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What this Ruling is about

1. This Ruling explains the application of Division 70 of A New
Tax System (Goods and Services Tax) Act 1999 (GST Act) and
Division 70 of Part 4-2 of A New Tax System (Goods and Services
Tax) Regulations 1999 (GST regulations) in relation to reduced credit
acquisitions.

2. This Ruling provides guidance on which acquisitions are
reduced credit acquisitions that entitle a financial supply provider to
a reduced input tax credit under Division 70 of the GST Act.

3. This Ruling applies to all entities that are registered or
required to be registered that make financial supplies and exceed
the financial acquisitions threshold.

4. This Ruling deals only with acquisitions listed in

subregulation 70-5.02(2) of the GST regulations. It does not deal with
concepts stated or acquisitions listed in regulations 70-5.02A,
70-5.02B or 70-5.02C. Acquisitions listed in subregulation 70-5.02(2)
are reduced credit acquisitions.
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5. This Ruling is to be read in conjunction with GSTR 2002/2,
Goods and Services Tax: GST treatment of financial supplies and
related supplies and acquisitions.

6. Certain terms used in this Ruling are set out and explained in
the glossary section of the Ruling. These terms, when first mentioned
in the discussion for each item in the body of the Ruling, appear in
bold type. Terms contained in the glossary section of GSTR 2002/2
appear in bold italics the first time they are mentioned in the
discussion of each item.

7. Unless otherwise stated, all legislative references in this
Ruling are to the GST Act and all references to the regulations are to
the GST regulations.

8. Where an item is referred to by number only, (for example,
item 2) unless otherwise indicated, it is an item mentioned in
subregulation 70-5.02(2).

9. Examples in this ruling are drafted on the assumption that the
entity that makes the acquisition mentioned in

subregulation 70-5.02(2) is not entitled to an input tax credit except to
the extent it is so entitled under Division 70.

Date of effect

10. This Ruling applies [to tax periods commencing] both before
and after its date of issue. However, this Ruling will not apply to
taxpayers to the extent that it conflicts with the terms of a settlement
of a dispute agreed to before the date of issue of this Ruling (see
paragraphs 75 and 76 of Taxation Ruling TR 2006/10).

11. Changes made to this Ruling by Addenda that issued on
30 May 2007, 2 July 2008, 18 January 2012, 31 October 2012 and
24 July 2013 have been incorporated into this version of the Ruling."

11A. [Omitted.]

A

Background

12. Goods and Services Tax Ruling GSTR 2002/2 deals in some
detail with the treatment of financial supplies and acquisitions,
including those to which regulation 70-5.02 applies. Relevant parts of
GSTR 2002/2 are reproduced or summarised in the background to
this Ruling.” This Ruling also discusses some other concepts
introduced and discussed in GSTR 2002/2. The reasoning underlying
the treatment of these concepts is consistent with GSTR 2002/2
although not necessarily expressed in the same terms.

' Refer to each Addendum to see how that Addendum amends the Ruling.
! Particularly paragraphs 198 to 278 excluding paragraphs 217 to 222.
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13. In some cases, acquisitions that relate to making financial
supplies may attract a reduced input tax credit, even though no input
tax credit would arise under Division 11. These acquisitions are
reduced credit acquisitions?, and are listed in regulations 70-5.02 and
70-5.02B.

14. If a reduced credit acquisition is not wholly for a creditable
purpose® under Division 70 of the GST Act (for example, if it relates to
making other input taxed supplies) the entity needs to determine its
extent of creditable purpose. Subsection 70-20(2) contains a formula
for working out input tax credits in these circumstances. This is further
explained in Goods and Services Tax Ruling GSTR 2006/3
(determining the extent of creditable purpose for providers of financial
supplies).*

15. The list of items under subregulation 70-5.02(2) is intended to
be exhaustive. This is clear from the language in

subregulations 70-5.02(1) and (2). Therefore, if something is not
specified as an item within the table, it is not a reduced credit
acquisition. While an acquisition must fall within one of the items, it is
not necessary that a particular acquisition must be mentioned in an
item, unless it is clear from the wording of the item that this is the
case.

16. An acquisition is not a reduced credit acquisition to the extent
that an entity is entitled to an input tax credit for the acquisition
outside of Division 70 of the GST Act.®

17. For the purposes of subsection 70-5(2), the GST

regulations specify that the percentage of the input tax credit for a
reduced credit acquisition is either 55% for a reduced credit
acquisition covered by item 32° or 75% for all other kinds of reduced
credit acquisitions.®* If a reduced credit acquisition is covered by both
item 32 and one or more other items of the table in

subregulation 70-5.02(2), the percentage of the input tax credit will be
55% to the extent the reduced credit acquisition is covered by item 32
and 75% to the extent the reduced credit acquisition is not covered by
item 32.°°

18. Acquisitions that relate to the making of financial supplies by
either the supplier or the acquirer of the financial supply may be
reduced credit acquisitions.

% Subsection 70-5(1)..

® An acquisition or importation is not for a creditable purpose to the extent that the
acquisition or importation relates to making other input taxed supplies or is of a
private or domestic nature. For a detailed discussion of these concepts refer to
Goods and Services Tax Ruling GSTR 2008/1 Goods and services tax: when do
you acquire anything or import goods solely or partly for a creditable purpose?

* See paragraphs 133 to 144 of GSTR 2006/3.

® Subsection 70-5(1A).

® Subsection 70-5(2); subregulation 70-5.03(a).

6A Subsection 70-5(2); subregulation 70-5.03(c).

