under a voluntary agreemenBut if the service provider is also providing serviteghe public and their
total turnover is under $50,000 it will probablytiie in their interest to register for GST.

5) Basically, the rate of tax to be withheld is eit@&86 or the amount shown as the instalment raie ain
the subcontractor’'s BAS. Note the ATO has releasgdluntary agreement form that can be used hst it
not compulsory.

6) Appropriate records must be kept by the payer &mhendividual subcontractor, as a payment summary
must be prepared at the end of the year.

Ice

The ATO has finally ruled that ice will be $edt to GST. But if supplied as part of an iterattls normally
GST free and there is no extra charge for thehiea no GST needs to be charged. For example errinsim
packing his fish in ice to take to the markets. islenly paid for the fish and fish are GST freetlse whole
transaction is GST free. Note the fisherman wdwdde paid GST when he bought the ice. He canciiilin
this back as an input credit.

For details of the ruling on ice and other damumbing issues such as the definition of puddisg the Tax
Reform web site atvww.taxreform.ato.gov.au/ind_partner/food/issueslht

Domestic rental properties

In media release Nat 2000/50 the CommissiafieFaxation announced that owners of domestic fenta
properties will not need to have an ABN even fifitlienants use part of the premises for busineggsoges.
Landlords don’t even have to have an ABN if theg senting the property to a business that is piogidhe
accommodation to their employees i.e. The Deferred-

The letting of domestic rental properties dtadiswithin the definition of an enterprise. Thiseans owners
are entitled to an ABN but there should never Imeed for them to have one. This also means lasslloave
the same responsibilities under the ABN withholdangvisions as other businesses. A landlord mutsihwid
48.5% of a payment for rental property expens#seifinvoice does not contain an ABN.

Small food retailers

GSTD 2000/D2 is only a draft ruling but @&July, 2000 is fast approaching it is the best e do at the
moment. This ruling addresses the problems fagethkeaway food stores selling a piece or fruibottled
water. These are some of the items that are G&Tifrconsumed off the premises but subject to @$e
customer consumes them before leaving. These itamsnow be supplied GST free if the method of the
suppliers operations are such that it is not chathe time of purchase where the item will be comsd,
provided the item is served in its original takeagweontainer (i.e. unopened bottle), not serveitable or any
other way that indicates it is expected to be corezion the premises.

GSTD 2000/D3 is also a draft ruling that aléolaasic “normal” packaging of GST free items (hettle) to
also be supplied GST free. This includes as GS@ Ifii@sic necessities such as straws, spoons etcekina
charge is made for them. There is a problem ifghechase includes a promotional glass or recipeTdte
whole supply can only be GST free when no chargeade for these items and the total cost pricdldha
non GST free supply is the lesser of $3 or 20%hefwwholesale value of the total supply.

As outlined in Newsflash 8 there are threecessions for small food retailers that do not heatédl capable
of separating GST Free items. They are the businesss method, snapshot method and stock purchase
method. The Commissioner has released his pera@ntagthe business norms method - they are asfsil

Type of Shop Sales GST free Purchases GST free
Continental Delicatessens

(that don't sell hot foods or prepared meals) 85% 0%9
Cake Shops 2% 95%

Health food shops
(that don’t convert GST-free Food into taxable fpod 35% 35%
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Fish shopgthat sell fresh fish and some cooked fish) 35% 8%9

Pharmacieqwith both taxable and GST free Food sales)

- Dispensary: non-claimable 98% 0%
- Over the counter 47.5% 2%
Hot Bread Shops 50% 75%
Convenience stores which:

- Prepare takeaways 22.5% 30%

- Don't prepare takeaways 30% 30%
Rural convenience storé¢that may sell fuel or have an Australian Posinagg

- Converters 22.5% 30%

- Non-converters 30% 30%

Note a rural convenience store may be a convdrieprepares takeaway or hot foods. For examplmay
convert GST free bread and filling into sandwiclesiST free potatoes and fish into taxable fisth @mps.

The tax office has produced a booklet titlsoirplified GST Accounting Methods for Food Retaslewhich
is available by calling 13 24 78 orwatvw.taxreform.ato.gov.au

Apportionment of input credits for motor vehicle expenses

GSTB2000/2 explains how to apportion the inprgdits on motor vehicle expenses. The percenbage
number of kilometres etc that you calculate forome tax purposes is not necessarily the same far GS
purposes. Under GST, an input credit can be clhiomdy for the use (however apportioned) relatm@iGST
registered business. Therefore, if your estimateificome tax purposes includes travel for workaas
employee or an activity that is input taxed, sustaalomestic rental property, an input credit isat@mable
for that portion.

While the following methods refer to the mathaised for income tax purposes, it is not necessarse the
same method for both GST and income tax purposes.

Under 5,000km pa for a GST Registered Business:

Formula Method - The GST Registered Business Kitoeseand the total kilometres can be estimated from
odometer readings, service records or any otheonedle basis. The portion of the GST input crédit can

be claimed is calculated by either of the following

or
Set rate method
Reasonable estimate of GST Percentage of inputedtit
Business Kilometres per year that can be claimed
0-1250 5%
1251 — 2500 10%
2501 — 3750 15%
3751 — 5000 20%

Over 5,000km pa for a GST registered Business:
33.33% or the percentage shown in a log book (pegpm accordance with the income tax law requir@sje
after removing travel regarding employment or a dstic rental property.

An input credit is available for the purchase afemond hand car after 1-7-2k and a new car afteeQ01.
This is claimable in the first quarter after purebdut an adjustment may be necessary in lateteysaf the
percentage claimable changes. This would not nityrapply to other motor vehicle expenses as thestmold
for an expense to be subject to an adjustment,i091(including GST) for each individual expense.
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Unlike the Income Tax Legislation under the GSTineates of expenses cannot be used to claim back at
input credit. Estimates can be used only to warktbe business percentage. To claim an inpulitcaetax
invoice must be obtained (refer Newsflash 9 sequagk) for all expenses including the private paortid@his
means all clients registered for GST must keep atheir fuel receipts all year.

If the business operates as a partnership, trugirapany and the vehicle is personally owned aatiogedit
is not claimable unless the partnership, trusioongany reimburses the owner for the expense.

Wages, commissions, voluntary agreements & the BAS

Voluntary Agreements —The gross amount is included at W1 and the takheid at W2. These amounts do
not appear in any of the G boxes. Refer BAS Iasion book page 107.

Wages —This includes bonuses, leave payments, commissadiasvances etc paid to employees. Include the
gross amount at W1 and the tax withheld at W2. @hisunt does not appear in any of the G boxes.r B&8
Instruction book pages 107 and 50.

ABN Quoted but not registered for GST- If using the shortened BAS form described abgme need only
include this amount in G11 as G14 is not requiedé filled out in the shortened version. But nibtis not
included in the calculation for G20. When enterihig in Quickbooks the tax code will be NCF. ReB&S
Instruction book pages 50 and 55.

Registered for GST and Quoting ABN —Include the GST inclusive amount at G11. This amasi included

in the calculation for G20. The QuickBooks tax easlNCG. Refer BAS Instruction book page 50.

Supplies on which no input tax credit can be claing

Newsflash 9 outlines the requirements of anarice, which is a prerequisite of being ablel@m a credit.
The following is an updated but still incompletst lof supplies on which no GST input credits carclaened.
For those paying the following expenses care shbaltlken to ensure you do not attempt to clairmpat
credit for them:

All items classified as input taxed or GST free, may of which are listed below.
- Expenditure over $55 where no taxed invoice has kept
Life Insurance
The stamp duty portion of all insurance policies
Residential Rent — even if part of the premises wed for business providing the actual
premises are of a domestic nature.
A piece of Real Estate acquired where the vended tise margin scheme
Acquisition of residential premises
Precious Metals and subsequent supplies
Sale of existing business by shares
Sale of existing residence
Financial supplies i.e. bank fees and interesbang but not merchant fees.
Basic Foods as per ATO web site - a 29 page list.
Payments made under a Voluntary Agreement.
The private portion of any expense.
In relation to any item that is not tax deductible
Salary, wages and allowances
Superannuation
Entertainment
Fines and Penalties
Any expenses associated with domestic rental ptieger.e. this goes as far as having to
apportion motor vehicle expenses.
Most Federal and State Government Fees: i.e. Ratesipational Health & Safety — Licences to
operate plant, Income Tax, Fringe Benefits Tax, Wiax, Medicare Levy, Various ASIC Fees,
Primary Industry Levies, Drivers’ & Boat Licenca#arious Court Fees, Tax Agent Registration
Fees and Pay-roll tax. In other words when dealwith a government department it is
important to check whether GST is included in theepaid.
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Super contributions for employees & the BAS

No input credit is allowed for superannuatoamtributions made by employers for their employeesause GST
is not charged on superannuation. Normally wheax@ense has no GST in the price the amount isded at G11
and then deducted at G14 on the BAS. This is metcase with superannuation. It is neither inauaeG11 nor
G14. Superannuation Contributions are totally ectetl from the BAS. Refer Newsletter No. 4 of them@ry

Production Industry Partnership.
Cash basis BAS Rules

Refer GSTR2000/23. Despite being on a casrsline BAS is not governed by when amounts appedhe
bank statements. When a payment is received bguehthe payee includes the amount in their BAS wihen
cheque is received. The payer includes the paymbkah the cheque is posted or handed over. Whgmegat is
made by credit card the payment is recorded inBA& by both the Payee and Payer when the slipgisesi or
details are given over the phone. When paymergdsived via an agency (i.e. commercial rentaperty) the
NTAAs have a ruling stating that the amount is udeld in the Principal’s (Landlord’s) BAS when thegeht
notifies the Principal of the payment being recdive

Telstra advertising fees

Telstra have been asking customers to pa@8iE up front. If you report GST on an accrualds#sen you can
claim the whole input credit when making the fppstyment but you will have to bring the whole amoaointhe debt
into account. For example, assuming GST of $108 gl quarterly instalments of $250 each, in Quiakg&obill
entry the cheque amount for the first paymentG8T up front plus first quarterly instalment, woblel $350:

Account Tax Code Net Amount Tax Amount
Advertising NCG 1,000.00 100.00
Accounts Payable -750.00

If you report GST on a cash basis you will notale to claim the full input credit for the up itopayment until
the whole amount is paid as under section 29-5cgsuclaim an input credit of only 1/1bf the amount paid each
time. Therefore the entry for the same $350 oash dasis would be:

Account Tax Code Net Amount Tax Amount
Advertising NCG 318.18 31.82

Finer points for BAS

Be careful not to claim an input credit fopplies from suppliers who are not registered folTGiSe. because
their turnover is under $50,000). It is also netessary to include these payments in G11 and Ipisolnaore
practical not to if using the concessions on thée@Gis mentioned in the first article of this Newasth. If using
QuickBooks, use the NCF tax code.

Don’'t pay GST or include in G1 any money reediafter 38 June 2000 if the service or goods were supplied
before or on that date. This is so even if youraporting for GST on a cash basis. Don’t claimrgout credit for
payments made for goods or services supplied befoen 3¢ June 2000. It is not necessary to include these
amounts at G11 or G10 but, if you do, make surg #éine also included at G14 or removed before ydtutzte your
input credit if you are using the abridged BAS n@med in the first article of this Newsflash.

Lay-bys claimed after 8QJune 2000 are subject to GST on the full origprale of the goods.

Working out your workcover payment
It has come to our attention that it can be vemyfesing when trying to work out the GST componehto
Workcover Policy. A quick call to Workcover hasoéved this problem.
GST is charged as listed below. The amount ané®ds to be divided by 1.05 to remove the stamp dut
component of the credit as stamp duty is addedten@ST.

To record this transaction in Quickbooks you must fenter a bill for 1,3 & 4, ( it is best to enteach
component to save confusion if you need to looklzd@ later date)
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Bill

Account Tax Amount Tax Amount
Insurance NCG 2281.01 228.10 Assessed premiuiofa®/2000
Insurance NCG 2419.20 241.92 Plus Provisional Rmenfior 1999/2000
Insurance NCG 89.37 8.93 Plus Late Paysn@nany)
Insurance PLR 167.25 0.00 Stamp Duty notvshat G11

4789.58 478.95 = Total Bill $5,268.53
then a credit for 2. Note that the credit for 2deet be split into two lines:
Account Tax Amount Tax Amount
Insurance NCG 1659.41 165.94 Provisional Premiomi$99/2000
Insurance PLR 82.97 Stamp Duty not shownZldt G

1742.38 165.94 = Total Credit 1908.32(idng GST)

You then use pay bills function to make payment a@maly credit.

Assessed premium for 1999/2000 - 10% GST

1. Less Provisional Premium for 1999/2000 — dividelb to remove stamp duty — then 10% GST
2. Plus Provisional Premium for 1999/2000 — 10% GST
3. Plus Late Payments (if any) — 10% GST

QuickBooks BAS Worksheet

The following are internal notes generated at atimgave had to discuss a simple reconcilable metifqueparing

a BAS that would suit most of our clients. Notsstis not for clients who make input taxed suppli&ége following

assumes that your BAS is prepared on a cash hatsis éasily adaptable to accruals. Note certapeleses are not

included in the BAS at all, they are not even putat G11 and reversed out at G14. These expensksle

insurance excess, wages, superannuation and thp dtay.

Object: To complete G1,G2,G3,G9,G10,G11,G12,G14&GR20e BAS

Procedure:

1) Check that all items (the codes for transactiontherinvoice) are allocated to income accounts

2) Check that all expenses, cost of goods sold armmecentries have one of the following codes intéxecode
column:

PLR Profit and Loss Reconciliation All amounts that do not go in any of the followitoyt are
expenses, cost of goods sold or income.
QFA Questions for Accountant -f unsure of which tax code to apply or whetheaxatode is necessary,

put QFA as the tax code so we will know which otzesheck.
NCG Non Capital Acquisitions with GST —Expenses or cost of goods sold with Gi&c¢luded in the
price. These amounts go in G11.

NCF Non Capital Acquisitions with No GST —Expenses or cost of goods sold where GST is not

included in the price. These amounts go in G11Ghd.
CAF Capital Acquisitions with No GST — This is for expenditure of more than $1,000 ompland

equipment, that is items that are used but not upad the business, but only when there is no GST
included in the price i.e. a compressor bought garage sale. These amounts go in G10 and G14

Note special rules apply to Hire Purchase acqarsstif reporting on a cash basis.
CAG Capital Acquisitions with GST — This is for expenditure of more than $1,000 onnpland

equipment, that is items that are used but not upeih the business. These amounts go in G10.

