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GST Basics
 GST & YOU 1 01/2000
 1. GST BASICS
 INTRODUCTION
 The GST is a broad based indirect tax introduced by the Government to replace thewholesales sales tax and a number of State indirect taxes from 1 July 2000. Broadlyspeaking, the GST is a tax on private consumption in Australia. The GST taxes theconsumption of most goods, services and anything else in Australia, includingthings that are imported.
 GST is payable in relation to certain supplies and importations. Input tax credits forGST paid are available in relation to certain acquisitions and imports. The GST lawsset out the central rules for deciding whether you must pay GST and whether you areentitled to input tax credits. GST is payable on taxable supplies. There are rules thatare relevant to deciding if a supply you make is a taxable supply. Likewise, the law provides that input tax credits for acquisitions arise in relation tocreditable acquisitions and there are rules relevant to deciding if an acquisition iscreditable. There are some situations that do not fit the central concepts. Such situations aredealt with in the special rules in the law. The special rules generally alter some ofthe central concepts in relation to particular supplies and acquisitions.
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 WHAT IS THE GST
 GST is effectively a tax on final private consumption in Australia. The general rules on how itworks are as follows:
 • It’s a tax on supplies and importations (unless input taxed or GST-free).GST is a tax on a supply or importation of anything (goods, services or anythingelse), except to the extent that the supply or importation is input taxed orGST-free.
 • Made by Registered person. A supplier or importer (except an importer ofgoods) must be registered under this Act. Anyone carrying on an enterprise (aterm that includes a business) may be registered.
 • A thing is taxed each time it’s supplied or imported. A thing can attract GSTeach time it is supplied or imported along the commercial chain to its finalconsumption in Australia.
 • Suppliers and importers get input tax credit. To ensure that GST iseffectively borne by consumers, anyone who is registered is generally entitled toan input tax credit for the GST on what they acquire or import for the purpose oftheir enterprise. Generally, the amount of the input tax credit is the same as theamount of GST that was:
 included in the purchase price of the acquisition; or
 paid to Customs on the importation.
 In effect, the input tax credit is a reimbursement of the GST paid on theacquisition or importation.
 • GST is borne by private consumers. GST is effectively borne by consumers when theyacquire anything to consume. However, there is no input tax credit for anything acquired orimported for private consumption. The effect of this is that consumers are not reimbursed forthe GST paid on their acquisitions or importations. Consumers therefore bear the GST.
 • Remitted by suppliers. GST is remitted by suppliers who make supplies in carrying on theirenterprise. Suppliers do not bear the GST because the tax is included in the price of whatthey supply.
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 An Example of How the GST Works
 This diagram shows how GST generally works by using a simple example of a chainof supplies leading to a sale to a consumer. The diagram is followed by a discussionof the example.
 Furniture retailerBuys table for $440Sells table for $550
 (including $50 GST)
 Furniture manufacturerBuys timber for $220
 Makes and sells table for $440(including $40 GST)
 Timber merchantSells timber for $220(including $20 GST)
 ConsumerBuys table for $550
 Commissioner
 $20 input tax credit
 $40 input tax credit
 $20 GST
 $40 GST
 $50 GST
 Timber Merchant
 The timber merchant sells timber to the furniture manufacturer for $220. Thatpurchase price includes the $20 GST payable on the supply. The timber merchantmust remit $20 to the Commissioner. He is not out of pocket for the $20 because itwas included in the price he charged.
 Furniture Manufacturer
 Because the furniture manufacturer acquired the timber for the purpose of herenterprise, she is entitled to an input tax credit from the Commissioner for thatacquisition. The amount of the input tax credit is $20. This is the amount of taxincluded in the price that she paid for the timber, so she is not out of pocket for theGST included in the purchase price. The furniture manufacturer makes a table out of the timber and sells it to thefurniture retailer for $440. That purchase price includes the $40 GST payable on thesupply. The furniture manufacturer must remit $40 to the Commissioner, but she isnot out of pocket for it because it was included in the price she charged.
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 Furniture Retailer
 Because the furniture retailer acquired the table for the purpose of his enterprise, heis entitled to an input tax credit for that acquisition from the Commissioner. Theamount of the input tax credit is $40. This is the amount of GST included in theprice that he paid for the table, so he is not out of pocket for the GST included in thepurchase price. The furniture retailer sells the table to the consumer for $550. That purchase priceincludes the $50 GST payable on the supply. The furniture retailer must remit $50to the Commissioner, but he is not out of pocket for it because it was included in theprice he charged.
 Consumer
 The consumer is not entitled to an input tax credit for buying the table because shedid not buy it for the purpose of an enterprise. Therefore she bears the $50 GSTincluded in the purchase price she paid for the table.
 Tax Office
 The Tax Office is paid a total of $110 GST for the supplies by the timber merchant($20), the furniture manufacturer ($40) and the furniture retailer ($50). However, the Tax Office pays in total $60 in input tax credits to the furnituremanufacturer ($20) and the furniture retailer ($40). The difference between the amount the Tax Office is paid and the amount the TaxOffice pays equals $50, which corresponds to the GST that was included in thepurchase price paid by the consumer.
 BASIC CONCEPTS AND TERMS
 The following are important concepts and terms integral to the GST system. Youshould try and familiarise yourself with these concepts and terms as much as possible.They are important to your understanding of a GST.
 What is an Enterprise Only an “enterprise” can register for GST. Therefore, it is an enterprise that mustcollect and remit the GST. Enterprise is defined widely because the GST is intendedto have a broad base. Certain things are also included as enterprises so that input taxcredits are available to them. Enterprise includes:
 a business, trade, or profession;
 a lease, licence or other grant of interest in property;
 certain activities of gift deductible funds, authorities or institutions;
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 certain activities of charitable institutions;
 certain activities of religious institutions; and
 certain activities of governments and government corporations.
 Certain things are excluded from being an enterprise. For example, hobbies, privaterecreational pursuits and employee wages are not subject to GST. For individualsand partnerships there must also be a reasonable expectation of profit or gain.
 Register for GST System If you are an enterprise, whether you are an individual, partnership, company, trustor other entity, you are required to register for the GST system if your annualturnover is $50,000 or more. Non-profit bodies are only required to register if theirannual turnover (including membership fees, but not donations) is $100,000 or more. If your annual turnover is below these thresholds you do not have to register, but youcan choose to register. If you do not register, you do not charge GST on yoursupplies and you are not entitled to input tax credits.
 Accounting for GST Generally, you account for GST when an invoice is issued, or payment received ifthe payment is received before an invoice is issued. If your annual turnover is lessthan $1,000,000 you can choose to account for GST on a cash basis (i.e. when theGST is received by you). Normally, all other enterprises must account for GST onan accrual basis (i.e. when an invoice is raised).