%8 Subsection 70-5(2); subregulation 70-5.03(b).
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Is subregulation 70-5.02(2) inclusive or exclusive?

19. Division 70 of Part 4-2 of the GST regulations provides an
exhaustive list of items that are reduced credit acquisitions for the
purposes of Division 70 of the GST Act. However, some of the things
listed under items are listed on an ‘inclusive’ basis.

20. GSTR 2002/2, at paragraphs 198 to 216, provides an
explanation of how the terms used in the items in the table in
subregulation 70-5.02(2) apply and this ruling explains this application
in relation to each item.

21. Items listed in the GST regulations contain the expressions
including”, ‘the following’ or ‘of the following kind’®, and ‘the
following, ... including’ or ‘including the following’.® The words ‘the
following’ are used in those items where the list is intended to be
exhaustive. ‘Including’ is used where the list is not exhaustive.

22. The word including has been considered in numerous
cases.' In some instances, the word including is used as an
extension of the thing defined or described and at other times to
provide clarification. In the GST regulations, the expression is used in
a variety of constructions, and each item in the regulation should be
looked at separately to see the sense in which it is used. It is often
used to simply make clear what the item in the regulation intends to
cover, by describing a practical activity or acquisition intended to be
covered by the general expression used at the commencement of the
item.

23. For example, the paragraphs in item 2 provide some of the
‘processing services in relation to account information’ that are
covered by the item. They are not the only types of ‘processing
services in relation to account information’ that item 2 is intended to
cover. We interpret similarly constructed items on the same basis.

24. To give an item its correct context, each paragraph in the

item needs to be read with reference to the commencing words of the
item. For example, an ‘archive destruction service’ mentioned in

item 2(a) is a processing service and a reduced credit acquisition if it
is a destruction service ‘in relation to archived account information for
an account provider’. This means that a service acquired to destroy
account information for an account provider is a reduced credit
acquisition. However, the acquisition of services to destroy other
papers, records or assets does not come within the item and is not a
reduced credit acquisition.

" Items 2, 8, 10, 24 and 29 of subregulation 70-5.02(2) and regulation 70-5.02B.

8 ltems 1,6,7,11, 14,15, 17, 26 and 30 of subregulation 70-5.02(2).

% Items 1, 9, 23 and 24 of subregulation 70-5.02(2).

° Re Proprietary Articles Trade Association of South Australia Inc. [1949] SASR 88;
Lippett v. Robertson [1953] SASR 13; In the Estate of Nicholas [1955] VLR 291 and
Cuisenaire v. Reed (1962) 5 FLR 180, YZ Finance Co. Pty Ltd v. Cummings (1964)
109 CLR 395, Cohns Industries Pty Ltd v. Deputy Federal Commissioner of
Taxation (Cth) (1979) 37 FLR 508 at 511 per Young CJ, Starke and Gray JJ; Marsal
Pty Ltd & Ors v. Comptroller of Stamps (Vic) (1982) 82 ATC 4536.
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Apportioning acquisitions

25. The supplier of something that is identifiable as having more
than one part where each part is taxable does not need to apportion
the consideration for the supply. This is because GST is payable on
the whole supply. Similarly, if all of the parts of a supply are
identifiable as being non-taxable, GST is not payable on any part of
the supply.

26. However, a supply consisting only of taxable parts may not be
wholly a reduced credit acquisition to the acquirer. Only those parts
that are reduced credit acquisitions give rise to reduced input tax
credits.

27. It is not necessary to separate parts of an acquisition into
things that are mentioned in subregulation 70-5.02(2) and parts that
are not, unless these are separately identifiable parts of the
acquisition. Where there are no separately identifiable parts of the
acquisition, the acquisition should be examined as a whole to
determine whether it is a reduced credit acquisition specified in
subregulation 70-5.02(2).

Reduced credit acquisition is acquired together with something
that is not a reduced credit acquisition

28. If something that is listed as a reduced credit acquisition is
acquired together with something that is not listed as a reduced credit
acquisition, those parts may need to be treated separately. This
depends on whether the acquisition is a mixed acquisition or a
composite acquisition. These terms are intended to be similar to the
concepts of a mixed supply'’ and a composite supply and to adopt
similar principles. The difference is that these terms are used to
describe an acquisition that consists of parts that are reduced credit
acquisitions and parts that are not.

28A. The concept of a mixed acquisition is also relevant to an
acquisition that consists of a number of parts that are reduced credit
acquisitions subject to different percentage credit reductions.

29. GSTR 2002/2 at paragraphs 223 to 256, explains the terms
mixed acquisition and composite acquisition, gives examples of
mixed and composite acquisitions, and provides guidance on how to
decide whether a particular supply is mixed or composite.

" A mixed supply is a supply that consists of taxable and non-taxable parts. See
GSTR 2001/8 (apportioning the consideration for a supply that includes taxable and
non-taxable parts) for an explanation on how to apportion between taxable and
non-taxable parts.
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What is a financial supply facilitator?

30. The regulations distinguish between a supply made by a
financial supply facilitator and one made by a financial supply
provider. As discussed in paragraph 103 of GSTR 2002/2, the
definitions of these terms serve to avoid confusion between the
provision of actual financial supplies and other supplies made in
connection with them.

31. A financial supply facilitator, in relation to a supply of an
interest," is defined in regulation 40-5.07 to be an entity facilitating
the supply of an interest for a financial supply provider. The facilitating
of a supply refers to activities that help forward (assist) the supply'?,
rather than those that simply assist the financial supply provider. An
entity facilitates the supply of an interest where its activities have the
effect of helping forward or assisting the supply, therefore, the
activities must have a sufficient nexus with the supply of an interest
by a financial supply provider.