Note special rules apply to Hire Purchase acqarsstif reporting on a cash basis.
GST Income on which GSTis Payable —These amounts go in G1. Mostly this would bessbld if any

business equipment is sold (including a motor \ehised even just partly in the business) this must

also be included here.

FRE Income on which No GST is Payable Fhese amounts go in G1 and G3. This applies ifsgqply
goods that are GST free such as basic food.

INT Interest Income — This amount is included at G1 but removed agataat



CAP Sale of Capital Items —This code is only to be used when you sell cageahs i.e. equipment and
vehicles. The total amount received from the salest be included at G1. But as this sale is a
capital item the proceeds of the sale will appedhé balance sheet so just like CAG and CAF
amounts coded to CAP are not included when redagcib the Cash Gross profit. It is advisable
that you seek an accountant’s advice when prepagong first BAS where you have sold a capital
item.

BLANK Can only be used for payments that are not cagitglisitions or are not income, expenses or cost of

goods sold. e.g. drawings

3) To ensure no GST or input credits are missedneessary to reconcile the total of all GSTs, FRES$s and
PLRs on income, with the income totah your Profit and Loss Report. All NCG’'s, NCF'acaPLR’s on
expenses should balance with the total of your obsfoods soldand _total expensesEnsure that the Balance
Sheet balances and reconciles to the profit argldtsgement If the above accounts don’'t balaheelcthat
sales have not been entered using the make dejastion as it does not allow entry of tax codB®te that
you need to make sure your reports are customigerhsh and grossfor Cash GST accounting method or
accrual and gros$or non-cash (Accrual) GST accounting method.

4) Look at Fixed Assets for any capital transactidrad will effect the BAS, these should have beeredad CAG
or CAF or CAP.

5) Look at Hire Purchase repayments and claim GSTrmeipal portion only if applicable. This is apgdible if
reporting on a cash basis and the contract speeifiat interest is charged.

6) Check for a claim for sales tax paid on tradinglsto

7) To bring into account amounts received after 3&k®o2 pre GST invoices. Create an accounts reb&vieport
and make certain that each outstanding invoicetIsR tax code.

8) Check accounts payable at 30-6-2k to ensure tleeglacoded PLR.

9) Look at Insurance to check stamp duty has beenvedhioefore GST calculated.

10) Check detailed tax liability report to insure GSTalways 10%.

11)In the first BAS include any GST paid before 3062. insurance premiums, annual subscriptions etc

12) Check that all combined private and business exgsenave been apportioned.

Income activity statement — T1

T1 is not necessarily the same as G1. Tlllysnaludes income from business on an accruasssbget in most
cases Gl includes business income on a cash INwis.you can elect to measure T1 on a cash basis.

A simplified definition of income measured on alcdmsis is all the actual cash, cheques and aradit
transactions received in relation to the businessd the period. Income measured on an accrus lis
the total of all invoices dated within the periagt bloes not include loans to the business.

The business income included at T1 is onlgsal the normal course of the business so (u@ikeit does
not include the proceeds from sale of equipmentraatbr vehicles. Further G1 is the GST inclusiadue of
sales whereas T1 is the net amount after dedu@8if. But it does include the proceeds of the dabesredit
for trading stock. If any income has been subjedhe ABN withholding rate of 48.5% the full groasiount
must be included as T1 not just the net amountivede If you are a sole trader you also need thugte
income from outside the business such as intagesds rent, dividends, royalties, your share of a@mgr trust
or partnership income. If you are a partner ydars of income from the partnership is subjechformula
above “Partnership PAYG Instalment Rates” but,raffculating that amount, you must also includd At
interest etc the same as sole traders. If yoa @&eneficiary of a trust get an accountant to ¢aleyour T1.

Employee contributions for FBT and the BAS

On the 21st May, 2001 the Commissioner releasedRG3I01/3 which deals with employee contributions

towards fringe benefits, being subject to GST. ddrlthe employee makes the contribution by wayaging
the actual expenses associated with the benefih(as fuel) and no input credit has been claimedhose
expenses the taxable employee contribution is peapin the BAS in the quarter in which it is reesl if the
BAS is on a Cash basis. According to GSTR 2000/pdragraph 24, if the BAS is on an accruals or cash
basis all of the employee contribution is includedhe BAS in which the first amount is receivedvdien a
bill is issued to an employee unless the full amasinot know then only the amount received isudeld.

While the ruling doesn’t address this | believe ligislation supports that the full amount of tlmatribution
should be included when the supply is made if ihithe first thing to happen and you are reporbnga non-
cash basis. As the last FBT year started bef@esBT was introduced an amount paid for a bensfeived
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over this particular FBT year 1st April 2000 to 8i&arch 2001 should be amortised over the periedognefit
was provided to see if there is a pre GST portiomvhich no GST will be payable.

Unfortunately the ruling only looks at the limitekcumstances of employees who are not owners @f th
company. Many of our clients own companies orttrug which they are employees. They don’t paydge
benefits tax because they make employee contrimsito cancel out the benefit. Many clients mayewan be
fully aware of this because until now the entry baen made by journal entry by the accountant vhernax
return is done. This is permitted to be done sgteatively under ruling MT2050. GSTR2001/3 accebéd
the employee can make a contribution after theadritle FBT year and have it apply to that year. irSorder

to be technically correct the journal, when madsusdhnot be back dated as it has been in the pastdted the
date it is made. This way it can be correctly rded in the BAS for the period when the accounismioing
the work. Just make sure you get this informat@nyour BAS. We have written to the ATO to canfithat
this is the right approach but many clients wiv@do act before we are likely to get a reply, sohave had the
above approach confirmed by the NTAA.

The above probably applies to you if your vehideoivned by a trust or company and you are not én th
maximum tax bracket, or if an employee makes coations to you.

In Short, What to do Now?

If you have employees who make actual contributidnsng the year and you prepare your BAS on a cash
basis you will have to enter these amounts on g Br each period they are received. If you prepsur
BAS on a non-cash accruals basis you have to iedilidhe future payments when the first one igiresd or
you issue a bill or the goods are supplied unleegdtal amount is uncertain. This should not Ipeadlem if

the contribution is for goods as they have beerplgegh so the amount should have been set. Thegmob
arises when a car is provided on an ongoing ba$isere seems to be a good argument here that thle to
amount is not certain so the contribution only rsetm be included when it is received or the jourewtry
made. In the latter case where you are at risknigsing this one off entry as it does not go thiotige
cashbook. So if you are preparing your own BAS'tdimnget to ask you accountant for this amount wlhiee
business income tax return is done.

Some employees will be making an annual contrilouitiothe June quarter as in most cases this igubaeer
when the liability is calculated for the FBT retuifhe fringe benefit calculation for motor vehiclessed on
the formula method is reasonably simple. So oreve by your accountant you should be able to do it
yourself in future years. But note when the car Ibeen held for more than 4 years, at the begirvfitige FBT
year, the cost base in the formula is reduced3md&/of the original cost. If you are accountingthe car on a
log book basis the fringe benefit calculation iscnmore complex.

BAS audits

The following are extracts from a checklisgokestions used by the ATO during an audit:

1) Confirm that the amounts at G10 and G11 recondille the accounting recordshis should be a fun
exercise considering the stamp duty is not include@11 but is in the accounts, the same applies to
insurance excesses and wages. The differencedretd®0 and G11 will be even more fun as capital
assets are over $1000 in the BAS but over $300eimtcounts.

2) Reconcile G10 to the asset register and checkdivalaasset.

3) Check that goods for own use are taken into account

Selling motor vehicles and plant and the GST

In Newsflash 10 we warned how if you claim an inpredit or a tax deduction for any durable itent thas
partially business and partially private, you wouldve to pay a full 1/11th of the selling price GBT
regardless of how small the business percentagechgmmed was. TLAB 8 has rectified this disparityhe
GST on the sale is now apportioned the same asldima for input credits. This amendment to the laas
been made retrospective to apply from 1st July,0208ccordingly, some clients may need to amendr the
BAS. The full amount of the GST on sale is incldida the output side of the BAS but an adjustmentife
private portion is included in the input side of tBAS.

Note there are exceptions as the availability &f toncession. The above will not apply if anyhadf following
apply to the vehicle or plant:
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If there was no input tax credit entittement on trgyinal purchase price of the car. For examplg was
purchased new before 22nd May, 2001 or second befwde 1st July, 2000 or was purchased when theown
was not registered for GST.

The seller of the vehicle or plant did not chard&TG For example a private sale.

Thresholds — GST inclusive or GST exclusive

The Minor Fringe Benefit limit of $100 is the GSAclusive price. The value of all fringe benefgshe GST
inclusive price.

The $300 plant and equipment limit regarding imragalivrite off of the expense is the GST inclusivieg
The $1,000 threshold for taxpayers in the simplifiax system to be able to write off the purchaseepof an
asset is GST exclusive.

To switch to the Simplified Tax System you mustédaan average income of under $1million per years Th
amount is GST exclusive.

Prepayments are still fully deductible to all taxgis if the amount is under $1,000 (GST Inclusive),

The $20,000 income threshold (section 35-30) tovathe offset of a business loss against othemirects the
total sales after removing the GST. Note alsdb2®@000 total sales is per partnership not penpagroviding
all the partners are individuals (section 35-25).

Thankfully our Government has tax simplificationaagriority.

The new BAS

You have probably noticed that the new look$as replaced the word acquisitions with purchasels
supplies with sales. This does not mean the digfimdf what is to be included in the boxes hashgea. To
guote the BAS Basics Guide for June 2001:

The labels on the form and calculation shekinséan the same things. G1 is still G1 and 1Atik 1A.

You should still refer to the BAS Instructioias the definitions of, and detail on, each label.

The worksheet that is available to support the loewk BAS has the same boxes as the old BAS. Toexgfou
are still required to include in G1, G11 & G10 itetthat do not include GST and then remove themréefo
calculating the GST. Further as the definitionvbfat actually goes in the box has not changed itiaisdo
not fit the description of sales or purchases allareluded as they have been in the past. Kangle interest
income is included in G1 but removed before yogwate the GST as no GST is payable on interest.

Note if you opt to pay your GST on an estimaia are must continue to use this method for ¢is¢ of the
financial year. So if you chose option 3, to pag GST installment amount, in the March BAS you talgsthe
same in the June BAS. If you did not choose op8an the March quarter you cannot switch to ithe June
quarter unless the addition of your last two GSynpents results in you paying GST not receivingfarre.

Motor vehicle purchases & GST

Please make sure when purchasing a motor veh@te/ttu obtain a Tax Invoice if you wish to clainckahe
GST for business purposes. The Purchase Contastribt constitute a Tax Invoice.

GST audit warning

The ATO have begun their public awareness aud@itsme auditors are not as aware as others and dmelyec
very forceful in their opinions. The following aseme examples.

Invoices over $1,000 are required to show the mselis name and address or name and ABN. Direatuts
employees sometimes get these invoices in their mames. We have experienced an ATO auditor clgmin
that the invoice is not a correct tax invoice beeait shows the employee’s name not the compartyust
name. This interpretation by the ATO is not corrgc fact it contradicts their ruling GSTR 2000/atf
paragraphs 73 and 74 so don’t be bullied. Thegudiates:

Division 111 has special rules covering the sitwrativhere you reimburse an employee, an offden
company or a partner for an expense they incuaricacquisition directly related to that positidProviding the
requirements of the Division are met, the reimbuoneset is treated as consideration for an acquisimun (or
the company) make from that person. You (or thmpany) may claim the input tax credit for a crelliéa
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acquisition if you hold the tax invoice that wasued to the person you (or the company) reimburdéu tax
invoice may identify that person and not you (@ tompany) as the recipient of the taxable supply.

A Family Day Care provider came to us after she tfeit an ATO auditor was over the top in disallogyi
claims for food and a pet dog. We used the dag tanual that encourages party foods and the usetsfo
entertain children as evidence that these items aeceptable business expenses.

The ATO has been particularly fussy about when@mant has been paid. As most BASs are prepared on
cash basis this is relevant but hardly importanbraes quarter or the other you still end up beingftled to the
claim. Nevertheless, if an expense is paid i ¢ass difficult to argue that the invoice haswalty been paid.
We have even experienced an auditor not beindfiedtiwith a receipt as proof that the account haenbpaid
because it had been paid in cash so there wascoadren the bank statement. There is not a lotoayudo to
protect yourself here other then telling them yall see them in court knowing they would never 8t0
support to fight such a silly case. It is worthtimg on an invoice how it was paid and on whaedat

ATO auditors are checking bank statements and rggthnat income should be included in the periot it
deposited and expenses when the cheque is presertiedis not correct, the definition of cash kasdnsiders
income to be received when the cheque or cash deivexl not when it is banked. Expenses are
incurred when the cheque or cash leaves your paiegesRefer GSTR 2000/23 which states at paragragh
and 18:

When a payment is made by tendering Australianeoay, consideration is both provided and receivedrw
the payment is tendered. When payment is made dy af cheque, the recipient of the supply provides
consideration when the cheque is either handedosteg to the supplier. Consideration is receivedhe
supplier when the cheque is received, not whenhbtinked, or cleared.

An auditor has even complained that a typical taxoice issued over the counter is not evidence ttinat
account has been paid. So if you are paying ih das worth keeping the cash register tape ifsgus or
getting the cashier to sign the invoice as paitliih Again this is just harassment by the ATO ahdy would
not win a court case but it is better to avoidftghbt.

If you have experienced a GST audit and been tohdething that you have trouble swallowing pleaseue
know so we can research it and print the resultelp others. Note the books issued by the ATOoalg the
ATO'’s interpretation of the legislation, which waue, on many occasions, found to be incorrectfadhthey
are alarmingly misleading. Don’t be bullied!

BAS warning

Please do not go back and change any dathdbguarter after your BAS has been completediouf need
to change an invoice, issue a credit note in tliezotiquarter and a new invoice. The same withexpenses.
Never date anything a date within a quarter forolwtda BAS has been completed.

Latest changes to BAS by ATO

The ATO has issued a newsletter called BAS Basioshich they make a few concessions. A summary of
these changes are listed below:

They give more publicity to the Accounts methodgdparing the BAS. This method has been availsiblee
1st July, 2000. All clients who have been showw o prepare the BAS by this firm are already uding
method.

If your annual turnover is less than $1 million gl don'’t record your capital acquisitions sepaatonly
capital acquisitions costing more than $1,000 neebe included in G10. Please note that for incaaxe
purposes until 1st July, 2001 only capital acqiasg costing less than $300 can be considered apitat
acquisitions but anything over this amount mudt bg included in the depreciation schedule as p@itala
acquisition. Accordingly, in order to avoid profls with your income tax return we recommend that yo
continue to segregate capital investments at tB@ $#&eshold until 1st July, 2001. For GST pugsogou will
still be allowed the full input credit anyway -ig only a question of into which box you put thenit on the
BAS.