 Net GST Amount Rather than remitting GST or receiving an input tax credit whenever you made ataxable supply or a creditable acquisition, you attribute GST and input tax credits toyour tax periods and work out a total net amount of GST to be paid to the ATO ornet amount to be refunded to you by the ATO. Your net amount for a tax period is a total of your GST, input tax credits andadjustments that are attributable to that tax period. The accounting rules tell you towhich tax period you attribute GST, input tax credits and adjustments.
 Paying GST and Claiming Refunds If you are registered, you pay GST or claim refunds in relation to either quarterly ormonthly tax periods. If your annual turnover is less than $20 million you maychoose to have quarterly or monthly tax periods. If your annual turnover is$20 million or more you must have monthly tax periods. Generally, theCommissioner will only pay your refunds directly into your bank account.
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 Electronic Lodgment of a GST Return If you are required to have monthly tax periods (turnover > $20m) you must lodgeGST returns and pay GST to the Commissioner electronically. You can apply to theATO for exemption from thus rule.
 No GST on Private Sales Private sales by registered or unregistered people, such as at a garage sale, are notsubject to the GST. Normally, GST is only charged on taxable supplies issued byGST registered enterprises.
 Displayed Prices Displayed prices must include the GST.
 Non-Taxable Supplies There are two types of non-taxable supplies under the GST:
 GST-free; and
 input taxed.
 If a supply is GST-free, you do not charge GST on the supply, and you are entitled toinput tax credits on the things you acquired to make the supply. Examples of GST-free supplies include basic food, health, education and child care services. If a supply is input taxed, you do not charge GST on the supply, but you are notentitled to input tax credits on the things you acquired to make the supply. Generallysupplies are input taxed where it is technically difficult to impose GST on thesupply, but it is not appropriate to allow the supply to be GST-free (e.g. financialsupplies).
 GST-Free Supplies GST-free supplies include the following:
 Basic Food
 Basic food for human consumption will be GST-free. The act explains what food isGST free and which food will be taxable.
 Exports
 Exports will be GST-free. Exported goods must be physically exported fromAustralia and exported services must be performed outside Australia.
 Health and Medical Care
 Generally, medical and hospital care services and health insurance are GST-free.
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 Medical Services
 Medical services are GST-free if they are provided by a medical practitioner or anapproved pathology practitioner, or are commonly used health services supplied by arecognised professional. Examples of GST-free health services are listed below:
 general practitioner and specialist consultations;
 acupuncture, herbal medicine (including traditional Chinese herbal medicine),naturopathy
 ambulance services; and
 diagnostic, surgical and therapeutic procedures (for example, ophthalmology,neurology, optometry, radiation oncology, anaesthetics, radiology,ultrasound etc) and pathology.
 Other medical services that are GST-free include:
 Aboriginal or Torres Strait Islander health; audiology, audiometry; chiropody;chiropractic; dental; dietary; nursing; occupational therapy; optical;osteopathy; paramedical; pharmacy; psychology; physiotherapy; podiatry;speech pathology; speech therapy and social work.
 Hospitals and Nursing Homes
 Health care provided at hospitals, nursing homes, hostels and similar establishmentsis GST-free, as is nursing care services supplied to patients at home. The concessionextends to accommodation, drugs, dressings and meals supplied to patients ornursing home residents in the course of their treatment or care. Supplies of items notrelated to health care, such as food served in hospital cafeterias, or televisions rentedto patients, are subject to GST under the general rules.
 Medical Appliances and Aids
 The supply of certain medical appliances for use by people with medical conditionsor disabilities, such as wheel chairs, crutches, artificial limbs and modifications tomotor vehicles for the disabled, is GST-free.
 Drugs and Medicines
 The supply of certain drugs and medicines that can only be provided on prescriptionor Pharmaceutical Benefits Scheme and Repatriation Pharmaceutical BenefitsScheme medicines provided on prescription will be GST-free. This includes drugsprescribed by medical practitioners, dental practitioners and pharmacists.
 Education
 Generally, the following educational services are GST-free:
 pre-school, primary or secondary school education courses;
 college, TAFE, university or other recognised institution courses that leads toa degree, diploma, certificate or other similar qualification; and
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 the provision of accommodation at boarding schools;
 Curriculum related school excursions.
 Child care
 Child care supplied by a registered child care provider is GST-free.
 Charitable activities
 Non-commercial supplies by charities and gift-deductible entities are GST-free.However, charities need to read the detail clearly. There are restrictions.
 Religious services
 Generally, religious services will be GST-free. Churches and other institutions thatsupply religious services will not charge tax on those services and will be able toclaim input tax credits for tax paid on their inputs. Religious items for use in private devotion are subject to GST under the generalrules.
 Tourists
 Goods and services consumed by tourists in Australia, such as meals and hotelaccommodation are subject to GST under the general rules. International air and seatravel is GST-free, as is any domestic air travel purchased overseas by non-residents.Tourists and Australian residents going overseas are able to recover the GST theypay on goods purchased in Australia and taken away with them when they leave. Itis proposed that refunds apply to purchases of at least $300 made from any onebusiness within 28 days of departure. However, if the goods are subsequently brought back, that is, imported intoAustralia, GST will be payable at that time as for all imports.
 Other GST-free supplies
 Other GST-free supplies include:
 supplies of going concerns;
 water, sewerage and drainage;
 precious metals;
 supplies through inwards duty free shops;
 grants of freehold and similar interests by governments; and
 • cars for use by disabled people.
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 Input Taxed Supplies
 If a supply is input taxed, you do not charge GST on the supply, but you are not entitled to inputtax credits on the things you acquired to make the supply. Examples include:
 Financial Supplies
 In general financial supplies are input taxed. Some financial supplies for whichthere is a readily identifiable fee or charge, such as investment advice, are subject toGST. Exports of financial services will be GST-free, in line with the treatment of otherexports.
 Residential Rents
 Residential rents will be input taxed to ensure comparable treatment for renters withowner-occupiers. Effectively, the landlord pays the GST on all supplies, but doesnot charge GST on the rent.
 Existing Residential Premises
 Supplies of residential premises other than the sale of a new house are input taxed.That is, GST is paid on all the inputs into the house, but no GST is paid on theselling price.
 Precious metals
 The first supply of precious metals after refinement is GST-free. Subsequentsupplies are input taxed.
 Special Rules There are special rules that modify the general rules. The special rules tailor theoperation of the GST to particular situations or provide concessions. Threeexamples of the special rules are discussed below.
 Second Hand Goods
 In line with the treatment of new goods, the supply of second hand goods byregistered persons is generally subject to GST, but not if the supply is of a privatenature. For example, generally you will not charge GST when you sell your familycar, but GST will apply to antiques sold by a shop.