32. To have a sufficient nexus, the activities of the entity must
have an identifiable association with the supply that goes beyond a
mere general association. An identifiable association does not mean
that the activities have to be directly linked to the supply, however it
does require that there be a substantial connection so as to exclude
activities that are only generally related (for example, promotion,
advertising, product design, market research or similar types of
activities). The activities must relate to and assist a particular supply,
not merely contemplated supplies. In the absence of this identifiable
association, an entity will not be a financial supply facilitator of the
supply of an interest.

33. An entity is a financial supply facilitator of a particular supply.
The fact that an entity is a financial supply facilitator in relation to one,
or a number of transactions does not necessarily make it a financial
supply facilitator in relation to another transaction. Being a financial
supply facilitator is not a characteristic of an entity, but describes the
entity’s role in a particular transaction.

34. As a general rule, acting in an agent-like capacity on behalf of
a financial supply provider (including the acquirer of a financial
interest in relation to a particular transaction) indicates an identifiable
association with the supply of an interest, as the activities of the agent
are substantially connected with the supply of the interest. Acting as
an agent, or in an agent-like capacity is the most common way in
which the activities of an entity can have an identifiable association
with the making of a financial supply, however, we recognise that it
may not be the only way.

""A The definition of financial supply facilitator in regulation 40-5.07 only applies ‘in

relation to the supply of an interest’. Where a financial supply made under regulations
40-5.09(4), (4A) and 40-5.10, does not involve the supply of an interest, ‘financial
supply facilitator’ takes its ordinary meaning. The financial supply facilitator is the
entity that facilitates the financial supply for the entity making the financial supply.

'2 Based on the Macquarie Dictionary (3rd Edition) definition of facilitate ‘to make
easier or less difficult; to help forward (an action, a process etc)'.
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35. The term financial supply facilitator is specific to

subregulation 70-5.02(2) and to those items listed in the
subregulation. The term is defined in regulation 40-5.07. The services
acquired from financial supply facilitators that are eligible for a
reduced input tax credits are outlined in the relevant items in
subregulation 70-5.02(2). For the purposes of these items, if a
financial supply facilitator does not provide the specific service
mentioned, the service is not a reduced credit acquisition. For
example, an entity may be a financial supply facilitator in relation to
the supply of an interest in an account, but the service it provides will
not be a reduced credit acquisition unless it is the service of opening,
issuing, closing, operating, maintaining, or performing a transaction in
respect of, the account.™

What is an ‘interest’ in relation to a financial supply?

36. The concept of financial supply facilitator rests on an
understanding of what is the provision, acquisition or disposal of a
financial interest.”** Regulation 40-5.02 provides that an interest is
anyth1i£1g that is recognised at law or in equity as property in any
form.

37. The term interest is taken to be very broad even taking into
account the use of the word property. The examples provided in
regulation 40-5.02 are property or proprietary rights on a broad
interpretation of the term and do not extend or contradict the
generally accepted concept of property. The examples indicate that
the term is given its broadest application so that an interest is as wide
as the legal and equitable concept of property, including rights arising
under a contract.

37A. In considering the term ‘interest’ as set out in regulation
40-5.02, the majority of the Full Federal Court in Commissioner of
Taxation v. American Express International Inc; Commissioner of
Taxation v. American Express Wholesale Currency Services Pty
Limited stated at [146]:

Considering the text of the GST Act (especially ss 9-10 and 11-10)
and the Regulations, it is apparent that the term ‘interest’ is referable
to a very broad conception of property. The words ‘anything’ and ‘in
any form’ in reg 40-5.02 highlight this extensive scope. Further, as
the Commissioner submitted, the examples of financial supplies in
the table in reg 40-5.09(3) include a range of items that would not fit
the narrower definition of property urged by the respondents. The
same can be said of the ‘examples of interest’ attached to reg
40-5.02."*

'3 Subregulation 70-5.02(2) item 1.

3A For a limited exception refer to footnote 11A.

" See paragraph 78 of GSTR 2002/2.

'4A (2010) 187 FCR 398; [2010] FCAFC 122; 2010 ATC 20-212; (2010) 77 ATR 12.
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38. This view is also supported by other judicial decisions that
look to the relevant legislation for assistance in interpreting the term
property.'*® The fact that a right is not assignable does not mean that
it cannot be a proprietary right.

When does an acquisition relate to making a financial supply?

39. Where a financial supply provider acquires the services of a
financial supply facilitator to effect a financial supply, the complexity
of the transaction may require that the facilitator supply services over
an extended period. The financial supply provider is entitled to
reduced input tax credits from the time there is a relationship between
an acquisition and the making of a financial supply. That is, the
financial supply provider does not have to wait until the financial
supply has been concluded before the entitlement arises. If the
intended financial supply is not made, an entity whose activities were
directed towards making that financial supply will retain the character
of a financial supply facilitator.

40. How much reduced input tax credit an entity can claim, and
when it can be claimed, depends on the usual attribution rules. If the
entity’s actual use of the acquisition changes from its planned use, it
may need to make an adjustment to reflect any changes in the extent
of creditable purpose.®

Something acquired to make a reduced credit acquisition is not
a reduced credit acquisition

41. Something that is used in making a reduced credit acquisition
is not, for that reason, a reduced credit acquisition.” This means that
an input used by a supplier in providing something that is a reduced
credit acquisition in the hands of the recipient, is not itself a reduced
credit acquisition.