The amounts you show at G1, G2, G3, G10, G11 & &i¥now be either GST inclusive or exclusive.

The amounts shown at 1A and 1B on the front of8A& no longer need to reconcile to the amounts shiow
the G boxes. Makes you wonder why you now nedtll mut the G boxes.



Understanding the GST attribution rules

Basically subdivision 29-5 to 29-10 of the Glggislation states that if you report for GST anaxcruals
(non-cash) basis you account for GST or claim irgpetlits in the period any payment is received adenor, if
earlier, when an invoice is created or receivedeNmder the accruals method if it is the payméiinoamount
that comes first the whole amount of the contracaccounted for in that period even if it is onlypart
payment. The reverse is true if you report for GfsiTa cash basis. That is, you can only clainnanticredit
for amounts actually paid and you need only pay @8Bmounts actually received. Some exampleseatsar
when this could become a problem are consideramibelCheck that you understand which reporting meth
applies to you.

Accruals Reporting:

If a customer pays you a deposit the wholdreahis included in the GST period the depospasd. So
make sure your deposit is more than 10% as youbwikending 1/11th of the whole contract pricchATO
probably before you get the next installment framarycustomer.

Cash Reporting:

When using a loan or hire purchase to acqearepment you are considered to be borrowing theap@and
have fully paid for the goods. So an up front inpedit can be claimed on the whole amount ofpilnehase.
Note not the total amount of the repayments astiredude interest. The repayments on the loarsianply
paying back your debt plus interest the latter penfinancial supply (no input credit availableBut if you
want to be totally correct in your BAS you shouédatilate the interest portion of each repayment
(usually on a reducing balance method). Put therest portion in at G11 on the BAS and removeydim at
G14.

If you buy the equipment under interest freems but do enter into a finance arrangement tloencan
claim the purchase price of the goods up frontthece is no need for further entries as no inteappties.

If a supplier simply lets you pay off the goguient over a period of time and no separate finagceement
has been entered into you can claim an input cogdyt for the amount you have paid in that period.

The latest concessions regarding the BAS

Due to the backlash the Howard governmenadsf regarding the burden it has placed on busasewith
the BAS, it has made the following concessions.eNmtsinesses with a turnover of more than $20aniltire
not addressed here:

1) Businesses with a turnover of $2 million or lesd héve the option of lodging an annual BAS bull &
required to pay their GST quarterly. The paymert g the amount they paid for the December Quarter
For the 2001/2002 financial year the December quawill still be used, until the annual BAS has ihee
lodged, but an uplift factor for any changes in @®ss Domestic Product will be added to paymeradem
for periods after 30 June 2001. The annual return has to be lodged tteeimcome tax return is lodged or
by 28" February 2002 if earlier. The annual return dtllude Total Sales (G1), Exports (G2), Other GST-
Free (G3), GST Payable (1A &1B), Capital Purchage$0) and Other Purchases (G11). You will be
notified by the ATO of the amount you are requitedbay each quarter and you can vary this amount if
necessary. But if you do apply for a variation éimeltotal GST paid by thé"4uarter is less than 85% of
the actual GST for the year, interest charges apply. Note the simplified instalment method idyoa
method of payment so if you use this method you mat be able to collect any net refunds for a tprar
until the end of the year when lodging the anne#&im. Therefore this method should not be used fo
GST-free suppliers, exporters, if your GST lialilis erratic or if you intend making a large cabita
acquisition.

2) The BAS form will be simplified for businesses wiéhurnover of less than $20 million but over $2lion
that cannot take advantage of 1) above and whcelgdgrterly. The quarterly form will only requifetal
Sales (G1), GST Collected (1A) and GST Paid (1Bpdocompleted regarding the GST, note other taxes
may apply. But they will also be required to lodgeannual return showing exports (G2), Other GS&-f
Sales (G3), Capital Purchases (G10) and Other Bsesh(G11). You can avoid lodging the annual metur
by providing this additional information each qeart This would effectively mean that you contirmurethe
way we have shown you except that we have advissdypu complete the box for acquisitions that db n
include GST (G14) so that your G11 & G10 recontmldB.



3) For all future years the December BAS will not e dintil 28 February. This is later than the due date
they allowed this year so if you received a latiglment fine it is worth applying for it to be rete.

4) All other quarterly GST payment deadlines will nbe 4 weeks after the end of the quarter excepthfor
quarter ending the $1December which will be due by the"™Bebruary.  Note monthly remitters will still
be required to pay their GST 21 days after thearide month for every month.

5) Monthly statements will only contain 7 GST boxékotal Sales (G1), GST collected (1A), GST paid (1B)
Exports (G2), Other GST-free sales (G3), CapitatRases (G10) and Other Purchases (G11). This woulc
effectively mean that you continue on the way weehshown you except that we have advised that you
complete the box for acquisitions that do not idelGST (G14) so that your G11 & G10 reconcile to 1B

6) New businesses will have to report as per 2) alfover $2 million but under $20million) for the fir&
quarters before they will be allowed to use théalnsent method adjusted for GDP as per 1) above.

7) Business taxpayers with a turnover of under $lioni/lwho are registered for GST, will be giver th
option of reverting to the old provisional tax madhof the ATO advising them of the amount they hiave
pay which will be based on the previous year, rathan paying their income tax at their PAYG instaht
rate. But quarterly payments will still be appbéa unless their total tax due is under $250. Tidtudes
Sole Traders, Partners, Companies and Superannimatials.

| believe the ability to pay GST based onedptermined rate set by the ATO is too late to hahst of our
clients as they have finally managed to accommaotth&&ST. | recommend that these clients contiow® a
quarterly BAS because they have already gone thrthegtears and expense of setting themselvesSaghey
should at least take the advantage of knowing thee liability. At least they won'’t be in forshock
at the end of the year or pay too much GST andcktreir overdraft. This will also save them ingvto
complete an annual BAS. We will still be preparmgs quarterly. On the other hand clients thtretjuire
our assistance to prepare their BAS may want tgiden an annual BAS to save accounting fees edpeitia
their GST liability is not likely to be large anywa

Reminder about increased late lodgement penalties

Since the %1 July 2000 the ATO has had the power to fine tarp&110 for every 28 days you are late in
reporting your tax obligations.

ATO written GST advice wrong 22% of the time

As part of the ATOs 2000/2001 Annual Repod tuality of its written advice on GST was reviewddl
was discovered that 22% of the time this advice wegrrect. Just imagine how inaccurate their akdalvice
has been.

When ceasing to be registered for GST

Division 138 of the A New Tax System (Goods andvisess Tax) Act 1999 covers a taxpayer’s responsdsl
when a business ceases or just ceases to be redikie GST.

Division 138 Subsection 5 states that you must naakadjustment for any assets the business hasuiseen
and are still held at the date of ceasing GST tegisn. If when you purchased that asset youraai an input
credit and the adjustment period for that assetoayet expired. The adjustment period is deteealiby the
original cost of the asset to you (Section 129-2h)the asset cost you $5,000 or less (GST eka@)isour
adjustment period extends up to the fourth 30tle After the original input credit was claimed foe item. |If
the asset cost more than $5,000 but less than @BDQGST exclusive) the adjustment period exteqd®uhe
seventh 30th June after the original input credis wlaimed for the item. If the asset cost moas tH500,000
(GST exclusive) the adjustment period extends ughé¢otwelfth 30th June after the original inputditevas
claimed for the item. The amount of the adjustmerit/11th of the market value at time of cancedator the
amount you originally paid if less than the marketue. This amount is apportioned if there is sama
business use of the asset.

Division 138 Subsection 15 allows an entity regetiefor GST and accounting on a cash basis to pram
last BAS, upon cancellation of registration, onaacruals basis. So bringing into account any &etisns that
may not have yet been paid.



Naturopaths & GST

The services (goods are discussed further on) youde will be exempt from GST if one of the followy
applies to you (Reference Section 37-10 GST Actsmuation 21Regulations GST Transitions):

The laws of the State or Territory where the sengcprovided require government permission to ig@these
services, it is sufficient if you have this pernniss

If there is no government control. This sectiorisseut the requirements depending upon whether the
practitioner commenced practising before or afterily, 1999.

After 8th July, 1999 you need to have a diplomaaaded diploma or degree in the discipline by catipd) an
accredited course of study. To be an accreditedsedt must be accredited as a higher educatiorsedy the
authority responsible for the accreditation of lgleducation courses in the State or Territory imctv the
course is conducted.

Before 8th July, 1999 there is a choice betweenrd@hairements of (i) and having been a memberradteonal
professional association of practitioners in trseigliline before 8th July, 1999 and continuing to be

For the service to be GST free it must be galyeaccepted, in the profession associated wiibpby/ing
services of that kind, as being necessary for fipgagriate treatment of the recipient of the supdReference
Section 37-10 (1) (c) GST Act.

For goods supplied as part of Naturopathy, to b8 @&8e they must be consumed during the service
(Section 38-10(4)) or be exempt because they doedc (Subdivision 38-A). The ATO issues registates
that only Ginger, Cinnamon, Cardamom, Turmeric himdrice would be exempt as food. They would lose
their GST exemption if they are mixed or if supglia tablet or capsule form. The above seems yanarow
view of the definition of food according to the G3¢t includes, among other things:

“food for human consumption (whether or not reaqugrprocessing or treatment), ingredients
for food for human consumption and goods to be thiwéh or added to food for human
consumption (including condiments, spices, seag@nisweetening agents or flavourings.”

I would like to see a professional organisation Naturopaths challenge the ATO on limiting thei
interpretation to few items and only when theymoemixed.

To be required to charge GST you must haveraover of $50,000 or more of items that, if youreve
registered for GST, would be subject to it. FotuMapaths that meet the professional requiremenggation
21 of the GST Transition Act this means you maydrdve to count the herbs etc. that you supplyatepts,
for consumption outside your office, in that $5@G® many sole practitioners will be completelyefod GST
anyway. Note it is very important that you areigdiht in reviewing the $50,000 threshold as the AJaD
come along later and take 1/1af your total turnover from you as GST, if you among in any year. The rule
Is you must each month consider the last 11 mafitnsseasonal changes) and the likely outcome @frixt
11 months based on the current month’s turnovemdst cases as soon as you have a month whersalesr
that would be subject to GST (if you were regisi¢exceed $4,166 you should register. Note: ifrttagority
of your services are exempt from GST it maybe iarymest interest to register so you can claim irgoatlits
on your expenses

GST concessions for land developers & rental car sts

Land Developerswill not be subject to GST on land they give todbgovernment authorities in return for the

right to develop an area. For example an in kiodtribution of park land. These transactions weaeght

under the GST legislation so the government hasdaoted Taxation Laws Amendment Bill (No3) 2002 to

correct this. If the bill is accepted by Parliamigmvill apply retrospectively back ta™1July, 2000.

Rental Car Companieswill be entitled to a special credit for the G3iey have had to remit to the tax office

when they have sold rental cars. Note this criedieduced if the car was under an eligible shematlease

agreement with the ATO back in the days of sales teor a car to qualify for the special credit tbowing

conditions must have been met:

1) It must have been sold for the first time durifigdily 2000 and *LJuly 2002.

2) The car must have been held by the rental compiatiyJuly 2000

3) The car must have been used as a rental car ffbdulg, 2000 until sold and have the appropriatedthi
party insurance.

4) Sale tax must have been paid by the rental compéiey the car was first purchased.



The tax credit cannot be claimed until the first®8%ou lodge after the Taxation Laws Amendment @ilb3)
2002 is passed by Parliament, but it will applgéals of cars dating back t3 duly, 2000.

Tips and GST

The ATO documerithe Taxi Industry and the New Tax Sysstates that tips are not subject to GST. This
could apply to other industries as the wordinghef document is as follows:
“A genuine tip, paid on a purely voluntary basisébgustomer, is not subject to GST. If the
tip is not voluntary, for example, a pre-set amaumndtherwise defined as a service charge or
similar, the amount will be subject to GST. If @untary tip is paid with a credit card it is
not subject to GST if the amount of the tip is gite the person for whom it was intended.”

30" June 2002 first adjustment period for GST

If you are registered for GST and incurredeapense, since®1July, 2000, that has both a business and
private use you have had to estimate an apportiohpercentage when claiming the GST back in youSBA
If the amount of the expense is more than $1,0e0¢hGST) you are required to review this appontie@nt at
regular intervals and make an adjustment in youSBfAhe ratio of business to private use has chdnd\Note
because of the $1,000 (net of GST) limit you wauidbably only think of durable assets but this dantlude
a large motor vehicle repair. The intervals thai yre require to review your apportionment aremeined by
the original cost of the item as follows:
$1,001 to $5,000 net of GST -12 months after ttet 80" June after the purchase and again 12 months later
For example purchase in July 2000 the first adjestndate is 30 June, 2002 the next adjustment date 8 30
June 2003 and no more after that.
$5,001 to $500,000 net of GST -12 months afterfitse30" June after the purchase and again 12 months late
and each year after that for the next 3 yearbiadjustment periods. For example purchase inl2ct@®001
the first adjustment date is 30June, 2003 then 3Qlune, 2004 then 30June 2005 then 80June, 2006 then
30" June, 2007 and no more after that.
$500,001 or more net of GST - 12 months after its¢ 30" June after the purchase and again 12 months late
and each year after that for the next 8 years.
Note the above is different if you are making fioi@hsupplies

Becoming registered for GST or de-registering

Registering for GST — Division 60 deals with pre-establishment coatsinput credit can be claimed on items
purchased for the business before it is establisiid claim cannot be made until the businessgstered for
GST and has reimbursed the person who incurredxpense on its behalf. A business that is estadibut
not registered for GST i.e. turnover has gone ftorder $50,000 to over $50,000 can only claim thd 8&ck
on its trading stock on hand when becoming regst€Division 137). But note you cannot claim th8TG
back if you were previously registered for GST aettl that particular stock when you de-registered.
De-registering for GST —If you cancel your GST registration you must pagkbthe input credit you have
claimed on any assets or stock you still have wmende-register (Division 138). Note if you neyaid GST
on the item you do not have to pay it back whemedgstering. But if you were entitled to claim tB8&T input
credit but didn’t you are still caught by this sentand will have to pay GST on the item when yewelgister.
If the item was only partially used for the bussésen you only have to pay GST on that portiohe amount
you pay GST on is the original price you paid @ tlurrent market value whichever is the lessetlis @bes not
apply to any assets for which all the adjustmeniopgs have passed. Refer Newsflash 37 for detdils

adjustment periods.
GST pedantics

ID2002/679 — Dietary Services - To be GST free theyst be supplied by a member of the Dieticians
Association of Australia and to be considered neagsfor that particular individual by the dietgmofession.
ID2002/687,8,9 — Antenatal/Postnatal Exercise @msd$-or these classes to be GST free they must b
conducted by a registered physiotherapist afteingral interview is conducted to determine whetltibe
classes are appropriate for the particular cligadrther the classes must be generally acceptedaessary by
the industry. The actual class may be run by aistst to the physiotherapist.