 Gambling and Lotteries
 GST applies to the operator's margin of these activities, not to the prizes paid out.That is, GST applies to the difference between total ‘ticket sales’ or ‘bets taken’ andthe value of the prizes or winnings paid out. Input tax credits are available to theoperator.
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 Diesel Fuel Credits
 Diesel fuel credits are available to offset the excise or customs duty included in theprice of diesel and like fuels for certain transport and off-road use.
 GST ON SUPPLIES
 GST is payable on supplies that are taxable supplies. If you make a taxable supplyyou must collect and pay GST to the ATO on the taxable supply.
 What are Taxable Supplies You make a taxable supply if:
 you make a supply for consideration;
 you make the supply in the course or furtherance of an enterprise that youcarry on;
 the supply is connected with Australia; and
 you are registered or required to be registered.
 If the supply meets these criteria but is partly GST-free or partly input taxed, or both,the supply is a taxable supply to the extent that it is not GST-free or input taxed.This concept of mixed supplies is discussed further in the following pages.
 What is a Supply A supply is any form of supply whatsoever. This is defined broadly and is intendedto encompass supplies as widely as possible. Things that are included as suppliesare:
 a supply of goods
 a supply of services
 a provision of advice or information
 a grant, assignment or surrender of real property
 a creation, grant, transfer, assignment or surrender of any right; or
 This is not an exhaustive list and does not limit the possible breadth of the definition.
 Money
 Money that is provided as consideration (payment) for a supply is not in itself asupply. Otherwise money supplied as payment for a supply could be a taxablesupply.
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 Illegal supplies
 Even if a supply is not lawful it is a supply for GST if it meets all the relevantcriteria and may be subject to GST.
 What is Consideration Consideration for GST is broader than it is for contractual purposes. Considerationfor GST is intended to be very broad and includes any:
 payments, acts, refraining from acting or forbearance that are made for asupply;
 payments, acts, refraining from acting or forbearance that are made inresponse to a supply;
 payments, acts, refraining from acting or forbearance that are made to inducea supply; and
 payment for a supply even if paid by a person other than the recipient.
 The supply of a right or option will be taxed when it is supplied. The later exerciseof that right or option will be another supply. That later supply will not be taxableunless there is further consideration when the right or option is exercised. Example
 Mike buys a book voucher for his mum for Christmas. He pays $55 including GST.When his mum later uses the voucher she buys $66 worth of books, including GST.GST is included in the extra $11 she pays, but no extra GST is included in the $55.
 In the Course or Furtherance of your Enterprise
 ‘In the course or furtherance’ is not defined, but is broad enough to cover anysupplies made in connection with your enterprise. An act done for the purpose orobject of furthering an enterprise, or achieving its goals, is a furtherance of anenterprise although it may not always be in the course of that enterprise. ‘In thecourse or furtherance’ does not extend to the supply of private commodities, such aswhen a car dealer sells his or her own private car.
 Supplies In Connection with Australia Only supplies that are made in connection with Australia will be subject to GST. Asupply is connected with Australia if the goods are delivered, or made available, inAustralia to the recipient of the supply. In respect of imported goods, these areconnected with Australia if they are imported into Australia or installed or assembledin Australia. Real property is connected with Australia if the property is in Australia. A supply ofanything other than goods or real property is connected with Australia if the thing isdone in Australia or the supplier makes the supply through an enterprise that thesupplier carries on in Australia.
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 Australia excludes any external Territory but includes installations such as oil rigs.There are three categories of supplies:
 supplies of goods;
 supplies of real property; and
 supplies of things other than goods or real property.
 AMOUNT OF GST ON TAXABLE SUPPLIES
 The amount of GST on a taxable supply is the value of the taxable supply multipliedby the GST rate. 10% is the rate of GST.
 Value of Taxable Supplies The value of a taxable supply is determined using a formula. With a GST rate of10% the value of a taxable supply is 10/11 of the price paid for the supply.Remember, under the GST, all prices must be tax inclusive.
 Price
 The price paid for a taxable supply always includes the GST. The price is theamount of money paid for the supply. If the consideration for the supply is not inmoney, or not only in money, the price is the sum of the amount of money, if any,and the tax inclusive market value of the non-money part of the consideration. Taxinclusive market value is defined in the Glossary to include the amount of GSTpayable on the supply.
 Example
 Dennis buys a computer for his business. The supply of the computer to him was ataxable supply. He wants to work out how much GST was included in the price ofthe computer. He paid $3,300 for the computer. Assume a rate of GST of 10%.The value of the taxable supply of the computer is 10/11 of $3,300. This is $3,000.The GST on the taxable supply is 10% of $3,000. This is $300.
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 How to Calculate the GST A shortcut to working out how much GST was included in the price paid for ataxable supply is to combine the formula for value with the formula for the amountof GST as follows:
 GST = value x rate
 Value = price x 100%
 100% + rate
 Putting these formulae together:
 GST = price x 100% x rate 100% + rate
 GST = price x 100% x rate
 100% + rate
 the rate of GST is 10%. Therefore:
 GST = price x 100% x 10% 100% + 10%
 GST = price x 1/11
 So, in the above example Dennis could have worked out the amount of GST thatwas included in the price of his computer by multiplying $3,300 by 1/11. Doing soproduces the same result, that is, $3,300 x 1/11 equals $300. This is the tax fractionmethod of working out the GST on a taxable supply. This method can also be usedto work out the input tax credit for a creditable acquisition.
 Value of Partly Taxable, Partly GST-free or Input TaxedSupplies
 The value of a supply that is partly taxable and partly GST-free or input taxed isworked out using a certain approach. You work out the value of the whole supply asif it were wholly a taxable supply, that is, its value is 10/11 of the price of the wholesupply. You then work out the proportion the taxable part of the supply is of thewhole supply. Multiply that proportion by the value of the whole supply.
 Example
 Troy undertakes a six month distance education course offered by the University ofHigher Degrees as part of gaining his qualifications as an accountant. Assume thatthe fees for the course are GST-free. The course includes three residentialweekends at one of the University’s residential colleges. The University includesthe meals and accommodation for the residential weekends in the all-inclusivecourse fee of $5,500. The supply of meals is generally a taxable supply. TheUniversity must determine the GST liability for the supply of the course by
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 apportioning the all inclusive fee between the meals (taxable) and the tuition(GST-free).
 The value of the whole supply is 10/11 of $5,500, which is $5,000.
 The meals and accommodation represent 10% of this value. The value of the mealsand accommodation is 10% of $5,000, which is $500. The GST on that value is$50. The University charges $50 GST on the whole supply. That is, theall-inclusive course fee is made up of the following amounts: $500 for meals andaccommodation + $50 GST + $4,950 for the GST-free education component.