42. Inputs into a supply that become an integral part of that supply
do not need to be segregated out. While these things are not
themselves reduced credit acquisitions, the supplier does not need to
separately identify the inputs into the supply made to the financial
supply provider.

18 See, for example: White v. Director of Public Prosecutions for the State of

Western Australia [2011] HCA 20; (2011) 243 CLR 478 at [10] to [12].

® FC of T v. Orica Limited (1998) 194 CLR 500; 98 ATC 4494; (1998) 39 ATR 66;
[1998] HCA 33; (1998) 154 ALR 1; (1998) 72 ALJR 969, National Trustees
Executors & Agency Co. of Australasia Ltd v. FC of T (1954) 91 CLR 540 at 583
and ICI Australia Ltd v. FC of T (1996) 68 FCR 122; (1996) 33 ATR 174; 96 ATC
4680.

'® See Goods and Services Tax Ruling GSTR 2000/24.

7 Subregulation 70-5.02(3).
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Ruling with explanation

43. Division 70 of the GST Act deals with reduced credit
acquisitions. When an acquisition is not for a creditable purpose
under paragraph 11-15(2)(a) because it relates to making supplies
that would be input taxed financial supplies, the acquisition may be a
reduced credit acquisition.

44, Entitlement to reduced input tax credits is dealt with in
subsections 70-10(1), 70-10(2) and 70-10(3). Subsection 70-10(1)
states that the fact that a reduced credit acquisition relates to making
financial supplies does not stop it being for a creditable purpose to
the extent it relates to making financial supplies. Subsection 70-10(2)
states that the fact that a reduced credit acquisition is applied in
making financial supplies does not stop it from being applied for a
creditable purpose (despite sections 11-15 and 129-50%). The effect
of this approach is to allow a reduced credit for an acquisition without
altering the status of the supply to which it relates.

45. To determine whether it is entitled to a reduced input tax credit
for a particular acquisition, an entity needs to establish whether the
supply in relation to which the acquisition was made would be a
financial supply. Financial supplies are input taxed under
subsection 40-5(1) and, consequently, acquisitions relating to these
are not for a creditable purpose under paragraph 11-15(2)(a)."” The
entity should then determine whether the acquisition is mentioned in
the table in subregulation 70-5.02(2). If so, it is a reduced credit
acquisition and gives rise to a reduced input tax credit under
subsection 70-5(1), provided it is not excluded by

subsection 70-5(1A).

Acquisitions that attract reduced input tax credits: general

46. An object of Division 70 of the regulations is to specify the
reduced credit acquisitions that relate to making financial supplies
that give rise to an entitlement to reduced input tax credits.?

47. Subsection 70-5(1) states that the regulations may provide
that certain acquisitions that relate to making financial supplies can
give rise to an entitlement to a reduced input tax credit.
Subregulation 70-5.02(1) indicates that acquisitions mentioned in
subregulation (2) are those which give rise to this entitlement. The
expression an acquisition ... that relates to making financial supplies
used in subregulation 70-5.02(1) identifies a class of acquisitions that
are denied input tax credits by operation of paragraph 11-15(2)(a)
and subsection 40-5(1).

'® Subsection 70-10(3).
19 Subject to subsections 11-15(3), (4) and (5).
2 Regulation 70.5.01.
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48. The subregulation does not impose a further test once the
credit has been denied under these provisions. That is, an acquisition
that does not have a creditable purpose because it relates (solely or
partly) to making supplies that would be input taxed financial supplies,
is taken to relate, to that extent, to making financial supplies for the
purposes of regulation 70-5.02. Individual items within the list in
subregulation (2), however, may impose a more stringent nexus test
than paragraph 11-15(2)(a).

The use of ‘and’

49. The term and when used in the table in regulation 70-5.02, is
non-cumulative. This means that each acquisition co-joined to
another by and is to be read separately. These word strings are not to
be read as requiring all of the things listed to be acquired together.
Although each acquisition is read separately, consideration must be
given to any descriptive word(s) commencing a word string. These
descriptive word(s) are applied to each of the words that follow. For
example, in item 2(a) the descriptive word statement commences the
word string statement processing and bulk mailing, which is to be
read statement processing and statement bulk mailing.

Reduced credit acquisitions: the items
Transaction banking and cash management services

50. Items 1 to 5 are grouped under fransaction banking and cash
management services. Each of these items deals with a different set
of acquisitions by account providers, including providers of accounts
to which paragraph (b) of the definition of account in the Dictionary®’

to the regulations (the Dictionary) applies.

Account

51. For the purposes of the regulations, the expression account
has the meaning given by the Dictionary. Paragraph (a) of the
definition establishes the meaning of account for the purposes of

item 1 of subregulation 40-5.09(3) and subregulation 40-5.09(4).
Paragraph (b) of the definition extends the meaning to include
accounts with institutions other than authorised deposit-taking
institutions (ADIs). Accounts offered by non-ADIs fall within the
scope of the definition where the requirements of subparagraphs (i) to
(iii) of the definition are satisfied in relation to the account offered.

z Regulation 3 of the GST regulations.



Goods and Services Tax Ruling

GSTR 2004/1

Page status: may be released Page 11 of 153

52. The meaning of account in the context of

subregulation 70-5.02(2) is further defined by the item in which it
appears. For the purposes of the regulations, an account that is not
with an ADI is required to meet the tests imposed by the definition in
the Dictionary. One of these tests is that the customer has a right to
repayment of the amount credited to the account by the provider. This
requirement indicates that the credit to the account must be recorded
in money. If there is no amount recorded, the account-holder can not
have the right to repayment of an amount credited.