%



ID2002/686 - Farm Managers Residence- Renovattmsire still considered to be input taxed regasdiaf
whether the manager is charged rent or not. lerotlords the property is considered to be a domestital,
therefore no GST credits can be claimed on anyreqse

Developers who decide to rent out house built forasale

Newsflash number 33 outlined the extreme GST carmsces if a developer decided to rent out a prgpert
before it is sold. The problem arose because nb B3t credits are allowed for a property useddomestic
rental. The entitlement to input credits was @taed on a time basis. As in these sorts of csmst 95% of
the time the property was held and it was rentadanly 5% of the GST input credits on the land andding
costs are claimable yet full GST (subject to uséhefmargin scheme) is payable on the sale bedtissthe
first sale of a new home.

In the Property and Construction Industry Partriprédsues Register item number 4 the ATO has naweal

to pro rata the input credits on the basis of ineamceived . The formula for apportioning inpuédits
between the taxable supply of the home and the taged supply of rental accommodation is as fodow

Consideration for the taxable supply of the premise S

Consideration for the taxable supply of the premise s plus rental income

Note the above explains the calculation but spares feuwdetails of how this is dealt with in each adjuent
period as these changes do not change the artitlewsflash 37 on adjustment periods.

GST & expensive cars

ID 2002/693 may surprise you with its approsxideciding if a car exceeds the car limit whistcurrently
$55,134. This is not a simple matter of whethés #timount is GST inclusive or exclusive. The loait
determines what portion of the cost price of the @an be depreciated. The car limit also determihe
maximum amount of GST input credit claimable. Baly the ruling states that the cost of the caeduced
by any input tax credit before the car limit is bgg. So if you buy a car in the 2002/03 finangiahr and it
costs more than $55,134 even if it is used 100%aodeductible purposes the maximum input crediit gan
claim is $5,012. If a car’'s cost exceeds $55,3determine whether the purchase price exceedso#tdimit
for depreciation purposes deduct $5,012 from thelmse and then see if it exceeds $55,134. Ibésd/ou
can only claim depreciation on $55,134. To makesseof this formula you have to accept that logids
always loose out to the ATO’s passion for doublepiig. First you pay GST on a vehicle you usetlfa
business. But unlike other business expenses igna entitled to claim the full GST credit bac®n top of
this you are not entitled to claim a tax deducfimnthis portion of your business expense. Thismseyou are
taxed twice on the dollars you use to pay the Gigstly when they take the GST on purchase andraghien
you earn the money to pay the GST as in theserostances it is not considered a tax deduction.nHiter all
that when you sell the car you must pay the ATO G8The full selling price multiplied by the pertage of
business use of the vehicle.

GST on winnings and prizes

GSTR2002/3 states that there is no need ta @8Il on trophies, medals or ribbons received paze if
these have little or no actual value. GST is alsbpayable by Amateurs such as school childreng@Mes
show contestants and sports people who are ndteirienterprise” of being a sports professional.t iBthe
person receiving the award, that is of some valoeso as part of their business and that busise®gistered
for GST then they must remit 1/1bf the prize money or market value of the prizéh®ATO.

Secret plans and clever tricks

Refer Newsflash 37 regarding adjustment periodsifgyr expenditure over $1,000. This is the amourdazh
individual item or service. For example GSTR 2@@0states that each progress payment is for a aepar
acquisition so it does not matter if the final protis over $1,000 it is the individual items ine@d that count.
There may be an advantage gained here by packiagmsg into invoices under $1,000 where ever possibl



Partnership, cars and GST

The following only applies to partnerships. h& a car is sold and it has been used in the dassiand
owned by someone who is registered for GST, G$hysble on the proceeds of the sale. The ATO dersi
it to have been used in the business if input tseatia tax deduction have been claimed for iteBgps.

Assuming the partners themselves are notratgistered for GST, a car owned personally by @rénprs is
not going to be subject to GST on its sale. Thesns of course no input credit can be claimed®oputchase
price. But an input credit can still be claimed expenses associated with the car by the paripersh
reimbursing the partner for those expenses and likerg entitled to the GST input credits. Thisisilable
under the GST Act Section 111-5(1)(c). But theemge must be apportioned between business andepriva
use.

In summary by far the most tax efficient way & partnership to utilize a motor vehicle thapie GST or
purchased in a private sale, is to have it ownethbyindividual partners who are not registeredG&T but
reimburse these partners for the business porfiall the expenses.

GST margin scheme update — sale of real estate
Basics:
- The margin scheme can only be used with a houséaaddor land. If the seller is registered for GG
margin scheme can only be used where the propersyowned pre 30June 2000 or purchased under the
margin scheme. Or if the seller, who is registdoedsST purchased the property from someone who was
not registered for GST
The margin is the amount of the selling price oncwlGST is calculated.
The purchaser of a property under the margin scheaneot claim any GST input credits back on the
purchase price. But if they are registered for Gy can claim GST input credits for further expeure
on the property.

Property Purchased After 30June 2000:
If you are selling a property you purchased aft@f 3une 2000 and the price you paid was calculated
under the margin scheme section 75-5 allows yantp charge GST on the difference between thengglli
price and the cost to you of the asset that wasuned under the margin scheme. Note any improvement
to the asset after purchase do not reduce the magr example a GST registered developer buysfland
$66,000 from someone who is not registered for GHE. developer spends $100,000 (after claiming back
input credits) putting a building on the land amtissthe property for $200,000. If the GST on th&eds
calculated under the margin scheme it will be 1/af.$134,000 ($200,000 - $66,000).
Note there is one dubious exception to the abov20d@R/30 states that the price you paid for the@rty,
as calculated under section 75-10 (i.e. the pottan is not subject to GST when you sell) includag
adjustments for land tax or council rates you mayehpaid at settlement. But ID 2002/31 states thiat
does not include legal fees.
You cannot use the market value to set the coserutiee margin scheme if you purchased the property
after 38" June 2000. This is the case even if you did egister for GST until after the purchase.

Property Purchased Before 3QJune, 2000:
If you owned a property before t§0une 2000 you need to set the amount that isulpéct to the margin
scheme. This is the value of it at”&ﬂlme 2000 or when you first became registere®®t, whichever
is the latter.
GSTR 2000/21 details how to set the value as 8tJ8®e, 2000 or when you first became registered but
note this is only for property held before™une, 2000.
If the property is fully complete the value can ¢t by a qualified valuer or the amount set by the
government for land tax or council rates purposes.
If the property is being developed at the time yequire the valuation you can use a value set by a
qualified valuer or use the cost of completion rodth
The cost of completion method determines what peacee of the total costs the costs that have beer
incorporated into the project at the date of vatuaéire. It is this percentage of the selling @titat is not
subject to GST. Note this method can only be tiséek property is sold before'Duly, 2005 and owned
by you before T July, 2000.



Comparing Apples with Apples:

If you are registered for GST and you purcteapeoperty where GST is calculated under the magheme
you cannot claim an input credit for any of the G@lu are charged. So it is important when comygarin
properties to know whether the margin scheme apmrenot. Yet the GST legislation does not contpel
vendor to tell you whether they are using the nmasgheme. In fact the ATO in ID 2001/393 stated the
seller does not have to decide whether to use tgimscheme until the date of settlement. Thegmar
scheme only makes a difference to your cash flotwoar final profit. So if you intend turning th@operty
over quickly it doesn't make much difference bugati intend to hold onto the property it is verlex@ant, for
example:

Land purchased for $66,000 under margin schieyna developer who is registered for GST and puts
building on it. The house cost $100,000 (afteingiag back input credits on the materials) to builthe whole
property is sold for $200,000 GST inclusive butiagaxder the margin scheme. The developer wowe ha
pay GST of $12,190 ($200,000 - $66,000 = $134/0DD). Profit on the deal would be $21,810 ($R00,-
$66,000 - $100,000 - $12,190). As the sale withiihilding is under the margin scheme the purchagkenot
be entitled to input credits which would be badhéy would have been entitled to otherwise and theand
holding onto the property.

The same scenario as above except that tdewas not under the margin scheme but the pricestiths
$66,000 including GST. The Developer would be ablelaim an input credit of $6,000 but would haweay
GST on 1/11 of the whole of the whole of the selling price%#00,000 which would be $18,182. The profit
on the deal would now be $21,818 ($200,000 - $6D;09100,000 - $18,182). The purchaser of the gntgp
may be able to claim an input credit but the whedlenario above would apply to them unless theynddd to
hold onto the property.

In short don't be prepared to pay more foragg@rty just because you can get an input credit (foecause it
IS not subject to the margin scheme) unless yanahkeeping the property for a long time.

GST when purchasing a business

The purchase of a business can be GST fthe ibllowing requirements are met.
1) The transfer of the business has some value
2) Both the buyer and seller are registered fof GS
3) All things necessary to continue the operatibthe business are transferred.
4) The seller carries on the business until theaddransfer.

GSTR 2002/5 goes into the detail of theseirements. In particular point 3 above is a problE&$STR
2002/5 paras 58 to 70). For example to meet theirements of transferring all that is necessaryuto the
business the lease on the business premises @ésey for the continued operation of the businesst also
be transferred. This requirement cannot be satisfithe seller is behind in the rent and withalgase or does
not pay rent (paying outgoings only does not mieetréquirement of paying rent).

If the purchase of the business is subject to G8Kensure the contract satisfies the tax invoicedepage
49 so you can claim the GST input credit back. oAisake sure you are registered for GST on or befwe
date of the contract.

Whether the contract includes GST or is G®E is neither here nor there if you are registéeveST and
if you receive a tax invoice, though it may causearatial cash flow problem. If you end up payi@$HT you
will be able to claim it back anyway. It is reafty the seller to beware.

What to do when the ATO walks in the door

The ATO has begun what they call "Walk Ind'heir objective is to find businesses operatingiot the
PAYG or GST systems by going to an area or a pdatiandustry and checking every business. The&p
questions they will ask during these "Walk Ins" is:

1) Your ABN?

2) Are you registered and charging for GST?

3) How many employees do your have?

4) Are your Activity Statements (BAS & IAS) up tiate?



They will not ask you to prove your answers Wit take the information back to their office actieck it
against the information you have been supplyingaur BAS. This will not just catch out those nogistered
for GST. Imagine if they walk into your premisekile@ you have staff working yet you have not regist for
PAYG withholding (deducting tax from employees ws)jgeNe have long been advising clients that paying
cash wages is not worth the risk and only beneifitgployees not the employer. These "Walk Ins" ast ju
another reason to be up front with the ATO fromrfieute you start to employ.

Don't feel pressured to respond to these "Wadkthey do not have the right to disrupt yousibess. If you
are busy simply ask them to come back at a moreervent time. The information you provide is volairt so
don't feel obligated but obviously if you don't atgally provide the information they will use theironger
powers to gain all the information they require.uYalso have a right to have your accountant preséen
they ask the questions. Clients doing the rightglghould not need an accountant to answer the asstions
listed above but if they go further than this and yre concerned, you can halt the whole procesisyon seek
advice.

ATO staff performing the "Walk Ins" have betained that they must not be intrusive. The balini the
taxpayer's court, don't be intimidated but reatts& you must answer their questions eventuallyoli are
unsure of the answer you are allowed a lifelinell gaur accountant or arrange for them to come baick
more convenient time.

Of course they will be targeting low complianceamsuch as markets and the construction industry.

ATO hit list of most common BAS mistakes

According to the ATO the following is a list areas where taxpayers are most likely to makeakes in
their BASs.
1) Not remitting to the ATO the GST on the saleny assets by the business. For example if ydatep
your computer or trade in a vehicle that has bessu dor the business you must charge GST on tlee sal
and record it in your BAS.
2) Taxpayers who purchase an asset under a High&e agreement and report their GST on a cast
basis are not entitled to claim the GST input dredi the purchase up front. They must only cldne t
GST portion of each payment made under the HP agreewhen that actual payment is made.
3) As discussed regarding income tax returns ws$flash 53 the ATO will be using industry averages
compare BASs for abnormalities. Some of these Bmiacks are available on the ATO web site at visit
www.ato.gov.au/content/business/downloads
4) Not including Barter transactions on the BABhey must be included even if the net effect i®zer
5) No wages declared at W1 — payments of emplogeesntractors cash in hand.
6) Cash transactions missing.
7) Inaccurate records.
The ATO will be making an effort to contact new img@sses early in the piece to ensure they underskese
and other issues.

Financing equipment or motor vehicles

As we are still getting many phone calls o subject it bares repeating. If you are registéoe GST and
reporting on a cash basis the advent of GST shmakk you rethink you financing strategy. If yonaince a
purchase under hire purchase or lease section @)-dl only allow you to claim the GST input crigdback
on each repayment over the term of the financeeageat. Whereas a chattel mortgage, personal loan o
splitting your home loan and drawing on it will@lt you to claim the GST input credit back at thaetiof
purchase. Strangely enough financial institutians usually prepared to lend you the full purchpsee
without allowing for the fact you will get an inpatedit in the next quarter. Accordingly, theseaagements
can initially result in a cash flow injection.

Leases have also lost a lot of ground sinceictéons for prepayments have been limited fobatlthose in
the simplified tax system. This is the end of @dg a tax bill by going out and leasing a car amaking 12
months lease payments in advance, unless you #ne simplified tax system.



GST and motor vehicle registration

From ' July, 2003 businesses registered for GST can dairmput credit for motor vehicle registration.
Just like general insurance there will be a stawniy domponent of the price, which is added after @ST.
Accordingly, the GST is not exactly 1/1Df the total registration fee. Further if the g is not 100%
business use you will have to apportion the GSTgfaim.

GST and passing on credit card fees

From the T July 2003 business owners will be permitted tagha surcharge on credit card transactions to
cover the extra costs of merchant fees. The stgeHar using a credit card is considered to bé @fahe price
of the goods purchased so is treated for GST pegtse same as the goods purchased. For exantpke if
credit card is used to buy goods that are exeropt f6ST such as medical services there is no GSahpaypy
the provider on the merchant fee surcharge receiv@d the other hand if the purchase was for aigthwhich
is subject to GST then 1/1Df the merchant fee surcharge received must bétesinto the ATO as GST. |If
the purchase involves both GST inclusive and GSdmgt goods the surcharge must be apportioned on thg
same ratio and 1/1"of the surcharge on the non-GST inclusive goodst e remitted to the ATO.