 The concept of mixed supplies is probably the most difficult aspects of the GST.This is because, not only does it impact the GST charged, it also impacts your claimfor input taxed credits. For example, if your supplies are partly input-taxed, then aproportion of your input tax credits must not be claimed. The tax paid is “sticky”tax. Potentially, this is one of the most difficult aspects of the GST. For furtherdiscussion, refer the input tax credits section.
 INPUT TAX CREDITS ON ACQUISITIONS
 Entitlements to input tax credits arise on creditable acquisitions. If you make acreditable acquisition you are entitled to an input tax credit. How input tax creditsare paid to you is discussed under net amount.
 What is a Creditable Acquisitions You make a creditable acquisition if:
 you made the acquisition solely or partly for a creditable purpose;
 the supply of the thing to you was a taxable supply;
 you provide or are liable to provide the consideration for the acquisition; and
 you are registered or required to be registered.
 What is an Acquisition An acquisition is any form of acquisition whatsoever. This is defined broadly and isintended to encompass acquisitions as widely as possible. Basically, anything that isa supply (refer previously) is also an acquisition.
 Money
 Money that is provided as consideration (payment) for an acquisition is not in itselfan acquisition. Otherwise money provided as payment for an acquisition could be acreditable acquisition in itself.
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 What is a Creditable Purpose If you acquire a thing in carrying on your enterprise you acquire it for a creditablepurpose. However, if the acquisition:
 is partly of a private or domestic nature; or
 relates to making input taxed supplies;
 you acquire it for a creditable purpose except to the extent the acquisition is of aprivate or domestic nature or relates to making input taxed supplies. Input tax credits are intended to offset the GST included in the price you paid for anacquisition if the acquisition is for use in your enterprise. If you are going to use athing in your enterprise, for example by selling it on to someone else, GST will beincluded in that sale. Therefore, to avoid double taxing that thing, you receive acredit for the GST included in the price you paid for the thing. You therefore have acreditable purpose if you acquire a thing for the purpose of your enterprise. The creditable purpose test is broader than the test of deductibility for income tax insection 8-1 of the Income Tax Assessment Act 1997. For example, input tax creditsmay be available in relation to the acquisition of capital items whereas your capitalpurchases are not deductible for income tax. However, you are not entitled to an input tax credit for acquiring a thing if youracquisition of the thing relates to an input taxed supply you are going to make. Notax will be charged on that supply. Therefore, you do not have a creditable purposeif your acquisition of a thing relates, either directly or indirectly, to a supply youmake that is input taxed.
 Example
 Jon runs a greengrocers. His sales of fruit and vegetables are taxable supplies. Thefruit and vegetables that he acquires to sell to his customers are acquired for thepurposes of his enterprise and are therefore creditable acquisitions. Jon also buys anew broom for sweeping the floor of his shop. This too is a creditable acquisitionbecause the broom was acquired for the purpose of his enterprise.
 However, the bus ticket that Jon buys and uses to get to and from his business is notacquired for a purpose of his enterprise. It is acquired for a private or domesticpurpose. It is not a creditable acquisition.
 Example
 MidBank acquires a new computer network. The new computer network is onlygoing to be used in running its financial services. Financial services are input taxed.The acquisition is therefore related to making input taxed supplies. Midbank is notentitled to a credit for the acquisition.
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 Creditable Acquisition must be a Taxable Supply For an acquisition to be a creditable acquisition the supply to you will have to be ataxable supply. This is because the input tax credit for the acquisition is a credit forthe GST that you pay on the thing when you acquire it. GST is a tax on privateconsumption. Therefore, if you acquire something for the purpose of your enterpriseyou are entitled to an input tax credit for the GST included in the price you paid forthe acquisition. There are some exceptions which are dealt with in the special rules, such as forsecond-hand goods and a limited range of returnable containers.

Page 17
						

GST Basics
 GST & YOU 17 01/2000
 Summary The following diagram summarises the central concepts of input tax credits onacquisitions.
 See ‘TaxableImportations
 Ch 3
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 AMOUNT OF INPUT TAX CREDIT ON CREDITABLEACQUISITIONS
 The amount of an input tax credit on a creditable acquisition is an amount equal tothe GST payable on the taxable supply. The amount of input tax credit is reduced ifthe acquisition is not solely for a creditable purpose. This is the basic rule (method)for input tax credits.
 Acquisitions that are Partly Creditable If an acquisition you make is only partly creditable, you are only entitled to areduced input tax credit for that acquisition. There are two things that can affect whether your acquisition is partly creditable:
 your extent of creditable purpose; and
 your extent of consideration.
 If you make a creditable acquisition only partly for a creditable purpose, theacquisition is only partly creditable. If you make a creditable acquisition for which you provide, or are liable to provide,only part of the consideration, the acquisition is partly creditable.
 Input taxed supplies
 However, if your acquisition is partly or solely creditable because it relates tomaking financial supplies, the acquisition may be taken to be fully creditable. Theacquisition will be fully creditable if the value of financial supplies that you made inthe year ending at the end of the current month, or that you are likely to make in theyear beginning at the start of the current month, is less than or equal to the lessor of:
 $50,000; and
 5% of what your annual turnover would be if you included input taxedsupplies.
 Amount of input tax credit for partly creditable acquisitions
 If your acquisition is only partly creditable, you must work out the amount of inputtax credit you are entitled to using the formula below, rather than the basic ruleabove.
 Only partly for a creditable purpose
 If your acquisition is only partly for a creditable purpose, your reduced input taxcredit is the input tax credit you would have been entitled to if it was not reduced(full input tax credit) multiplied by your extent of creditable purpose.
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 The amount of the input tax credit on an acquisition that you make that is partlycreditable is as follows: Full input tax credit x extent of creditable purpose x extent of consideration
 Extent of creditable purpose
 Your extent of creditable purpose is a percentage figure based on the proportion thatcreditable purpose is of the total purpose of the acquisition. That is;
 100×purposetotal
 purposecreditable.
 Example
 Solely for a creditable purpose
 Mendelson’s Music Museum Pty Ltd is registered and exhibits historical andunusual musical instruments. MMM bought a theramin for $5,500. MMM acquiredthe theramin solely for including in its latest touring exhibition and, after the tour isover, putting on display in the Museum. The theramin has been acquired solely forthe purpose of the enterprise. It has therefore been acquired solely for a creditablepurpose. The input tax credit on the acquisition is equal to the amount of GST onthe taxable supply of the theramin to MMM. The amount of GST on the supply is10% of the tax exclusive value. The tax exclusive value of the supply is 10/11 ofthe price. Therefore the GST on the supply is the price MMM paid, multiplied by10/11, multiplied by 10%. This equals $5,000 x 10%; which equals $500.
 The tax fraction approach could also have been used to calculate the amount ofinput tax credit. Using the tax fraction approach, the amount of the input tax creditis $5,500 multiplied by 1/11, which equals $500.