53. Where the term account extends to accounts offered by
non-ADI financial institutions, it excludes those accounts that record
non-monetary balances such as reward/loyalty point and frequent
flyer point balances. Even where the reward point account holder
redeems reward points for dollar value vouchers or offsets their
charge account balance by the redemption of reward points, this does
not alter the character of the reward point account as there is no
amount in the account to be repaid.

54. The meaning of account in the context of

subregulation 70-5.02(2) also excludes reward/loyalty point accounts
operated by an ADI. For the purposes of subregulation 70-5.02(2), an
account offered by an ADI need only be an account mentioned in
item 1 of subregulation 40-5.09(1). However, item 1 imposes the
requirement that the account must be one made available in the
course of the ADI’s banking22, or State banking, business. This
restricts the scope of accounts to those which record monetary
transactions (transaction accounts). As a reward/loyalty point
accounts are not transaction accounts they are not therefore
accounts for the purposes of subregulation 70-5.02(2).

Account provider

55. Account provider refers to any entity that supplies another
entity with an interest®® in an account. In this context, an account
provider also refers to any entity that supplies or has supplied an
entity with an interest in an account whatever that account’s current
status (for example, the account may be overdrawn, or closed).

Item 1

The service of opening, issuing, closing, operating, maintaining, or
performing a transaction in respect of an account by a financial
supply facilitator, including by using the following facilities:

(a) telephone banking;
(b) Internet banking;
(c) GiroPost

22 \Vithin the meaning of the Banking Act 1959.
% Interest is defined by regulation 40-5.02.
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56. An acquisition is a reduced credit acquisition under item 1
where it is the acquisition of the service of opening, issuing, closing,
operating, maintaining, or performing a transaction that is:

. in respect of an account; and
. provided by a financial supply facilitator.
57. Item 1 also incorporates arrangements whereby the services

described in the item are provided through the facilities listed in
items 1(a) to 1(c). An acquisition of these services is a reduced credit
acquisition under item 1 where it is in respect of an account and the
services are provided by a financial supply facilitator.

58. It is important to note that items 1(a) to 1(c) illustrate the types
of facilities through which item 1 services can be provided, but do not
illustrate the types of acquisitions that are reduced credit acquisitions
under item 1.

59. In this context, the words opening, issuing, closing, operating,
maintaining, or performing a transaction have no particular trade,
industry or legal meanings and are given their ordinary meanings.

60. The service comprising one or more of the listed activities
must be in respect of an account. The meaning of the expression in
respect of has been the subject of much judicial interpretation and
depends on the context in which it is found.?* In his judgment in
Trustees Executors & Agency Co Ltd v. Reilly® Mann CJ considered
that the words in respect of:

...have the widest possible meaning of any expression intended to
convey some connection or relation between the two subject-matters
to which the words refer.

61. The use of the expression in respect of in item 1 indicates that
the requisite connection between the service and an account is a
broad one. Consequently, item 1 contemplates services (of opening,
issuing, closing, etc) that are directly or indirectly connected to an
account.

62. Provided an entity is a financial supply facilitator in relation to
the supply of an interest in an account by an account provider, the
services it supplies are reduced credit acquisitions under item 1
where they involve opening, closing, operating, maintaining, or
performing a transaction in respect of, an account.

24 Club Motor Insurance Agency Pty Ltd v. Sargent (1969) 118 CLR 658.
% The Trustees Executors & Agency Co Ltd v. Reilly [1941] VLR 110 at 111.
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Example 1 — chemist sub-agency of a bank

63. The Country Care Chemist (Chemist) operates a RiverBank
sub-agency. Under the terms of the agency agreement between the
two parties, Chemist acts as RiverBank’s agent in the performance of
deposit, withdrawal and account balance transactions initiated by
RiverBank customers. Chemist also facilitates the opening and
closing of accounts for RiverBank. On a monthly basis, RiverBank
pays Chemist a fee calculated on the number, type and quality of
transactions performed by Chemist during the month.

64. In this instance, RiverBank’s acquisition from Chemist falls
under item 1 and is a reduced credit acquisition. This is because
RiverBank acquires services described in item 1 that are in respect of
RiverBank, accounts and are provided by a financial supply facilitator.
Chemist is a financial supply facilitator as its activities have a
sufficient nexus with RiverBank’s continuing supply of an account to
its customers. (The acquisition made by RiverBank may also fall
within items 2, 5 or 27.)

Example 2 — reward point account

65. Big Department Store(Big) offers their charge card account
customers membership in a reward program. Charge card account
customers who accept this offer receive reward points each time they
make purchases using their Big charge card. In turn, customers are
entitled to redeem the reward points for Big goods and services. In
respect of these reward points, Big establishes a separate account
that records the customer’s reward point balance and transactions.
The reward point account records a non-monetary balance (of points)
the value of which can only be obtained through the redemption of
points for Big goods or services. The account does not record an
amount.

66. The reward point account established by Big is not an
‘account’ within the scope of item 1. As there is no amount recorded,
the account-holder can not have the right to repayment of an amount
credited, which is a fundamental requirement of an account under
item 1.

67. The acquisition of services of opening, issuing, closing,
operating, maintaining or performing transactions in respect of the
reward point accounts by Big is not a reduced credit acquisition under
item 1.
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Example 3 — Internet banking facility: reduced credit acquisition

68. The Core Bank website provides customers with access to
CoreNet, a full-service Internet banking facility. Through CoreNet,
account-holders can view their account balances and transaction
history, transfer funds between linked Core Bank accounts and to
accounts held at other financial institutions and use B-pay services.
The CoreNet Internet banking facility is operated and maintained by
Digerinet Solutions (Digerinet). Through the use of the CoreNet
facility, Digerinet facilitates the operation and maintenance of Core
Bank’s accounts together with the performance of account
transactions.