As you can see this rule is directed at makimegseller of the goods and services liable fer@sT on the
merchant fee. If you are both a supplier of GS&negt goods or services and those subject to GSTeally
need to display a different percentage merchantséeeharge depending on whether the item purchesed
subject to GST. In reality the distinction will tnee made and once again the provider of the goodsrvices
will absorb the cost.

Nasty sting for legitimate business expenses

You may already be aware that if you are caumghthe APSI rules you cannot claim a deduction fo
payments made to associates unless the work thvéyripedirectly relates to the principal work proeitl to
customers or clients. An example of this is ihaoged my brother for preparing the income taxrrefar his
tutoring business he would not be able to claimféeepaid to me as a tax deduction, despite the afiany
business. Naturally enough | don't charge himvedxeless, under GST legislation | am requirecetuit to
the ATO the amount of GST that would have been iepple had | charged him! In an even further
development of this double standard the ATO hasrtdke approach that the rules on payments to iassec
include payments for goods. Accordingly, if yoyposse owns the business from which you purchase you
business's stationery and your income is from peaisgervices you cannot claim a deduction for stationery.
The following is an extract from the legislatiorlidating the ATO's approach

SECTION 85-20 Deductions for payments to asscgiate.

85-20(1) _Youcannot deduatinder this Act

(a) any paymenyou maketo your *associateor

(b) any amounyouincur arising from an obligation ychave to your associagte the extent that the

paymentor amountelates to gaining or producing your *personavees income

85-20(2) Subsection (1) does not stop geducting a paymeior amounto the extent that it relates to

engaging your *associate perform work that forms paof the principal work for which yogain or

produce your *personal services income

85-20(3) An_amountr paymenthat youcannot dedudbecause of this section is neither assessableneco

nor *exempt incomef your *associate

Makes you wonder if any of our highly paid piciéns read the legislation before they vote odagsn't it.

GST and chocolate body paint

The ATO officer who wrote ID 2004/38 defingehas no life. A Taxpayer wrote to the ATO askihthe
Chocolate Body Paint it manufactured was subje@$d. The Taxpayer’s argument being that as it fovad
it should be exempt. The ATO responded by sayhag in order to be exempt as food the substancé maois
only be food but must be used as food. The ATG@hé&rwent on to site the fact that a paint brushveds
supplied meant that it was not being sold as food.

My question is, why would a person cover thelwes in sticky chocolate if it wasn't in the hopfeat
someone would consume it?

#+



What is the ATO trying to tell us?

The Tax Office’s annual report, released \asek, clearly shows that the smaller the businesaverage
the more it is struggling with the GST and alarniyndghe higher the relative penalties the ATO igpaosing.
The report states that audit activity of micro bgsises has resulted in $323 million extra GST citk plus
$15 million in penalties. Audits of small to merdilbusinesses resulted in $257 million in additidBSIT plus
$7 million in penalties. Audits of big businessesulted in $234 million in extra GST with virtualho
penalties. It clearly shows that the smaller theifess the less they are able to cope with the. GBiis is
probably as a result of economies of scale in atwog systems and support staff. The alarmingitatiat the
average penalty for every dollar a micro businedsd to report was 4.6% yet for small to mediunsibesses
it was only 2.7% and big businesses didn’'t evee.rat

GST & making supplies through an agent

In a normal Principle and Agent arrangemers ithe Principle who is responsible for remittitigg GST
charged on the sale to the ATO. This is the cabether the Tax Invoice is issued by the Agent @r th
Principle. But if the Agent invoices the custom#re agent must not charge GST unless the Pringple
registered for GST.

ATO ruling GSTR 2000/37 states at Paragraph ®he principle is liable for any GST payable tre
supplies”. This is under a normal Principle anceAgarrangement. This may put the principle irulerable
situation if the agent does not provide relevafdrimation about the sale. Section 153-B does aRoiciples
and Agents to act as separate suppliers and acgjuifEhat is they can enter into an agreement wtieze
Principle is taken to have made a supply to theiaged the agent is then taken to have made aystpjihe
third party. Section 153-55 (1) (c) requires bthté Principle and the Agent to be registered f8TG GSTR
2000/37 at paragraph 76 reiterates this, specifyired the agreement must be in writing, specifythg
suppliers and both parties must be registered 8F.GThese arrangements together with a the righthie
Agent to create a recipient created invoice on lhetfidhe Principle will not reduce the Agents paperk but
will at least streamline it.

Sell to a farmer as opposed to a developer

A husband and wife purchased a farm in 198Rwthey have farmed, in partnership, continuodsiythe
last 15 years. Their combined assets are underil$6nm They want to know how much tax they wik tup for
and whether this changes if they sell to a farnseo@posed to a developer. It is expected that wikyet a
higher price from the developer but wonder whether will be worth it after tax considerations. Tioowing
only addresses the ramifications for the land hetglant and equipment on it.

CGT CONSIDERATIONS
15 Year Exemption: The most attractive CGT concession here is thgeHs exemption. This concession is
superior to all other concession if you can quadi$yfollows:

1) Active Asset Test S152 - Used in the business ypdbbbefore sale and for at least half of the time
was owned. If the business ceases before thetmabsset must have been used in the businesghup to
time it ceased (note the ATO is taking a very striew here it means right up to the last day) Hreh
must be sold within one year of the business cgaSine property would not be an active assetwfas
used to derive rental income.

2) The asset must have been owned for at least 15.year

3) Both owners must retire
If they can pass this test the gain is totally (&€ and does not even count towards their RBLS.

Retirement Exemption Combined with 50% CGT Discountand 50% Active Asset Discount:

If they cannot meet the requirements of they@&r exemption because they are not retiring the Inest
option is the retirement exemption after utilisitige 50% CGT discount and 50% active asset disc@dlht.
three of these concessions can be used togethéefare they are used the capital gain must be#igainst
any capital losses. In the case of the 15 year ptemthey would get to keep any accumulated chjo$ses to
offset against other capital gains. The amount thatretirement exemption applies to counts towanes
RBLs.
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For example assume the gain on the property $80,000 the 50% CGT discount would reduce this t
$50,000 and the 50% active asset discount wouttidureduce this to $25,000. Placing the remaiffg,000
into superannuation would mean that the whole $I0Mjs received tax free. The $25,000 is not tereithe
hands of the superannuation fund.

Note:

If they could not use the 15 year exemptiocabise they failed the active asset test as pdreh)they will
not qualify for the retirement exemption or the 58étive asset discount.

Despite its name the retirement exemption eha¢sequire them to retire. They can just putrtieney into
superannuation instead.

Companies and Fixed Trusts are not entitlethédb0% CGT Discount and the use of the 50% AdNsgset
Discount creates problems when the asset is owped@ompany or Fixed Trust. In Discretionary Tsutte
CGT flows through to the beneficiaries so is trddtee same as an individual. Fixed Trusts aréradis that
are not discretionary. Fortunately our Readersemltthe farm in partnership.

GST Considerations:

If they sell the land while they are registefer GST they will have to charge GST, unless the it as a
going concern and the purchaser is registered &F (B which case it will be exempt. Whether thechaser
is a farmer or developer, if they are registeradG&T it makes no difference as they can claim G8T
straight back off the ATO anyway. So the GST Wweljust added on to the agreed price.

If the purchaser is not registered for GSTytheed to try to avoid charging GST on the propeftyhey can
drop their annual turnover to under $50,000 theydde register for GST before they sell it. Thewld also
consider ceasing the business in order to deredistehey must be careful to sell within 12 monithsrder to
keep the active asset concessions. Upon de egistisection 138 would require them to pay backesof the
GST claimed on equipment for which all the adjusttrgeriods have not expired but this will happeorss or
later. If it is not possible to de register for Gthey could utilise the margin scheme to minintlse GST to a
purchaser. A purchaser of land purchased undengrgin scheme is not entitled to claim back anthefGST
included in the purchase price but is entitled $e the margin scheme themselves, if they are ezgistfor
GST when they on sell the land.

Conclusion: It makes no difference who they e property to as long as it is used in the hess up until
the time of selling or within 12 months of ceasmgsiness. Careful planning can completely elingraat CGT
and GST. Now that's the way to BAN TACS legally.

Hot house

Things will get a lot hotter in the Hot Housece the tax man moves in!

One couple will eventually win the house kutvon’t be like wining the lottery, they have wodkéor the
prize. In accordance with IT 167 the value of ginize will be income to them. This value has bbaghly
advertised at $2 million. For GST purposbey would be considered to be an enterprise (MIR@
TR2000/14) as they are providing serviqesd on the basis of a result and accept the figie ATO will score
$181,818 in GST. This leaves $1,818,182 combinedable income for the 2004 tax year. Assumirayt
already both have jobs with reasonable pay padketextra $1,818,182 is going to attract the maximax
rate of 48.5%. That is $881,818 in income taxeyitill need to find a bank that will lend them 33,636 to
pay the tax if they want to keep the house. Bdgitlae tax man will pick up more than half thenize. Worse
still the advertising might say the house is wé&@#)000,000 but a lot of that is hype. By the titihey realise
the trouble they are in and have to sell it to ffeeytax bill they may not be able to find a buyar $2,000,000
especially when the whole country knows what wamtirothe construction. So what happens if a yatar|
when they sell it to pay the taxes and they cary oedlise $1.6 million? The ATO would have a good
argument to still tax them on the $2 million, theange in the value since then could be put dowthéo
fickleness of the property market over the yeaneyrnow have an asset worth $1.6million that tineyionally,
purchased the year before for $2 million (IT 258#)they have lived in it since it was built thapital loss on
the sale is private so no tax concessions atfalhey did not live there they can recognise aitedjoss but this
can only be offset against future capital gains atber income. Let's hope they already have peisalth
insurance because if they don't the income fromhiese will push them into the Medicare Levy Surgka
which will be $18,182 on the house income alones @loother 1% on their wages income. To eliminage t
surcharge they must have had the insurance ffddully, 2003 and you can’t back date the insurancehie
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love of money. Still not bad for a few months w&xk.6 million dollars less GST of $181,818, incorar of
$881,818 and $18,182 in surcharge leaves them $&18,182. But the taxman scored $1,081,818 wtsch i
more than twice as much as them.

There is also the fact they have been provided fatd and accommodation, and because they are no
travelling but have set up a new home (MT2030% thill be a non cash business benefit on which thidy
also be subject to tax. | cannot quantify how mtiis would be but they will have to find the castpay this
as well.

So in a year’s time when they realise the ntlesg are in with the ATO they will need to sell theuse for
more than $1,081,818 before they make a cent aileaf efforts.

Now that’s the real reality!

The Taxman may do even better if they arendra of all the traps. What if after living intitey decided to
rent it out. Section 118-192 deems the cost basieechouse to be the market value at that timekikg the
same assumptions as above that is $1.6 millionterAf few years the property’s value reaches m&jbe
million and they sell. The taxman would then asgseem on a $300,000 capital gain (ignore comnmISsEc).
They would receive the 50% discount so would ordytdéxable on $150,000. Assuming they still hadedec
jobs this gain would be taxed at 48.5%. The tar jnat made another $72,750, even if they haveézhtheir
lesson this time by having private health insurar8® of the $1.9 million they end up receiving tagman
takes more than half ($970,000 income tax, $20sa06harge plus $72,750 CGT) $1,062,750 and theiletire
with $837,250.

GST and the ambulance subscription in electricity bl

You pay on your businesses electricity bill. Aseault Beattie has delivered businesses anotheulaais

record keeping burden for the sake of a few dallaihen entering your businesses electricity Hijou are
registered for GST, you will need to enter the Ailabae levy separately. One entry will be for thecticity

and coded for GST as GST will be 1M1df that amount. The levy is then entered sepigratiéh no GST code
and no input credit claimed. The levy is still @eductible if the electricity is used for busingssposes. If
the electricity is only partially used for busingggposes it will need to be apportioned.

Suncorp re Nig

Many clients put their GST and tax savings ithtere mortgage until the BAS is due, when theyp$y use
the redraw facility to draw the money back out.isTik fine while the bank honour this agreememadine the
dilemma if they won'’t give you the money back etfeough you are up to date on your repayments.

We have heard of a case where a married cqojigy owned the home and were jointly liable fibre
mortgage. One member of the couple died suddefilye bank was informed as a matter of course. They
should not have been concerned because the su\spimuse was the main income earner, could ed$igda
the repayments on the housing loan and had 47%yeiquihe house. But no, Suncorp would not alldw t
GST to be withdrawn to pay the BAS when it was d&incorp claimed that as the loan and house were i
both names one party can’t withdraw. Suncorp deledrhat before the surviving spouse can accessxthe
repayments the house must first be transferredtirds name, they must write a letter to Suncorplaring
their circumstances and prove their ability to beedo meet the repayments all over again. Nesdtesay if
the person is going to go through all of this thegy as well change banks! The requirements to matkf the
street and apply for a low doc loan are less orsetioan that required by Suncorp just to make aaxedr

| am sure the ATO would have been sympathetibe situation and held off pursuing the debtibuton’t
stop them charging interest on the outstanding ¥&tat would the situation have been if the sungvspouse
was not the main income earner? It is very conogrthat having paid extra off your mortgage asfety net
may not help you in the event of a spouse’s de¥il.don’t believe this should be the case but ¥ taworth
checking with your bank, in writing.

GST and selling a business

If a business is sold as a going concern gxempt from GST providing both the buyer and sedley
registered. There are many other conditions inotp@ requirement that all things necessary toycamnr the
business are included in the contract. Wide statésnsuch as this give the ATO a field day to makp It is
the seller who will ultimately have to pay the GisThe ATO decides it is applicable. A clause e ttontract
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saying the purchaser will reimburse the seller¥TGapplies will not help you if the purchaser doeshave the
money or has disappeared. The ATO is only intecest getting the seller to pay. We believe ihat worth
the risk.

If you charge GST on the sale you just increhseprice by the amount of the GST and the puemthelaims
it back as an input credit. If cashflow is an essuth the purchaser and they can't afford to wealbdge their
BAS consider offering vendor finance. It is onty & few months at the most.

GST when a car is sold

When a car, used in a GST registered businessd<z®TI must be paid to the ATO. This is the casmef
the car has been used in the business for only &ifemetres. The ATO is concentrating on thisis$®ecause
they realise that many people do not think to reh@tGST or do not know how to calculate it.