 Example
 Partly for a creditable purpose
 Kath is a framemaker. She runs a business making and selling frames for pictures,mirrors, etc. She is a sole trader and registered. She acquires 50m of timber from aregistered timber supplier for making frames. She paid $110 for the timber. Sheintends to use most of the acquisition for making frames for customers. However,she also intends to use 5m of the timber for making a mirror frame as a birthdaypresent for her mother. She therefore acquired 90% of the timber for the purpose ofher enterprise and 10% of it for a private purpose. The extent of creditable purposeof the acquisition is 90%. The full input tax credit for the acquisition is $110multiplied by 10/11 multiplied by 10%; which equals $10. Kath’s reduced input taxcredit is 90% of $10; which is $9.
 The tax fraction approach could also have been used to calculate the amount ofinput tax credit. Using the tax fraction approach, the reduced input tax credit is$110 multiplied by 1/11 multiplied by 90%, which equals $9.
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 Only part consideration
 If you provide or are liable to provide only part of the consideration for anacquisition, the amount of input tax credit you are entitled to is the full input taxcredit multiplied by the extent of consideration. The extent of consideration is theproportion that the consideration you provide or are liable to provide is to totalconsideration. That is,
 Consideration you provide or are liable to provide Total consideration
 Example
 Norman retires from the army and sets up an enterprise giving lectures and othertraining to businesses about his experiences and how they translate into thecorporate world. His usual deal for businesses that want him to travel interstate isthat he pays half his airfare and the business pays the other half.
 Norman’s acquisition of the air-fare is a creditable acquisition as it is for hisenterprise and the supply to him was taxable. The business that pays half of theair-fare is also acquiring the fare for a creditable purpose. Norman has only paidpart of the consideration for the acquisition. He is entitled to half of the input taxcredit for the acquisition. The business is also entitled to half the input tax credit forthe acquisition.
 Part consideration and partly creditable purpose
 If you make an acquisition only partly for a creditable purpose and you provide orare liable to provide only part of the consideration for the acquisition, your input taxcredit is the full input tax credit multiplied by the extent of creditable purposemultiplied by the extent of consideration.
 Changes in Creditable Purpose Note that if your application of a thing in carrying on your enterprise is differentfrom your extent of creditable purpose you may have an adjustment for change increditable purpose.
 ReimbursementsIn certain circumstances, entities making reimbursements are allowed to claim aninput tax credit for that disbursement.
 If a person acting as an agent makes an acquisition for the company, then theacquisition is of a creditable nature and is considered to be made by the entity. Theentity will then be entitled to an input tax credit for the reimbursement. However, ifthe person incurs expenses on his/her own private use and not the entity's, thatacquisition cannot be considered creditable. Even if the entity reimburses theexpenses afterwards, it has not ordinarily been made a creditable acquisition.Therefore, it cannot claim for an input tax credit for the reimbursement.
 The person making the acquisition on the entity's behalf must obtain a tax invoiceand provide it to the entity to claim an input tax credit.
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 If an enterprise is seeking reimbursement of an expense, such a charge should notattract GST. This is because the entity seeking reimbursement may not have made asupply, but merely seeks recovery of a cost incurred on behalf of a customer/client.Therefore, an actual reimbursement should not attract GST.
 LUXURY CARS
 When calculating the amount of an input tax credit for a creditable acquisition for aluxury car (purchase price exceeds the car depreciation limit), the maximum inputtax credit will be based on 1/11th of the car depreciation limit in the relevantfinancial year. This reduced input tax credit will only apply to registered entitieswho are not entitled to quote an Australian Business Number (ABN) under theLuxury Car Tax Act for the supply. However, entities that are able to quote theABN will not be affected by the reduced input tax credit.
 Luxury Car Tax (LCT)The LCT is payable upon the taxable supply (or importation) of a "luxury car"whose luxury car value exceeds the luxury car threshold. It does not includeemergency vehicles and certain vehicles that are specifically fitted out fortransporting disabled persons seated in wheelchairs or driving by a disabled person.
 The formula for calculating LCT is 25/100 x 10/11 x (LCT value - LCT threshold)
 A taxable supply of a luxury car occurs if:
 • the supply is made in the course or furtherance of a carrying on enterprise
 • the supply is connected to Australia
 • the supplier is a registered (or required to be registered) entity
 A taxable supply of a luxury car does not occur if the recipient quotes for the supplyof the luxury car, the car is more than 2 years old and the supplier exports the luxurycar in circumstances where the export is GST-free.
 The luxury car tax will not be included when calculating the value of a taxablesupply.
 Taxable importationIn relation to the importation of a car, the luxury car tax value is the customs valueof the car inclusive of customs duty and GST payable plus any car parts,accessories, insurance, freight costs, etc. Nevertheless, there is no registrationrequirement for a taxable importation and the importer need not necessarily becarrying on an enterprise.

Page 22
						

GST Basics
 GST & YOU 22 01/2000
 LCT Registration RequirementsThe registration requirements for the LCT follow the same rules that apply for GSTregistration. If an entity is registered for GST, it is automatically registered for LCTpurposes.
 If an entity quotes its ABN in relation to a supply (or importation) of a luxury car, itdoes not pay the LCT if the luxury car is used for one of the following purposes:
 • car is held for trading stock, other than holding it for lease or hire• research and development for the manufacturer of the car• exporting the car in circumstances where the export is GST-free.
 GST ON IMPORTATIONS
 GST is payable on importations that are taxable importations regardless of whetherthe person is registered or required to be registered. A taxable importation can bemade by any person. However, an input tax credit for GST paid on an importationwill only be available to a registered or required to be registered person. If you make a taxable importation you must pay the GST on the taxable importation.Generally, GST is payable by the entity importing the goods at the same time and inthe same manner as customs duty. For this reason GST on taxable importations isnot attributed to tax periods. This is different from taxable supplies. A customs officer will be able to refuse to deliver goods until the GST for thosegoods has been paid (similar to the powers under the customs legislation). The reverse charge rules state that GST payable by the acquirer is 10% of the price –not 1/11th of the price. GST on importations is different from GST on supplies. GST on supplies is onlypaid by people who are registered or required to be registered. However, you do nothave to be registered or required to be registered to pay GST on importations. Thisis because GST is a tax on private consumption. Private consumers can importthings themselves, they do not have to do it through someone else. Hence, GST hasto be payable by anyone who makes a taxable importation. Amounts received for taxable supplies in foreign currency are to be converted toAustralian currency to determine the value of the supply. The ATO will provideguidelines on the exchange rates, presumably in the same way it does for income taxpurposes.
 What is a Taxable Importation A taxable importation is an importation of goods into Australia that is not a non-taxable importation. A taxable importation can also be an importation of goods intoAustralia that is partly a non-taxable importation. If such is the case, it is a taxableimportation to the extent that it is not a non-taxable importation.