69. Core Bank acquires a service of operating, maintaining and
performing transactions in respect of an account through the use of
an Internet banking facility. Digerinet’s service is provided as a
financial supply facilitator and involves activities that satisfy the
requirements of item 1. The acquisition of those services is a reduced
credit acquisition by Core Bank. To the extent that Core Bank also
acquires the service of setting up the internet facility from Digerinet, it
has not made a reduced credit acquisition under item 1.

Example 4 — Internet banking: not a reduced credit acquisition

70. RiverBank engages Dog-Gone Dotcom to establish hyperlinks
from all its sub-agent websites to enable RiverBank customers to
access RiverBank’s Internet banking facility.

71. RiverBank is not making a reduced credit acquisition under
item 1 when it acquires this service from Dog-Gone Dotcom.

Item 1(b) mentions Internet banking, however item 1 requires that the
service must be of opening, issuing, closing, operating, maintaining or
performing a transaction in respect of an account and that it be
supplied by a financial supply facilitator.

72. In this example, Dog-Gone Dotcom is merely establishing
connections that will allow customers to directly navigate their way to
RiverBank’s Internet banking facility and the service they provide
does not meet the requirements for a reduced credit acquisition under
item 1.

Item 2

Processing services in relation to account information for account
providers, including:

(a) archives storage, retrieval and destruction services; and
(b) statement processing and bulk mailing; and

(c) processing and manipulation of information relating to accounts,
including information about transactions to which item 7 applies
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73. An acquisition is a reduced credit acquisition under item 2 if it
is the acquisition of processing services in relation to account
information for account providers. Any reference to an account in this
item is a reference to an account described in paragraph 51.

74. The breadth of item 2 depends on whether or not items 2(a) to
2(c) add to, or provide examples of, the term processing services. If
the things listed at items 2(a) to 2(c) provide examples of the types of
activities that are processing services covered by the item, things akin
to those examples will also be processing services. Processing
services under this reading is a wide concept.

75. However, if the things listed at items 2(a) to 2(c) add to the
meaning of processing services, each paragraph deals with an
acquisition that would not normally be a processing service, but is
taken to be a processing service for the purposes of the item. The
effect of this reading is that the meaning of processing services is
narrow.

76. Under either reading of item 2, the things listed in the items
2(a) to 2(c) are not the only things covered by the item.

Approach 1 — paragraphs provide examples

77. Where the item is read on the basis that the

paragraphs provide examples of things that are processing services,
all of the things listed in items 2(a) to 2(c) are things that fall within the
meaning of processing services for the purpose of the item. The term
processing services encompasses archives storage, archives
retrieval, archives destruction services, statement processing and
statement bulk mailing, as well as processing and manipulation of
information relating to accounts. Under this approach, the term
processing services is read as incorporating things not normally
considered to be within the expression’s meaning.

78. Other acquisitions by the account provider in relation to their
account information are considered in the light of this wider meaning
of processing services. That is, in determining whether or not
something not listed in item 2 is a processing service, regard could be
had to the examples. This approach is not the preferred ATO view.

Approach 2 — paragraphs add to the meaning

79. Where the item is read on the basis that the paragraphs add
to the normal meaning, the things listed in items 2(a) to 2(c) are not
necessarily included within the meaning of processing services. They
are specific inclusions that enlarge the meaning of the term, but only
in relation to those specific inclusions. Processing services still retains
its normal meaning, but archives storage, archives retrieval, archives
destruction services, statement processing and statement bulk
mailing, as well as processing and manipulation of information
relating to accounts are also taken to be processing services for the
purpose of item 2.
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80. Other acquisitions by the account provider in relation to their
account information are examined in light of this narrower meaning of
processing services.

81. The view that the things listed in the paragraphs add to the
meaning of the term processing services, is supported by the fact that
archives storage, archives retrieval and archives destruction services
are included not only in processing services but also in administrative
functions in item 24, and administration services in item 26. The
inclusion of these things for three different terms suggests that they
are not examples of those terms, but that they are not normally
included in the meaning of the terms, and are specifically included to
enlarge the scope of the items (but only to the extent of the specific
inclusions).

82. The view adopted in this Ruling is that the paragraphs add to
the meaning of the term, but only to the extent of the specific
inclusions. Processing services has its normal meaning, and each of
the things in items 2(a) to 2(c) is a processing service by specific
inclusion. Things not specifically mentioned are only reduced credit
acquisitions if they are processing services under the normal meaning
of that expression, and are in relation to account information for an
account provider

Processing services

83. Processing services is to be read as a single term, rather than
as two separate and distinct words. This is supported by the fact that
the phrase processing services occurs in a number of items (for
example, items 2, 5 and 14) while the words processing and services
occur individually in other items (for example, items 7 and 8). It is
reasonable to conclude that the expression processing services is to
be read differently from processing on its own.

84. Neither the words processing or services, nor the phrase
processing services are defined in the GST Act or regulations.
Nor does the expression processing services have a legal® or a
particular technical meaning in the financial services industry.

85. The meaning of processing services is determined by
reference to:

° the ordinary or general understanding of the
expression; and

. the context in which it is used.