There are various rules depending on whercdinevas purchased and what it was used for. $chveaut
for this one when you are doing your BAS. Thevaig section is 132 which apportions the GST devid:

Car Purchased Before GST
You must remit 1/1% of the price you receive for the car to the ATCemvf it has only done a few
kilometres for the business and even though youndidjualify for an input credit when you purchaged

Cars Purchased After GST and:

Exceeded the Luxury Car Limit — This is the price you originally paid for thercarhe limit in 2002
was $55,134 for 2003 and 2004 the limi$&7,009 GST inclusive. Even though you were ntitled to
the GST credit on the amount above the luxury igait you must remit a full 1/ of the selling price to
the ATO unless there was some private use of tharahit was purchased after GST was introducéd. |
this is the case and the car was used 10% fortprjwarposes then 90% of 1/1af the selling price must
be remitted to the ATO as GST.
Used Partially for Private — Take 1/11 of the selling price, multiply this by 100% lesetprivate use
percentage. Note private use does not include atheme producing purposes such as travel fontale
property.
Partially in Relation to a Rental Property - Use of the vehicle in relation to a rental pnbpes not
included in private use and section 132 only alldlas GST on sale to be reduced by the private and
financial institution use. Accordingly, the GSTdalculated as per private use above. That is thE"in
GST is only reduced by the private use not theatgrbperty use.
Sold with the Business- Providing the business meets the requiremendsgoing concern then no GST
is pal@bn the sale anyway. But you are still entitieé reduction in your
GST for the private portion of the notional GSTetd say the vehicle has been used 20% for privie 7
for business and 10% regarding a rental propdfty.is sold with the business you are entitlecatoinput
credit (reduction in GST) of 20% of 1/ 1of the selling price of the vehicle even thoughu ydidn't
charge GST.
Did not pay GST when Purchased the Car An example would be a private sale. If thishis case
1/11" of your selling price must be remitted in GST retiess of private use.

Note if the car is owned by a company ortttbhen technically there is no private use as tinvafe
use is a fringe benefit provided to an employebe dbove assumes you are not a financial institutio

Buying a vehicle

If you are in business and registered for 80 may need to refresh you attitude to buyingra ddany
people dislike buying brand new cars feeling thegel value the minute you drive them away from the
dealership. Some also prefer not to buy a car faodealer at all because it is generally more esiperthan
buying privately. Quite a bit has changed over st few years so do your sums first don't justuase a
second hand car purchased privately is the best deske a look at the price of new cars. Theyehaow
fallen considerably because of the improved buyioger of the Australian dollar. People sellingaa they
purchased new a few years ago expect to recovert 8080 of their original purchase price only todfiaut in
some cases that a brand new version of the samis cemw 80% of the price they paid. Also if youybu
privately it is very likely that the seller is notgistered for GST. If you are going to use thaiale for
business and you are registered for GST the ATOghie you back up to 1/iof the purchase price if you
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buy from a dealer. Note: if you lease the vehide gan only claim the GST as you make the leasmpais.
Don't forget the benefit of the warranty you wiktgfrom a dealer.

Recently | nagged a client into seeing a dda#éore he paid for a car he had arranged to bwately. He
was always against buying brand new but when hehdichumbers on the GST and found the new car price
be so much lower than a few years ago he was enggraed to lose his deposit on the private salebaryd
new.

You should refer to Newsflash 96 for more dgetan how GST effects buying and selling a vehickou
will only be able to claim a percentage of the G&k on the vehicle if it has some private use ssmigu
operate through a company or a trust. To makeapmortionment of GST easier for small business the
government has just introduced that you can cldithe@ GST back at the time you purchase the vetaad let
your accountant work out the actual business podiod adjust your BAS when preparing your tax retater
in the year. This concession applies if your besinhas an annual turnover of less than $2,00&060/0u
purchased the vehicle after 1st October, 2004 tartgrly BASs or after 1st November, 2004 for month
BASSs.

Be careful not to exceed the Luxury Car Limiit.you pay more than $57,009 GST inclusive fag tar in
2004 you are not entitled to claim an input creagditdepreciation on any amount over $57,009. Thiy o
applies to cars not trucks and buses.

GST small business concessions through parliament

These concession allow small businesses (terress $50,000 or $100,000 for non profit orgatiis) and
non-profit organisations to opt to report and dagit GST annually. This means instead of struggliith the
BAS each quarter themselves they can get their demt to do the whole lot when their tax returripésng
prepared. Great economies of effort. While thiehlais only just passed through Parliament (dubed-ederal
Election) it actually applies to the BAS for theagier ending December, 2004. Refer section 151e uos
concession does not apply to taxis as it is ongilakle to entities that are not required to besteged for GST
because their turnover is under $50,000 and taxedr are required to be registered even if thaindver is
less than $50,000. Yes this is a Clayton concesaiml can be summed up simply: Hail the Governrtieyt
have made the GST burden simpler for small busindsgou are not required to be registered for G&iT do
register you will only be require to report annyall

The ATO sent out election forms before thedkagjon was through Parliament. If you acceptesse before
28" February, 2005 Quarterly lodgers St Qctober 2004 monthly lodgers (hey hello to that person if any
that is not required to be registered for GST budrid lodges every month, good to know you existet was a
reason for all that extra legislation). If yowdiot accept these offers you will not be ablertteethe annual
system until I July, 2005.

Businesses with a turnover of less than $2matso report their GST annually but they willlstiéed to pay
their estimated GST quarterly.

Whose name do you buy the car in?

A client recently got caught between a rookl a hard place. Over Christmas she purchased aYaau
know the story during that time we close up shap lside and leave you to your own devices. Shehased it
in her name yet her business was operating insh. tthen we did the numbers it made no differandbe
future as the best way to claim the vehicle waseural log book anyway. The problem was she wasn'’t
registered for GST and the trust was so she wasntidted to claim the GST back on the purchasthefcar.
This was quite a few thousand dollars. Even if sbe transferred the car over to the trust’'s namwe it
would effectively be a transfer between her and tthet at a huge stamp duty cost. But as she was n
registered for GST she could not pass on the GBIt icredits anyway.

Fortunately GSTR 2000/17 paragraph 73 andaté that the tax invoice can be in the name adraployee
or officer and still the business can claim the G&¢k by reimbursing them.

No GST on prepaid phone card
Don’t ask why just comply. For no reasoning theah gain in the legislation, phone cards are abjest to
GST. So be very careful with the tax code youitigeu have a pre paid mobile. On the bright sadléeast
you don’t have the grief of trying to get a tax e for the transaction.
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Margin scheme amendment

On 17 March, 2005 a bill was introduced to Parliameiat thill require the parties to a contract for tiages
of real property to both sign a written agreemamtoo before settlement, stating that the margiresghis to
apply to the contract. The bill also tidies upaarén the calculation of the margin to ensure thatcost of
improvements made after the seller purchased thgepty are included in the margin.

GST and subdivisions

An enterprise with a turnover of more than $80 of supplies that are subject to GST must tegfer GST
and as a result remit 1/ bf all its income and capital proceeds to the ATCapital proceeds are the amount
received for the sale of assets used in the busimesome is from rent and regular trading. Captakceeds are
not included in the $50,000 turnover test.

Section 9-20 defines enterprise to includeusiress or an adventure or concern in the natuteadé. At
paragraph 187 MT 2004/D3 states that the realisati@n investment does not amount to trade. RIJ42D3
states at paragraph 170 that an adventure or comeay be a one-off transaction that does not amtuat
business. So once again we are left with theondtiat the mere realisation of an asset is ngestlp GST
but once it becomes business like it will be. Thoaible is the wording of the GST legislation i tiee same as
that for income tax. MT 2004/D3 at paragraph 1&&ognises that the GST definition of enterprisenigch
wider than the income tax definition of being irsmess. You could well not be in business for medax law
but still have to register for GST. GST should dbgotaken very seriously when doing your costing89 is
not a tax on the profit but 1/£10f the selling price which may well be all yourofit though you will be
allowed input credits.

GST and sale of properties held for rental

Even holding domestic rental properties isstdered an enterprise and qualifies for an ABN rimurimally
landlords don’t bother as they are not requiredhiarge GST on rent on residential properties. & & their
turnover is more than $50,000 it is not for supplie which GST applies to so they are not requicetie
registered. The eventual sale of the rental ptgpeitl turnover more than $50,000 but this is mutluded in
the $50,000 test unless they are in the businessllaxiig rental properties. So if you are justoammal investor
in domestic rental properties your turnover of G&ipplies in the course of your business is neketito
exceed $50,000. At paragraph 186 of MT 2004/Destthat the realisation of an investment doesanmaiunt
to an enterprise in its own right. Even though $hle of the property is for more than $50,009 itot part of
your turnover so will not force you to be registefer GST. If you are not registered for GST, yeill not
have to remit GST on the sale of a rental propettyou are registered for GST the sale of a ddimesntal
property will still not be subject to GST providiitgs not considered the sale of a new home. Rafeve.

Landlords are required to charge GST on rencdmmercial premises if they are registered f81G They
are required to be registered for GST if their sdot the year exceed $50,000. Now the $50,000 tisrnover
so it doesn’t include the sale of capital assetsifoyou are registered for GST when you sell iuymay be
required to remit 1/11 of the selling price in GST. If you have built substantially renovated the rental
property within 5 years before you sell, you nemdeiad the above article about new houses.

MT2004/D3 at paragraph 214 points out thaasset purchased as an investment and therefoseilnject to
GST when it is sold can become subject to GST bggoapplied to an enterprise in the way it is sad
subdividing or building on it. If this is the cageu need to read the section above of Does GSTyApghe
Sale?

GST and new or substantially renovated houses

The first sale of a new house is always suli@&ST if the seller is registered for GST. lethouse was
built with the intention of resale at a profit thére seller must be registered for GST as theisgart of the
business turnover and that would be more than $80,® the house was built to live in or rent obe tseller
would not be required to be registered for GST Bemit is sold GST does not apply simply becausesdiler
IS not registered.

No GST on sale means no input credit for bhgdcosts. Even if the house hasn't been finishwd1P
months at the time of sale you will still qualifgrfthe 50% CGT discount on the profit on sale i@ y@ave held
the land for more than 12 months. All this is oiflyou built the house for the purpose of renta resale at a
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profit. Reference: Section 40-65 states evenw residential premises are rented for a periodrpadirst sale
the first sale will be a taxable supply. Section7&0states that premises are not new if they haea lnsed as
residential premises for at least 5 years.

Note if you are builder you will have two tiggmworking against you. Firstly, it will be hard aogue that
you did not build it for resale refer Case R51 8ACA392 where a builder was found to have builtacklof
flats with the intention to profit on their resakeven though the flats were not sold until 6 yesdtsr they were
built. Secondly you own the property in your owmmaand are in business as a sole trader you abalgyo
already registered for GST, the only way the saldd:be excluded from the GST provisions is to arthat it
was not purchased in the furtherance of your bgsin€his would be impossible if you have been dlagm
input credits on the building costs.

Now if you did not build the house for resatea profit and are not registered or requiredetedyistered for
GST you can sell the house without any GST concethyou build the house for resale at a profiuyare
required to be registered for GST. If you did hotld for resale at a profit but you are registefer GST and
the sale of the property is part of your enterpesgen if it is not part of your enterprise’s nornwainover, you
will have to rent the property out for 5 continuogegars or pay GST on 1/ Df the sale price (less if margin
scheme applies). Continuity is not broken by spertods between tenants GSTR 2003/3.

Note: if you substantially renovate a property it maytigated as a new property.

If you are caught for GST and have used tlopgnty partly for rental and partly for resale gbrafit you
will be entitled to claim back most of the inpuédits on the cost of the property but you are suilige GST on
the proceeds of the sale. The margin scheme danhkeee refer below. In the Property and Consitpac
Industry Partnership Issues Register item numhibeATO has agreed to pro rata the input credittherbasis
of income received. The formula for apportioningut credits between the taxable supply of the hantethe
input taxed supply of rental accommodation is ds\is:

Consideration for the taxable supply of the premise S

Consideration for the taxable supply of the premise s plus rental income

When do you have to charge GST on selling a propear?

The main determinate of whether GST is apple#o the sale of the land is whether you areyaagron an
enterprise. Section 38 (1) states that an engersian activity or a series of activities donerfahe form of a
business or (b) in the form of a an adventure acem in the nature of trade. There are furthbseations but
these are the ones relevant to this booklet. e Ngtthe use of the words “an activity or serieadfvities” it is
clear that one transaction can be an enterprise.

Much of the discussion above is how not tabesidered in business so (a) does not concermtughis
clearly intended to make GST applicable to transastthat would not normally be caught as a busines
MT2004/D3 states at paragraph 169 that “38 (1x@vers commercial activities of a trading natuie tinay or
may not amount to activities in the form of a bessi’. At paragraph 170 and 171 MT2004/D3 states “a
adventure or concern in the nature of trade magrbeccasional or one-off transaction that doesanaiunt to
a business but which has the characteristics afisinbss deal....... trade commonly means operatibras o
commercial character where goods or services areidad to customers for reward.” Paragraph 17f&sta
“The sale of the family home, car and other privadeets are not, in the absence of other factdvenéures or
concerns in the nature of trade. The fact thatset is sold at a profit does not, of itselfulies the activity
being commercial in nature.” Paragraph 174 statéshe property provides either an income or pe
enjoyment to the owner it is more likely to be amdstment than a trading asset.”

Paragraph 176 says that if an asset is omdl/foea short time it is likely to be held for tte. Paragraph 178
states that the frequency of similar transactibesgreater the likelihood of trade.

Paragraph 187 in addressing the issue thasiment assets are not in the nature of tradesst&eamples
of investment assets are rental properties, busipl@sit and machinery, the family home, family camnd other
private assets.” But note paragraph 188 statésfisgts can change their character.

Paragraph 206 states “Where land is soldvwhatpurchased with a view to resale at a profitamsider this
to be an adventure or concern in the nature oétrachis would be so whether the land was sold &was when
it was purchased or whether it was subdivided leegale. This is because activities of this natmeet the
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criteria to be an adventure or concern in the eatfrtrade.  The ruling then goes on to give apt® of
examples that are based on the intention of thehaser. In one example the purchaser buys lard thvt
intention of building a duplex and living on ondeiand selling the other. In this case the salddvoe subject
to GST.