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 Importation of Goods into Australia If you enter goods for home consumption and you are the owner of the goods whenyou so enter them, you make an importation of goods into Australia.
 Entering goods for home consumption
 Entering goods for home consumption is an act or activity that takes the importedgoods out of the Australian Customs control. The importation itself is only apre-condition to the entry of goods through customs into Australia.
 Owner
 The owner of the goods is not restricted to the beneficial owner. Under section 4 ofthe Customs Act 1901 the owner can be any person (other than a Customs officer)such as the beneficial owner, importer, exporter, consignee, agent, or person inpossession or control of the goods.
 Importations without entry for home consumption
 Certain importations can be made without entry for home consumption. The Actincludes some such importations as importations of goods into Australia in thespecial rules.
 Importations of money
 An importation of money is not an importation of goods. The importation ofcurrency in its tangible form is non-taxable. This is consistent with the treatment ofsupplies of currency.
 Containers
 Containers used to import goods, which are then re-exported, will be GST-free – butthe exemption will not apply to the goods imported in those containers.
 Prescribed Olympic supplies
 Prescribed goods brought into Australia for the Olympics and Paralympics will beGST-free.
 Wine tax
 The value of importations will include any wine tax payable for goods imported intoAustralia.
 Amount of GST on Taxable Importations The amount of GST on a taxable importation is the value of the taxable importationmultiplied by the rate of GST. The rate of GST is 10%.
 Value of Taxable Importations of Goods The value of taxable importations of goods is determined in relation to the value ofthose imported goods for customs duty. Customs duty is currently related to theFree on Board (FOB) value of those goods. That is, the value of those goods notincluding the costs related to bringing those goods to Australia. This is the marketvalue of those goods before they reach Australia, not their market value in Australia. As GST on goods generally relates to the value of those goods in Australia, the valueof imported goods is not the FOB value. It is the FOB value plus the cost of
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 bringing those goods into Australia. The costs of bringing goods into Australia arethe cost of transport, the cost of the insurance and the cost of the customs duty. FOBvalue plus the costs of bringing goods into Australia is referred to as the Customs,Insurance, Freight (CIF) value. The value of taxable importations is the CIF value, that is, the customs value (FOBvalue) plus the costs of transport, insurance and duty.
 Example
 Anastasia imports some washing machines. The washing machines cost her$10,000. She then paid another $3,000 in freight charges and $500 insurance. Shethen pays customs duty to enter the goods for home consumption. The GST is 10%of ($13,500 + the customs duty).
 Value of Partly Taxable Partly Non-Taxable Importations The value of an importation that is partly taxable and partly exempt is worked out asfollows. You work out the value of the whole importation as if it were wholly ataxable importation. You then work out the proportion the taxable part of theimportation is of the whole importation. Multiply that proportion by the value of thewhole importation.
 Input Tax Credits on Importations Entitlements to input tax credits arise on creditable importations. If you make acreditable importation you are entitled to an input tax credit. Input tax credits for creditable importations are normally attributed to the tax periodin which the GST liability arose. In some instances, the commissioner will allowdeferral of GST payments on importations. If this applies, then the input tax creditwill be attributable to when the liability for the GST arose.
 Creditable Importations There are three factors relevant to deciding whether an importation of goods that youmake is a creditable importation:
 you import the goods solely or partly for a creditable purpose;
 the importation is a taxable importation; and
 you are registered or required to be registered.
 The same general criteria apply to a creditable acquisition, except that considerationis not an issue for an importation, because the customs value is the key component ofthe valuation.
 Creditable Purpose If you import a thing in carrying on your enterprise you import it for a creditablepurpose. However, if the importation:
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 is partly of a private or domestic nature; or
 relates to making input taxed supplies;
 you import it for a creditable purpose except to the extent the importation is of aprivate or domestic nature or relates to making input taxed supplies.
 Taxable Importations See above for a discussion of what are taxable importations. For an importation tobe a creditable importation the importation will have to have been a taxableimportation. This is because the input tax credit for the importation is a credit for theGST that you pay on the thing when you import it. GST is a tax on privateconsumption. Therefore, if you import something for the purpose of your enterpriseyou get an input tax credit for the GST you pay on the importation.
 Amount of Input Tax Credit on Creditable Importations The amount of an input tax credit on a creditable importation is the amount of GSTon the taxable importation. This is the basic rule. The amount of the input tax creditis reduced if the importation is not solely for a creditable purpose.
 Importations that are Partly Creditable Importations that are partly creditable have special rules. If an importation youmake is only partly creditable, you are only entitled to a reduced input tax credit forthat importation. If you make a creditable importation only partly for a creditable purpose, theimportation is only partly creditable. If your importation is only partly creditable you work out the amount of input taxcredit you are entitled to using the formula below rather than the basic rule
 Full input tax credit x extent of creditable purpose
 Only partly for a creditable purpose
 If your importation is only partly for a creditable purpose your reduced input taxcredit is the input tax credit you would have been entitled to if it was not reduced(full input tax credit) multiplied by your extent of creditable purpose (as per theabove formula). The extent of creditable purpose is a percentage figure based on the proportion thatcreditable purpose is of total purpose of importation. That is,
 100×purposetotal
 purposecreditable.
 This is the same calculation as for creditable acquisitions (discussed previously).
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 Importation of Telecommunication Supplies
 Telecommunications services that are used or enjoyed in Australia will be subject toGST, regardless of whether the supplier is in Australia or offshore. The effect of thisis to make offshore telecommunications “connected with Australia” a taxablesupply. The reverse charge rules in Division 84 will not apply if those supplies are subject toGST under Division 85. If the effective use or enjoyment of a telecommunicationsupply is in Australia, the supply will be connected with Australia and Division 85will apply. Example An offshore telecommunications provider supplies Internet access to a customer inAustralia. The supply is connected with Australia, even though the supply is notdone in Australia or made through an enterprise that the supplier carries on inAustralia. However, it may not be possible for the Commissioner to always collect the GST. Insuch cases, the Commissioner can determine that such supplies are not connectedwith Australia. For example, the Commissioner may use this discretion in relation tomobile telephone calls made by an overseas tourist visiting Australia using a mobileroaming service provided by their overseas telecommunication supplier.
 INTERACTION OF THE GST CONCEPTS OF SUPPLYAND IMPORTATION
 Generally, a taxable importation is distinguishable from a taxable supply. However,some taxable importations may also be taxable supplies. For example, a supply ofgoods from offshore may be both a taxable supply and a taxable importation. This isone of the effects of the connected with Australia rules. Goods being brought toAustralia are connected with Australia if the supplier either:
 imports the goods into Australia; or
 installs or assembles the goods in Australia.