% A number of sales tax cases consider the meaning of process or processing. (F.C. of T.
Hammersley Iron Pty. Ltd. 80 ATC 4509; The Queensland Lime and Cement Company
Limited v. D.F.C of T. 86 ATC 4771) However, as the sales tax context is the manufacture
of goods, the judgments cannot be applied meaningfully to processing services.
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86. The word services, when interpreted in conjunction with the
word processing, is more than an alternative to supply. It implies
responsibility for processing functions. The fact that an entity with
responsibility for the processing functions in relation to account
information sub-contracts the performance of processing activities to
a third party, does not alter the conclusion that an acquisition of
processing services has been made from the principal entity.

87. The acquisition of capacity (for example, acquisition of the use
of computer based infrastructure) is not within the ambit of item 2 as
this item contemplates the acquisition of processing services, rather
than the mere acquisition of processing or processing capability.

88. In the context of item 2, processing services means services
performed by an entity that have the character of being steps or
actions directed towards achieving a specific processing outcome in
relation to account information for an account provider.

Information technology (IT) outsourcing agreements

89. Entities such as banks and other financial institutions process
extremely large quantities of data in the course of their business
operations. This data includes customer records, transactional
information and other information that relates to the making of
financial supplies.

90. Predominantly, this processing is performed electronically and
may be undertaken by the financial supply provider itself on
facilities it controls, or on facilities which are controlled by a facility
manager. Alternatively, the financial supply provider may contract
another party to do the processing. That is, it may outsource its
processing to a provider of IT outsourcing services.

91. The question arises as to whether the acquisition or
acquisitions made under these IT outsourcing agreements are
reduced credit acquisitions, and particularly whether they are
processing services to which item 2 applies.

92. IT outsourcing for the purposes of this ruling can be described
as:

...the activities associated with acquiring IT services from one or
more external providers. During outsourcing, a client organization
transfers responsibility for one or more IT services to one or more
external providers. This responsibility is executed through control
and management of the processes, people, and technology
associated with these services.

" Definition of IT outsourcing contained in ‘Leading Commercial Practices for
Outsourcing of Services’ a report by the United States General Accounting Office to
the Chairman and Ranking Minority Member, Subcommittee on Readiness and
Management Support, Committee on Armed Services, U.S. Senate, November 2001.
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93. Financial supply providers may outsource a single function, for
example, credit card processing, or their whole IT department under a
complex IT outsourcing agreement. Furthermore, financial supply
providers may outsource parts of their processing to different IT
outsourcing service providers. For example, a bank may outsource
the proofing®® of transaction vouchers such as cheques and deposit
slips to one IT provider, and outsource the processing of the data
produced from the proofing process against customers’ accounts to
another IT provider.

4. An IT outsourcing agreement may involve the transfer of
equipment or infrastructure by the financial supply provider to an IT
provider. This entity then provides computer time or computing
capacity to the financial supply provider, but the financial supply
provider remains responsible for and controls the processing. In this
case, the acquisition is not one of processing services to which item 2
applies.

95. In other cases, the IT outsourcing agreement may involve the
handing over of some or all, of the financial supply provider’s
processing functions to the IT provider, such that the IT provider is
responsible for and controls the particular processing function. In this
situation, the financial supply provider is acquiring a processing
service from the IT provider. The acquisition of this processing
service is a reduced credit acquisition under item 2 to the extent that
it is the processing of account information for an account provider.

Complex IT outsourcing agreements

96. A complex IT outsourcing agreement is one under which the
financial supply provider outsources its entire IT department. This
type of agreement may include the acquisition of processing services
in terms of item 2 from the IT provider. This is the case where it is
evident that the IT provider is responsible for and controls a particular
processing function in relation to account information for an account
provider.

97. Because of their nature, complex IT outsourcing agreements
also include the acquisition of services that fall beyond the scope of
item 2, or any of the other items listed under

subregulation 70-5.02(2). These acquisitions include IT services
which support the financial supply provider’s corporate functions such
as internal accounting, procurement, human resource management
or payroll functions, supply of telecommunication services and
contract management services.

% Proofing involves the recording of the transactions in a form which is suitable for
later processing against the customer’s account.
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98. Where the acquisitions under a complex IT outsourcing
agreement include services listed as reduced credit acquisitions in
regulation 70 (including processing services to which item 2 applies),
the financial supply provider is entitled to a reduced input tax credit to
that extent. The financial supply provider is required to apportion the
consideration under the IT outsourcing agreement on a fair and
reasonable basis, between listed reduced credit acquisitions
(including item 2 processing services) and other acquisitions to
determine its entitlement to input tax credits.

99. Complex IT outsourcing agreements are typically large and
complicated documents. As the form of the agreement is directed
more at management and pricing than at a plain description of the
services provided, a superficial examination may not give a clear
indication of the substance of the contract. For example, they may be
structured around ‘towers’ for host and mid-range computing,
distributed computing (desktops and peripheral input and output
devices) and networking, rather than plainly stating that the IT
provider is responsible for and controls particular processing
functions. However, it is still necessary to determine the character of
acquisitions made under a complex IT outsourcing agreement,
including whether those acquisitions are of IT capacity or of
processing services, and whether processing services are of account
information.

100. An examination of all of the circumstances surrounding the
agreement will provide the information required to distinguish
between agreements that include only the supply of capacity, and
those that include the supply of processing services.

101. The distinction between an acquisition of computing time or
capacity and an acquisition of processing services is one of fact and
degree. To assist entities to make the distinction, the table below sets
out the essential features commonly found in the two types of
arrangements. The table is not intended to be used to determine
whether any particular function in isolation is, or is not, a reduced
credit acquisition for the purposes of item 2. It is necessary to
consider all of the features of an arrangement in relation to the
functions listed in the table to discern its true character. The presence
or absence of a single feature is not necessarily conclusive.