Paragraph 214 states that land even if noally purchased for resale at a profit will bebgect to GST if
the process involved activities such as detaileshiphg, earthworks, drainage, the provision of ss@es well
as marketing and selling activities. | now reproglparagraph 215 in its entirety as it is extremelgvant to
intending non developers:

“If there is a subdivision of land which istreubstantial (as a rule of thumb say less thabld€ks) and has
only required minimal activities to meet councigugements and to sell the subdivided land, we actept
that these activities may not be in the form ofagwenture or concern in the nature of trade. Suchimal
activities could include:

Surveying the land,;

Lodging plans with the local council;

Obtaining the council’s consent for the subdivision

The provision of access, drainage, water meteestratity and telephone to the subdivided blocks of
land; and

Arranging for a real estate agent to market andiselsubdivided land;”

Paragraph 216 points out the rule of thumboaapply if you build on the land or you purchasiee land
originally with the intention of resale at a profitt also states that major roads or bridgeworksild/ put the
project outside the rule of thumb. Paragraph 2mipks all previous subdivisions, by the entity, tbge in the
10 block test.

If for GST purposes your activities do amount to earterprise it does not necessarily mean you are in
business for income tax purposes. The primaryra@@nts are your intention in purchasing the land the
nature of your activities. Refétre You Merely Realising An Assdiove. So you could have to register for
GST but may still be entitled to the CGT discouBut if under the GST legislation you are considearethe
enterprise of selling land and or buildings theesalany of the blocks is a normal transactiorhim furtherance
of your enterprise and as the turnover will no doetceed $50,000 so you are required to be regibtiar
GST. If you are registered for GST you must rebfitl” of the selling price to ATO, though you will be
entitled to input credits for GST on the developtrmrsts and possibly on the purchase of the land.

Simplified GST for food retailers

From ' October, 2005 supermarkets and convenience stotiesa turn over of less than $2 million and a
cash register that separates GST inclusive sales ST exclusive sales will be allowed to estinthee GST
free inputs. The method is only available to FBadailers who convert 5% or less of their GST frgmuts into
taxable supplies. An example of this would be gdresh food to produce takeaway food. The cooilti
mean that very few Food Retailers will qualify. thiey do they can apply the percentage of totalsstidat are
GST free sales to their purchases to estimate @i free purchases. Reference SAM 2005/1.

GST record keeping

We thought readers struggling with GST might apjateche following quote from the Tax 1Q Monthly:

“In a Government v. Government farce the Tax €ffnas announced that it has

discovered widespread compliance problems among@ment agencies resulting

in a series of multi-million dollar penalty adjustnts. Apparently Government

bodies are unable to cope with their responsieditunder the GST legislation.

Government bodies are required to comply with G&juirements in the same way

as business and are simply unable to cope. Thethaayhe problems result from a

lack of both resources and experienced staff. \&edar if that excuse would work

for business?”
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Overseas clients

If you are a non resident and have a rentbgmnty in Australia that we prepare the income reaxrn or
provided other accounting services in relationytmy will notice that this year you invoice will ihde GST.
Previously we did not have to charge you GST bexaus services were exported. GhAlpril 2005 the GST
legislation was amended to catch these servicd®i®ST net.

Interesting ATO rulings for partnerships

GSTA TPP 086 & 87- A partnership can claim the input credit foraa tnvoice in the name of an individual
partner or even an employee.

GSTA TPP 089- If you receive a tax invoice after you have @diec your registration you are not entitled to
an input credit and you cannot claim that inpudidréefore you cancel your registration because gouot
have a tax invoice.

Reader’s Question — Managed Apartments

A reader was concerned about an announcement irAlistealian saying that the government had changed
the laws to allow the ATO to retrospectively claack GST credits legitimately claimed by investorsow
owned managed apartments.

Before | explain | would like to point out theam never likely to lift a finger (except maytiee middle one)
to help the ATO at the best of times but the Aeticl The Australian has twisted things a bit. Beidle ATO
should never have argued the case the way theyn diihirana Holdings as it was against their stag@dion in
their own ruling.

Instead of implying the ATO was attacking istas the real point of the article should havenbiat the
ATO has no idea how to interpret the tax law. $e tdea of taxpayers being responsible, under self
assessment, to interpret the law themselves b&fdging their tax returns, is the biggest soci@hstice facing
Australia.

Taxpayers who have always organised th&irafaccording to the ATO's stated opinion in GSAI0/20
will not have to pay anything back so | doubt ti®@m claim in the article. When the ATO won itse®ased
on an argument contra to its own ruling, taxpaytasted to apply for a GST credit on the purchdseher
managed apartments etc. The ATO panicked and etkdidiked its first opinion better so now needsgb
back and change the legislation to override thsgcalrhe ATO will be damned if they do and damrigtay
don't but hopefully public pressure will mean tlygye taxpayers the benefit either way.

Having finished my little soap box I will noattempt to explain the concepts in layman's teratdddo this
succinctly I will ignore a few of the twists anatms along the way.

This is a classic case of the ATO issuinglagusaying one thing and then when it goes to ttarguing the
contra because it suites them at the time. G®Tsky that residential premises supplied for saleent are
input taxed (ie GST does not apply to expenseaamne) unless it is the first sale of new residagremises.
Now to the big question is the definition of resital premises. The GST Act says at section 1@®&fines
residential premises as a building occupied asideace or intended and capable of so being. @edb - 65
states that premises used predominately for resadlemccommodation are input taxed but the input ta
concession does not apply to commercial resideptainises. This leaves a bit of doubt in regardhtdels
with self contained units or serviced apartments.

Back when GST started the ATO issued GSTROZ®D which stated: "to be used for residential
accommodation ... premises do not have to be a hamee permanent place of abode. To be residential
premises as defined, a place need only provid@isigeaccommodation and the basic facilities fotydiving
even if for a short term. On this basis when itmesbought serviced apartments etc they did retcthe
GST back nor charge GST when they sold the property

The trouble arose when the ATO wanted to col@ST on the sale of a motel that had been cosded
apartments. The ATO argued it was the first sala eesidential property. The taxpayer argued hermthey
purchased it as a motel that was a purchase afergtsal property so it wasn't the first. The ATie@n went to
court to effectively argue against the statemeoigasned in GSTR 2000/20.

The court found in Marana Holdings that thecaemodation had to be long term to be classedsadertial,
so serviced apartments and motels would not qualify
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After winning the case the ATO advised the Gosbcommittee meeting on 8th March, 2005 that itildio
review its statements in GSTR 2000/20 but in thamtiene they could be relied on. Any subsequenhgés
would be addressed as an implementation issuen din¢he 27th February, 2006 Peter Dutton annouticed
the law would be changed to meet the statement§SAR 2000/20 and that the changes would apply
retrospectively from the start of GST.

How does this effect you? If you have a pieferesidential accommodation that provides slegpin
accommodation and the basic facilities for daiyng, whether you rent it long term or short tefnisiinput
taxed therefore you cannot claim the GST back enptlirchase price nor expenses associated withd iyain
do not have to include GST in the rent. You domte to charge GST when you sell it unless yoiewles
one who built it or converted it to residential pises. If you have done anything contrary to theva, when
the legislation changes you, in theory will haveatoend your BAS return but lets hope some conaassio
apply. Personally I think it will apply to verydetaxpayers as they would have acted on in accosdatith the
statements in GSTR 2000/20. Those that were mffdke mark to claim the GST back after Maranaditays
are the only ones who will have to worry whetheaytheed to repay it.

Taxi Drivers

Most taxi drivers receive 50% of the faresythake as payment for doing their shift. They@mesidered to
be in business and must register for GST regardiegeeir turnover. But they do not need to regiigor GST
if they are simply paid wages on an hourly rate.

What we have noticed is that some drivers amtjude 50% of the fares they receive in their B&&1. In
fact they should include 100% of the fares as treythe ones dealing with the public and takingniomey,
reference NAT 11368. The arrangement with the ownhé¢he taxi is one of bailment ie the driver igrg the
taxi from the owner. This means that the ownertrguge the driver a tax invoice for 50% of the mrehich
the driver then includes in G11 on his or her BABhe net result is GST is still only paid on 50%tiué fares
but it must be by claiming back an input credit fioe amount paid to the owner. This means atithe of
preparing the Taxi Driver's BAS he or she must hatax invoice from the owner. If the driver doed he or
she will end up paying GST on 100% of the fare.

Another warning to drivers in a bailment sitoa, you are the one required to give a tax ingdic the
passenger with your ABN on it, if the fare is fooma than $82.50. If you do not do this and theseager is in
business they are required to withhold 46.5% offéine and remit it to the ATO.

GST on Leasehold Improvements

To be entitled to claim a GST input credit éxpenditure it must be used for a creditable pwptsis
includes making improvements to something you dbawen, as long as you use it in your business. An
example of this would be the family farm being odri®y Mum and Dad but the business of farming being
carried out by a family trust that is registered &5T. The trust constructs a hay shed on theeptpp Once
the hay shed is attached to the land it becomegprihgerty of the owner of the land ie Mum and Dakhis
does not stop the trust claiming the input crealitthe hay shed as it is the trust that will bengghe hay shed
in its business.

Maybe GST Doesn’'t Apply To Forfeited Deposits AfterAll

We will no doubt hear much more about thdouibt the ATO will accept the Federal Court’s rglinA full
bench of the Federal court in Reliance Carpet Coypty. Ltd v FCT found that when the person whe wa
going to purchase land off Reliance Carpet Compasginded on the contract Reliance carpet did awvé lto
remit GST to the ATO, on the deposit it was entitie keep due to the default of the purchaser.

The Court said that when Reliance Carpet edtatto the contract for sale with the purchasentered into
a contract for the supply of real property. Thet that the supply did not take place did not watrdissection
of the contract to find some other supply. Accogly Reliance carpet did not have to pay GST orfdheited
deposit because they did not receive the paymerat $apply they made.

Do not act on this without further advice.
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GST on Deposits

Taxpayers reporting on a cash basis in théis Bnly have to remit 1/f1of the actual deposit received.
Many taxpayers have been concerned that when theyge to an accruals basis they will have to rafiit"
of the whole contract price upon receiving a deposhis is true but the ATO has stated that if deposit is
simply a security deposit no GST is payable ort that time. GST will only be payable when the @&pis
forfeited or applied as part of the payment for go®ds. This sounds good in theory but check yoat
accounting system can cope with this.

Latest On Forfeited Deposits — Act Now

In the last edition of Newsflash we discusBetiance Carpet Company Pty. Ltd v FCT where tlieoinch
of the Federal Court found that GST did not applyarfeited deposits because there was no supptierbs
the seller who got to keep the deposit.

On the % August the ATO announced that it would appeal ¢aise in the High Court. In the meantime the
ATO advises taxpayers wishing to claim back GSTythave paid on deposits in the past, that theylghou
apply in writing immediately. The ATO will not paye GST back until the issue has been resolvethdy
High Court but any delay in applying could meart tha time limit, within which refunds can be clad) may
expire.

When is it a Hobby for GST Purposes

If you are operating a business you must cobecABN from every supplier you deal with, if thep not
provide you with an ABN you must withhold 46.5%tbé invoice amount and remit it to the ATO. Thdyon
exception is if the supplier provides you with zldeation that he or she and the activity theyiaveicing you
for is part of their private recreational pursuithmbby.

It would be hard the argue that a cleaneperating as a hobby but not a problem at all if pay a work of
art for reception. MT 2006/1 at paragraphs 36316 outlines when the ATO considers an activitypéoa
hobby rather than a business. For example a $ipaeeactivity or pastime pursued for pleasure areation
(relaxation, refreshment or enjoyment).

According to the ruling the following are indtors of a hobby rather than a business thougtoaa point
IS not decisive:

1) No intention or future plan to make a profit

2) No repetition or regularity of sales

3) The activity is not business like in nature.

4) Lack of systematic approach

5) Small scale operation without the intentiortieating a business.
6) Not dealing with the public

Considering how much of a buzz Julia getsabutelving into tax law maybe she shouldn’t be givag GST
and maybe even not paying income tax. After alaicould be more recreational to her than findirgtle
gap in the rules?

What was once a hobby can become a businéssuivjeopardising the hobby status in the yeafsrbehe
decision was made to go full time.

For GST purposes the person involved in thiwitgy is not required to register until his orrttarnover from
non hobby activities exceeds $75,000 but they egaired to hold an ABN should the activity be cdesed a
business rather than a hobby.

GST on Selling a Business
While we have covered this topic in detaildsef this article is directed at the very smallibess owner
who may not think it worthwhile to get professiomalvice for a small transaction. Firstly you am®ng as one
new client just found out, one little slip up are tATO get a windfall payment of GST that the l&dms
never intended them to have.

$*



When GST was introduced it included a conoes$d help small business. You see if a smallrmss
changes hands and both the buyer and seller argteragl the GST is just an unnecessary and temporar
finance cost. They realised that it was silly take the purchaser borrow more money just to paysétier
GST when as soon as the buyer put in their BAS Wmyld get it back. In reality small businessesxdbhave
the cash flow to finance the ATO’s administratiamden.

So the GST legislation included an exempti@mfIGST for businesses sold as a going concernrevere
a couple of simple conditions to prevent this baisgd to sell something other than a business jreteent the
buyer accidentally claiming the GST back. Thedk&dion says at section 38-325:

(1) The supply of a going concern is GST-free if:
(a) the supply is for consideration, and
(b) the recipient is registered or requiretbéaregistered, and
(c) the supplier and the recipient have agreadriting that the supply is of a going concern.
(2) A supply of a going concern is a supply undeaaangement under which:
(a) the supplier supplies to the recipient allha things that are necessary for the continued
operation of an enterprise; and
(b) the supplier carries on, or will carry on, #r@erprise until the day of the supply (whether or
not as part of a larger enterprise carried on bystipplier).

Pretty straight forward you would think. Theag the do it yourselfers fall into is not havimg tagreement in
writing or not supplying a “going concern”.

It is the going concern definition that the AT€having a field day with. They have a 29 pagang , GSTR
2002/5 on the issue. This discusses the needotoder a lease on the current business premisesmation
necessary to continue the business, transfer ksgnotellectual property, goodwill, franchise agrent and
future bookings or contracts. You also have tadreful of the definition of the actual business e selling.
If it is part of another business you may not dyadis selling all things necessary if you only gelt of the
business. Warning, if your staff abandon you hefbre the sale the ATO may argue that you didcoatinue
to operate the business up until the day of transfeurther, as you are required to transfer tHerimation
necessary to continue the business losing staffmedye this impossible.