 If a supplier both imports the goods and installs the goods in Australia, GST willapply on the importation and will also apply on the supply.
 Example
 Tracey operates a company in New Zealand. Tracey is registered because sheregularly imports things into Australia. Bruce operates a company in Australia.Tracey sells some goods to Bruce which he is going to use in Australia. The sale isdone under a supply and install contract, so Tracey imports the goods and alsoinstalls them at Bruce’s factory.
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 The importation of the goods by Tracey is a taxable importation. GST is charged onthe importation, but she is entitled to an input tax credit for the importation becausethe importation is also a creditable importation. As Tracey installs the goods inBruce’s factory, the supply of the goods is also a taxable supply. Tracey accountsfor 1/11 of the supply price as GST. Bruce is entitled to an input tax credit for thecreditable acquisition of the goods.
 Bruce pays Tracey a GST inclusive price of $110,000 under the contract for thesupply and installation of the goods. This is the consideration for the supply. GSTon a supply is charged in relation to the consideration for the supply. GST on animportation is charged on the customs value of the goods, plus the transport andinsurance costs, plus the customs duty. Here, the customs value plus the transportand insurance costs plus the duty adds up to $70,000.
 Tracey pays $7,000 GST on the importation (10% of $70,000) and is entitled to aninput tax credit of $7,000 on the importation, netting out to zero GST.
 Tracey also pays $10,000 GST (1/11 of the price of $110,000) on the supply. Bruceis entitled to an input tax credit of $10,000 on the acquisition.
 This means that Tracey pays $7,000 GST on the importation, which she gets back asan input tax credit and remits $10,000 GST for the supply, which Bruce gets back asan input tax credit.
 ADJUSTMENTS
 Adjustments are necessary because in some situations you will have accounted forGST or input tax credits but subsequent events mean that GST or those input taxcredits were incorrectly accounted. If the GST or input tax credits were incorrectlyaccounted for you will have either received too much or too little input tax credit oryou will have paid too much or too little GST. There are two sorts of adjustmentincreasing and decreasing. An increasingadjustment increases your net amount (ie. increases your GST payable). You willhave an increasing adjustment if you received too much input tax credit or paid toolittle GST. A decreasing adjustment decreases your net amount (i.e. less GSTpayable). You will have a decreasing adjustment if you have received too little inputtax credit or paid too much GST. Adjustments can arise in several ways:
 from adjustment events;
 from bad debts; and
 from a change in your extent of creditable purpose.
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 Adjustments from Adjustment Events An adjustment of GST paid by a supplier is required when an incorrect amount ofGST was paid by the supplier. An adjustment of input tax credits accounted for by arecipient of a supply is required when an incorrect amount of input tax credits wasreceived by the recipient. An incorrect amount of GST or input tax credit could haveresulted if:
 • all or part of the supply or acquisition is cancelled or returned; or
 • the consideration of the supply or acquisition is altered, such as through avolume discount; or
 • a supply becomes, or stops being taxable; or
 • an acquisition becomes or stops being creditable.
 Such events are adjustment events. The return of goods for repair or maintenance will not constitute an adjustmentevent.
 Adjustment Events and Supplies You make an adjustment to your net amount for a tax period if:
 GST on a supply was attributable to an earlier tax period;
 you have an adjustment event for a supply; and
 the GST you previously attributed is no longer correct because of thatadjustment event.
 The amount of GST that was attributable to an earlier tax period is the previouslyattributed GST amount. The correct amount of GST is the corrected GST amount.The previously attributed GST amount is the total amount of GST for the supply thatwas attributed to any earlier tax period. That is, it includes any adjustments thathave already been made in relation to the GST for that supply. Therefore, thepreviously attributed GST amount is:
 any GST for the supply attributable to an earlier tax period; plus
 any increasing adjustments for the supply attributable to an earlier tax period;less
 any decreasing adjustments for the supply attributable to an earlier tax period.
 If the corrected GST amount is smaller than the previously attributed GST amount,you will have paid too much GST. You will need to make a decreasing adjustment.The decreasing adjustment will decrease your net amount for the tax period in whichthe adjustment event occurs by an amount equal to the difference between thecorrected GST amount and the previously attributed GST amount.
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 Example
 Mr S. Gonzales is a courier and registered. He undertakes to courier documents forMr S. Katt who is also registered. Mr Gonzales sends Mr Katt a bill of $2,200 forthe courier services provided in a quarter. Mr Katt pays the bill. Mr Gonzalesaccounts for $200 in GST. Later Mr Katt talks about the huge cost of couriers to afriend who assures Mr Katt that he has paid too much. Mr Katt complains andpersuades Mr Gonzales to reduce his bill and refund Mr Katt $550.
 Mr Gonzales has already attributed the GST on his services and therefore needs tomake an adjustment. As the corrected GST amount is smaller than the previouslyattributed GST amount Mr Gonzales has paid too much GST and has a decreasingadjustment, reducing his net amount. The amount of the adjustment will be 1/11 of$550, which equals $50.
 If the corrected GST amount is greater than the previously attributed GST amount,you will have paid less GST than you should. You will need to make an increasingadjustment. The increasing adjustment will increase your net amount for the taxperiod in which the adjustment event occurs by an amount equal to the differencebetween the corrected GST amount and the previously attributed GST amount. If a previously non-taxable supply becomes a taxable supply, you will not havepreviously attributed any GST on that supply. The previously attributed GSTamount was zero. The previously attributed GST amount will always be less thanthe corrected GST amount. You will always have an increasing adjustment if apreviously non-taxable supply becomes taxable.
 Adjustment Events and Acquisitions You make an adjustment to your net amount for the tax period if:
 you have an adjustment event for an acquisition;
 an input tax credit for that acquisition was attributable to an earlier tax period;and
 the input tax credit you previously attributed is no longer correct because ofthat adjustment event.
 The amount of input tax credit that was attributable to an earlier tax period is thepreviously attributed input tax credit amount. The correct amount of input tax creditis the corrected input tax credit amount. The previously attributed input tax creditamount is the total amount of input tax credit for the acquisition that was attributedto any earlier tax period. That is, it includes any adjustments that have already beenmade in relation to the input tax credit for that acquisition. Therefore, the previouslyattributed input tax credit amount is:
 any input tax credits for the acquisition attributable to an earlier tax period;plus
 any increasing adjustments for the acquisition attributable to an earlier taxperiod; less
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 any decreasing adjustments for the acquisition attributable to an earlier taxperiod.
 If the corrected input tax credit amount is smaller than the previously attributed inputtax credit amount, you will have received too much input tax credit. You will needto make an increasing adjustment. The increasing adjustment will increase your netamount for the tax period in which the adjustment event occurs by an amount equalto the difference between the corrected input tax credit amount and the previouslyattributed input tax credit amount.