If you think by reading the ruling you can peed with confidence you are a better person than\Wiken |
sold a business | didn’t even bother trying to ntetATO'’s (at the time constantly changing) regoients of
a going concern. | simply charged GST and gaeepilirchaser enough time to pay that it allowed tbhem
lodge their BAS and get it back from the ATO. Siwdirs will tell you they just put a clause in tbentract that
will allow you to recover the GST from the purchaskould the ATO decide GST is payable. The veao f
they offer this shows you how little confidence flbgal profession has in their ability to deciphérat the
ATO considers a going concern. | prefer to taleribk over the short term ie until the purchaseggs their
BAS then over the long term living in dread of €O questioning the contract.

So if you must (and we are certainly not reotending this) do the contract for the sale yotirsBetter to
charge GST and give the purchaser a tax invoicey can claim the GST back. Because the ATO bas n
qualms about coming along, finding fault and cdltegthe GST off you even though they know the paser
has not claimed it. The ATO has turned an attdmyghe legislators to make things easier for bissnato a
chance for them to collect tax where it was nemtarided by making things confusing.

This should not surprise us as they have beamy this sort of thing for over a decade nowhwiie CGT
main residence exemption.

ATO warning about registering for GST when buying a
property

The ATO is concerned about developers selliagektic properties cheap to purchasers as lonyess t
register for GST. This can result in the ATO cdiileg another 10% of the selling price off the haser.

Don’t be fooled the developer can sell the propto you cheaply because they will not be lidioleGST
which may be as much as 10% of the purchase price.

The developer sets the property up as a gamngern so it can be sold exempt from GST the teidbbnce
you use the property as a domestic rental youtfreotieveloper) must pay the ATO 10% (not margirestd)
of the purchase price in GST.



According to ATO'’s Interpretive Decision 20020 because the property is being used for a parihad is
only input taxed the owner must, under section 336pay any GST that has been claimed back indbkeqn
the asset. Even though the sale was exempt fromy®8 are considered to have received the benkttiat
GST so you will have to pay it back.

Deregistering for GST

When you de registered for GST you will neegay back any input credits you had claimed omstéor
which the adjustment period has not expired? Tpastment periods differ depending on the coshefitem,
as follows:
$1,001 to $5,000 GST exclusivese forward to the first 30 June after the item was purchased then add

another 3 years. If this date has passed thendjasément is necessary.
$5,001 to $500,000 GST exclusivee forward to the first 30 June after the item was purchased then add
another 6 years. If this date has passed thendjusément is necessary.

The amount you pay back is 114f the current market value (GST inclusive) or fitge you originally
paid, whichever is the lesser.

This creates a problem if you are a smallrmss entity using a low value pool. Just anotbason never to
believe they have simplified things for small bess entities because you have to keep the recoxseag.
You will have to trace back to your documents andhiginal purchase because your depreciation sthedll
not show the individual items in the pool.

If you have been claiming GST on a cash basis final BAS must be prepared on an accrualsshadiake
debtors and creditors into account.

Budget GST Measure for Developers

The budget included a warning that GST law wdddightened to reduce the tax benefits of comigiihe
going concern or non taxable supply exemptions Wighmargin scheme. This should not take affett tire
new law receives royal accent, so there is a bitno¢ yet. But when it does become law it is intpot that
developers realise if they purchase land from somewho is registered for GST but the sale is nbjesu to
GST they need to find out the original price paydthe vendor because this will be the new purchadase
for the purposes of the margin scheme.

For those not familiar with the workings of theargin scheme, it is intended to prevent the AT@nf
collecting tax on a profit that was exempt from G8The hands of the previous owner. So if forragke a
developer purchased a property from someone nasteegd for GST for $100,000 and then sold it for
$150,000 GST would only be payable on the margi®56f,000.

This will limit the use of the margin schembexe the developer purchased the property from speneho
was registered for GST but GST did not apply todbetract either because it was a non taxable guppthe
supply of a going concern. In these cases the tiggee for the margin scheme would not actuallytbe
developer’s purchase price but the purchase pfitteecowner before that. That is the developerld/dave to
pay the GST on the profit made by the person getlem the property but strangest of all this waelguire
the vendor to inform the purchaser of the price thiéginally paid for the property. This meanstttiee margin
ie the portion of the developers selling pricet thauld be subject to GST, is the difference betwéee
developer’s selling price and the cost price of gheperty to the person the developer purchasegribygerty
from.

GST Draft Ruling on Subdivision and Partitioning Land
The ATO has released GSTR 2008/D3 discusssngpinion on when GST applies to the subdivisiot a
partitioning of land.
A subdivision or strata in itself does notateea GST liability because there is no supplyefland. But the
next step, partitioning the land so the joint ovengain own a lot or unit individually is where GS3utd apply.
If the arrangement is a joint venture then GSThiy dkely to apply to the portion that is beingutisferred by
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one owner to the other. If itis a common law parship transferring to the individual partners, TG@8Il apply
to the whole transfer but the margin scheme islalvizi.

GST is unlikely to apply if you are not in eopt making arrangement, for example the propestsplit to
build a rental or a home for yourself. This rulisgliscussed in detail in the October edition ak#kalian
Property Investor Magazine.

GST and Small Farm/home Stays

Commercial residential premises are subje@$d. This doesn’t just mean that you need togdhgour
guests or tenants GST it will also mean that whmnsell these premises you will have to charge @$du
are still registered for GST. On the up side gan claim the GST back, if applicable on the pusehaf the
property. The trouble is if you were entitled taim the GST back on the purchase then if you dester for
GST and still have the property, you may have tol@ck some of the GST credits.

As you can see it is important to know exaathere you stand. The trouble is it is not alkttlear for
small B&Bs, farms and home stays. GSTR 2000/2@ gae great detail on the fine line between a radrm
rental property which is not subject to GST and ewrcial residential properties such as motelsseéms that
if you only have one unit of accommodation and dbprovide much in the way of services to your ¢sigsu
do not have to register for G®Ecause you are just providing a normal domestitatethis could continue to
be the case if you have more than one unit progithey are not in the same complex. But once yurgre
than one unit on the same property and you arerising short term accommodation you should conside
whether you should be registered for GST. The wastto be sure is to apply to the ATO for a rulingote if
your turnover is less than $75,000 you are notireduo be registered for GST anyway so you cangasy
until your current month turnover, taking into aosnbseasonal fluctuations, suggests that your uamnwill
exceed $75,000 within the next 12 months.

Of course a typical motel like situation wotlave to be registered for GST if the turnover tserthan
$75,000, no need for a ruling to clarify.

Renting Out a House You Built to Sell

There has been much written about this in Mesis and our How Not To Be A Developer booklet.
Basically if you are registered for GST and buildcaise for resale but then change the purposeningethe
house out you have to pay back the input tax gexhitthe property. You see a property held fotalas input
taxed so no GST credits are available on the ddatiting it. If you have been claiming them basa you
intended to sell the property so will have to clea@ST on the sale, then later change your min@uot sell it.
Then using it as a rental property will mean gaitarge amount of GST has to be paid back.

Now | imagine you are starting to think titas not as black and white as that. You mayhete changed
the purpose at all it is just logical to collechtréor the property while the market is slow. lagine there were
some developers caught between a rock and a haed. pThey can’t possibly afford to pay back thélf B8t
could really benefit by receiving some rent to helkpet the overdratft.

ID 2008/114 examines purpose beyond the stirge and recognises a property can still be foeldksale
while it is rented. The following paragraph frohetlD gives a clear guideline as to what would tresaered
holding a property for resale:

Determining whether or not new residential premisege been actively marketed for sale will require
consideration of all the relevant facts and circtamses. Although no single factor by itself is
conclusive, the active marketing of new residergraimises for sale may encompass activities such as
listing the property for sale with a real estaterdgr agents, advertising the premises for sale in
relevant publications or via Internet advertisingbsites for real property, arranging ‘open for
inspection’ times and/or showing prospective buglesugh the premises. In the case of stratum ,units
actual arm's length sales of some of the listetbumbuld be further evidence of active marketing.
Listing premises for sale at a price that is sigaifitly above market value may be an indicator tihet
premises are not being actively marketed for sale.

ID 2008/114 is only an interpretive decisiany®u cannot hold the ATO to its content unless githe
applicant. Accordingly, if you want to use thisdrpretation to your advantage you should appip¢ATO
for you own ruling quoting ID 2008/114 as a precgde
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By the way you do not have to pay the GST backediately, even if you are caught. You are only
required to consider this issue once a year, whepaping your BAS for 30June. You do not even have to
consider an adjustment to the GST at the fir§t Bine after the original input credit has beemuéal it is not
until a full 12 months after the first 80une that an adjustment must be made. Now ibtbeerty has at
anytime been used for a rental then some adjustnesats to be made. But it may only be minor. &Dalst if
the property has now become a rental and it doeshaet the available for sale status discussedeath@mn you
need to pay back all the GST. On the other harid avproperty still available for sale, you onlyeddo pay
back a small portion of the GST. This portionascalated by adding the estimated rent you exmertdeive
to the expected sale price then look at what péagernthe rent is of this. This is the percentdgbeGST
credits you have to pay back. Yes, very vagueshoh 38 June you will have to re work this calculationilint
you sell it (assuming it is sold within 5 years)ese@ntually the right amount will filter through.

Interestingly the ATO has recently issued anivay to property owners or developers who are tegad for
GST that their June BAS should have included anstfjent if they are now renting the property olihe
warning goes on to encourage readers to fess uparett their BAS now before they are found oudrn
audit were the penalty could be as much as 90%eofatx not paid.

GST and Vacant Land

The ATO issued an Addendum to GSTR 2003/3tpmrout that the exemption from GST on domestic
properties that are not brand new does not applyesale of land cut off from such a property.

Even if you are registered for GST you do not haveharge GST on the sale of a house if it is heffirst time
it has been sold as a residential property. Noteu undertake substantial renovations that akeetry room
in the house then the next sale of the house wilubject to GST because it is considered new again

In order to qualify for the concession the $mand land have to have been sold previouslypaslkage.
Vacant land can never qualify for the concessidmis is the case even if there was once a housleeoland or
the block has been cut off from a house and ld&elocating a home onto land and selling it willl §te
considered the first sale of the house becausedheifirst time that piece of land and that hcuwesee been sold
together.

If you buy a house and land, move the housm&oside and subdivide the land GST is not agpkcep the
sale of the house side because that land and hawsepreviously been sold together but of cours& Bi8
apply to the separate sale of the vacant landth@®wther hand if you add land to an existing hamsgland
package you will have to charge GST on the sathaifpart of the land because that land had nexam bold
with that house before.

Note if you are not registered for GST and goeinot selling the land as part of your actuaimess activity
then even though the sale maybe for more than 8@5;6u are not required to register for GST. Thg&,800
threshold, at which you are required to registeiG8T, only includes turnover that is subject toTG@m
normal business operations, even domestic rentsadracluded in this threshold because they atesunbject
to GST.

For more detail on GST and property referldow Not TO Be A Developer Booklet available undwee t
freebies section of our website.

Demolishing a Rental Could Expose it to GST
Before you go picking up that sledge hammmakihg you will get more for your rental property @acant
land have a read of ID 2009/20 and ID 2009/19.
In these examples the owners of both thedalrproperties were registered for GST becausedliesome
development and held some properties simply aslsent
Subsection 9-30(4) of the GST Act states:
A supply is taken to be a supply that is input thifet is a supply of anything (other than new
residential premises) that you have used soletpmmection with your supplies that are input
taxed but are not financial supplies.
Input taxed means you do not have to remit @&The income you receive. One property had a
demountable home on it which the owner sold ofesajely and the purchaser of the demountable hoase w
required to remove the house at their own costhiBicase the ATO considered that the propertyatad
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times been used solely as a domestic rental andwastaxed so the sale of the vacant land wasulject to
GST.

In the other example the owners decided toalismthe property themselves. The ATO considéneito
be using the property other than for input taxgupies so GST applied to the sale of the vacamt.lan

Of course if they simply left the house oa thnd, GST would not apply either because it aplglies to
the first sale of residential property and theryahit has not been used as a rental for a contisyperiod of
more than 5 years. Removing the house changeahit fesidential property to simply vacant land.

GST on Bank Charges

Late Payment Fees These fees include GST

Retailer Credit Card Charges -When a retailer charges you a fee for using aitccadd GST will apply to the
fee if the item you buy is subject to GST. In sarases the fee amount will have to be apportionéddan
items subject to GST and those that are not.

GST Adjustment Periods

Each 30 June is an adjustment period so you need to censits for the BAS you are currently preparing.
An adjustment is necessary when the ratio of ddaledib non deductible use of an item has changad that
on which you originally apportioned the GST. Anyadices under $1,000 do not have to be considared b
don’t forget to consider all invoices over $1,0f), example motor vehicle repairs when the ratibudiness
to private use of the vehicle has changed.

The number of adjustment periods dependd®&GST exclusive amount of the invoice. Invoiaas f
$1.001 to $5,000 have two adjustment periods. itegofor $5,001 to $499,999 have 5 adjustment geramd
for $500,000 or more there are 10 adjustment psriod

GST When You Sell a House You Built as a Rental

The following section references are providedgsist readers whose accountants are advisingthia they
must pay GST if they sell a rental property lessith years after they build it.

If you are not already registered for GST goe not required to do so just because you chaosellta
property you built with the intention of holding asental. Section 23-5 states that if the anturabver of
supplies you make in the normal course of yourrenite, exceed $75,000 you must register for GSéction
185-25 excludes from the calculation of annualdver the supply of a capital asset. Building thepprty for
rental then selling, is the supply of a capitakassd not included in the annual turnover. Sactib8-15
excludes from annual turnover input taxed sup@eeany domestic rent received is not included muah
turnover.

Saving Tax on Your Investment Property — The Book

“Every investment property tax-related question’yelever wondered about is answered here and —
perhaps more importantly — the ones you didn’tkhimask but should have! For property investors
who want to refine their strategy for maximum gahrs resourceful handbook will make a great

constant companion.” Eynas Brodie, Editor, Australian Property Ineesnagazine.

Combining Noel Whittaker’s easy reading style withia Hartman’s mind numbing attention to detaibvea
major challenge which ran way over schedule bistfinished, printed, and in the book stores. ¥an also
purchase it online by going teaww.bantacs.com.au/property.phhe cost is $29.95 plus $5.95 postage — tax
deductible of course!

Ask BAN TACS

For $39.95 you can have your questions regardimpit&lasains Tax, Rental Properties and Work Related
Expenses answered. For your Accountant, we willisie ATO references to support our conclusiorst ga
to www.bantacs.com.aand look for the Ask Bantacs link under ‘Most Plapuon the home page.
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Back Issues & Booklets

To obtain free back issues of the fortnightly BAN TACS Newsflash or any of the following booklets visit our web
site at www.bantacs.com.au/publications.php. You can also subscribe to our Newsflash reminder.
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