 Example
 Continuing the example of Mr Gonzales and Mr Katt from above, Mr Katt hadalready attributed the input tax credit for the courier services based on a bill of$2,200. When he is refunded $550 he needs to make an adjustment. As thecorrected input tax credit amount is smaller than the previously attributed input taxcredit amount Mr Katt makes a decreasing adjustment, reducing his net amount.The amount of the adjustment will be 1/11 of $550, which equals $50.
 If the corrected input tax credit amount is greater than the previously attributed inputtax credit amount, you will have received too little input tax credit. You will need tomake a decreasing adjustment. The decreasing adjustment will decrease your netamount for the tax period in which the adjustment event occurs by an amount equalto the difference between the corrected input tax credit amount and the previouslyattributed input tax credit amount. If a previously non-creditable acquisition becomes a creditable acquisition, you willnot have previously attributed any input tax credits for that acquisition. Thepreviously attributed input tax credit amount was zero. The previously attributedinput tax credit amount will always be less than the corrected input tax creditamount. You will always have a decreasing adjustment if a previouslynon-creditable acquisition becomes creditable.
 Has the GST onthe supply
 increased ordecreased
 because of anadjustment
 event?
 Has the input crediton the acquisition
 increased ordecreased
 because of anadjustment
 event?
 You have a decreasingadjustment,decreasing
 your net amount.
 You have anincreasing
 adjustment,increasing
 your net amount.
 You have noadjustment
 because of anadjustment event.
 Supply Acquisition
 Increased DecreasedDecreased Increased
 Neither
 You have a decreasingadjustment,decreasing
 your net amount.
 Adjustments from adjustment events
 Neither
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 Adjustments for Bad Debts
 Writing off bad debts
 If you account for GST other than on a cash basis you may account for the GST on ataxable supply before you receive any or all of the consideration for the supply. Ifyou have accounted for GST on a supply and you later write off as a bad debt someor all of the consideration you were due to receive for the supply, you will haveaccounted for GST but not have received an amount for that GST from the recipientof the supply. You will have paid too much GST. You therefore have a decreasing adjustment to reduce your net amount in the taxperiod in which you write off the bad debt. You will have accounted for GST of 1/11th of the consideration you were due toreceive. Therefore, if you write off the entire consideration as a bad debt, theamount of the decreasing adjustment is 1/11th of the consideration, that is, 1/11th ofthe amount written off. If you write off part of the consideration as a bad debt, theamount of the decreasing adjustment is 1/11th of the amount written off. Note that1/11th of the amount written off is the amount of GST on the amount written off. The term ‘bad debt’ is not defined. To qualify for a decreasing adjustment you must:
 have made a taxable supply for consideration in money;
 lodged a return for the relevant tax period and properly accounted for GST onthe supply; and
 written off as a bad debt all or part of the consideration not paid.
 Recovering bad debts written off
 If you previously wrote off a bad debt for a taxable supply, had a decreasingadjustment, and later recover some or all of the debt, you will not have paid GST onthe amount recovered. You will not have accounted for all of the GST on thesupply. You therefore have an increasing adjustment to increase your net amount inthe tax period in which you recover some or all of the debt. The previous decreasingadjustment was 1/11th of the amount written off. The increasing adjustment is 1/11th
 of the amount recovered. This is the amount of GST on the amount recovered.
 Adjustments for Bad Debts and Creditable Acquisitions
 Bad debts written off
 If you account for GST other than on a cash basis you may account for the input taxcredit on a creditable acquisition before you pay any or all of the consideration forthe acquisition. If you have accounted for the input tax credit on an acquisition andthe supplier later writes off as a bad debt all of the consideration you were liable topay for the supply, you will have accounted for an input tax credit in relation to anacquisition for which GST has not been paid. You are only entitled to input taxcredits for GST included in the consideration for acquisitions you make. If the
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 supplier writes off some of the consideration as a bad debt you will have accountedfor an amount of input tax credit for an amount of GST that the supplier has beenrefunded. In either case you will have accounted for too much input tax credit. You therefore have an increasing adjustment to increase your net amount in the taxperiod in which the supplier writes off the bad debt. You will have accounted for 1/11th of the consideration as an input tax credit.Therefore, if the entire consideration is written off as a bad debt, the amount of theincreasing adjustment is 1/11th of the consideration, that is, 1/11th of the amountwritten off. If part of the consideration is written off as a bad debt, the amount of theincreasing adjustment is 1/11th of the amount written off. This is equivalent to theGST included in the amount written off. A decreasing adjustment is allowed where the debt has been due for 12 months ormore if the debt has not already been written off. If a debtor makes a creditableacquisition and has not provided some or any of the consideration due and thesupplier writes off the debt, then an increasing adjustment will be required by thedebtor. Conversely, if a bad debt is paid or recovered, the creditor will be requiredto make an increasing adjustment while the debtor makes a decreasing adjustment.
 Bad debts recovered
 If you previously had a decreasing adjustment because of a bad debt written off, andyou later pay some or all of the debt, you will not have received enough input taxcredit for the GST paid on the amount recovered. You will not have accounted forall of the input tax credit on the acquisition. You therefore have a decreasingadjustment to decrease your net amount in the tax period in which you pay some orall of the debt. The decreasing adjustment is 1/11 of the amount you pay. This isequivalent to the GST included in the amount you pay.
 COMPARISON OF TAXABLE SUPPLIES AND TAXABLEIMPORTATIONS
 GST
 Taxable supplies Taxable importations Must there be asupply?
 Yes. No, but it could be both asupply and importation.
 Who pays GST? Registered entities. Any entity.
 Is considerationrequired?
 Yes. Not necessary.
 Must be incarrying on anenterprise?
 Yes. Not necessary.
 Must be connectedwith Australia?
 Yes. It is by its nature.
 Must beregistered?
 Yes. Not necessary.
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 What is nottaxable?
 GST-free and input taxedsupplies.
 Importations that would havebeen GST-free or input taxedif they were supplies, and non-taxable importations.
 GST equals? GST = value x 10% Value = price x 10/11
 GST = value x 10% Value = sum of customsvalue, transport, insurance,and customs duty.
 Affected byadjustmentevents?
 Yes. Yes.
 Input Tax Credits
 Creditable acquisition Creditable importations (of goods)
 Must beregistered?
 Yes. Yes.
 Must beconsideration?
 Yes. Not necessary.
 Must be acquiredfor a creditablepurpose?
 Yes. Yes.
 Must have beentaxable?
 Yes. Yes.
 Are credits offsetagainst GST?
 Yes. Yes.
 Input tax creditequals?
 GST on supply x extent ofcreditable purpose xextent of consideration.
 GST on importation x extentof creditable purpose.
 Affected byadjustmentevents?
 Yes. Yes.
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