Processing Services table

Function Performed by IT Performed by IT
Capacity Service Processing
Provider Services Provider

Hardware

Owns hardware or leases Yes Yes

from the owner

Provides infrastructure for Yes Yes
hardware
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Function

Performed by IT
Capacity Service
Provider

Performed by IT
Processing
Services Provider

Responsible for repairs
and maintenance of
hardware

Yes

Yes

Infrastructure Software

Supplies operating
system/infrastructure
software

Yes

Yes

Installs operating
system/infrastructure
software

Yes

Yes

Application Software

Undertakes sociability
(compatibility) testing of
application software and
upgrades

No

Yes

Installs application
software

No

Yes

Operations

Schedules operations
including batch
processing where
applicable

No

Yes

Schedules maintenance
activities

Yes with agreement
of acquirer

Yes

Has responsibility for
services levels to
customers of acquirer

No

Yes

Responsible for
availability of online
channels that process
customer transactions
(e.g. Internet, ATM, point
of sale)

No

Yes

Decides how it will deliver
service levels

No

Yes

Responsible for tools and
processes to monitor
service level delivery and
any delays

No

Yes

Manages changes to
production environment

No

Yes

Responsible for
management of disaster
recovery planning and
execution

No

Yes
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Function Performed by IT Performed by IT
Capacity Service Processing
Provider Services Provider

Provision of help lines May be help lines for Yes

and training regarding infrastructure,

processing otherwise no

Example 5 — complex IT outsourcing agreement — including a
processing service

102.  Turnup Bank (Turnup) elects to outsource its entire
information technology (IT) function following a decision to focus on
its core banking business. Turnup awards the IT outsourcing contract
to Systemtronics. The contract is in two parts.

103.  Under the initial part of the agreement, Turnup sells its IT
hardware including mainframe, mid-range and desktop computers,
ATMs, EFTPOS terminals, data links, peripheral devices and its
operations software to Systemtronics. Applications software remains
with Turnup, but is made available to Systemtronics. Most of Turnup’s
IT personnel are transferred to Systemtronics.

104. For its part, Systemtronics is responsible for providing Turnup
with IT services (detailed in a service schedule) that are grouped
under the following categories: distributed computing, mainframe and
mid-range equipment and software; managed network services; and
cross-functional services.

105. Under each of these particular categories, the service
schedule further details the specific services and functions that are
the responsibility of Systemtronics. For example, the service
schedule establishes that, among other things, Systemtronics is
responsible for: repairs and maintenance of hardware; installation of
operations, infrastructure and applications software, and upgrades;
compatibility testing and fixing software operations faults; online
availability of channels that process customer transactions;
monitoring of service delivery; management of disaster recovery
planning and execution,; contract management services; and
telecommunications services. Service level standards pertain to the
performance of each of these. Consideration for the services
rendered by Systemtronics is calculated by monitoring the outputs
attributable to each category.

106. An examination of the functions mentioned in the service
schedule establishes that, amongst other things, Systemtronics has
responsibility for and control over the processing of Turnup’s data.
This confirms that Turnup acquires processing services rather than IT
capacity from Systemtronics.
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107. Under the complex IT outsourcing agreement, Turnup makes
a reduced credit acquisition of processing services to which item 2
applies, to the extent the processing is of Turnup’s account
information. To the extent the processing services involve processing
of data that is not account information (for example, Turnup’s payroll,
human resource, procurement, management, and accounting data),
the acquisition of those processing services is not a reduced credit
acquisition under item 2 or any other item in subregulation 70-5.02(2).
Turnup’s acquisition of contract management and telecommunication
services from Systemtronics under the complex IT outsourcing
agreement is also not a reduced credit acquisition.

Example 6 — IT outsourcing agreement — acquisition of processing
capacity

108. Other than during peak periods, Century Bank has mid-range
and mainframe computing capacity that is surplus to its needs.
Century Bank enters into an IT outsourcing agreement with
ComAccess. Under this agreement, Century Bank transfers its
surplus mid-range and mainframe computers (and associated data
links) to ComAccess, which provides Century Bank with computer
time (such as, access to mid-range and mainframe computing
capacity) for a fee whenever it is needed.

109. Century Bank provides the application software, determines
when it needs to use the computing capacity, and is responsible for
availability of the online channels to process customer transactions. It
is also responsible for monitoring service level delivery and delays. In
this way, Century Bank is responsible for, and has control over, the
processing of its ATM and EFTPOS transactions.

110. Inthe pre-Christmas period, Century Bank acquires computer
time from ComAccess to ensure that it has the capacity to validate
and process the increased volume of ATM and EFTPOS transactions
during this period.

111.  While ComAccess owns the hardware and related
infrastructure, and is responsible for repairs and maintenance, it is not
responsible for, or in control of, the processing of Century Bank’s
ATM and EFTPOS transactions. Under the IT outsourcing agreement,
ComAccess provides Century Bank with IT services in the form of
capacity rather than processing services to which item 2 applies.
Century Bank does not make a reduced credit acquisition under

item 2 in relation to the services acquired from ComAccess.
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In relation to

112. The words in relation to, as used in item 2, are not defined in
the GST Act and should be read in the context in which they appear.
The courts have ruled that the term is to be interpreted in accordance
with the intent of the relevant statute. In Hatfield v. Health Insurance
Commission®, at page 491 Davies J stated:

Expressions such as ‘relating to’, ‘in relation to’, ‘in connection with’
and ‘in respect of are commonly found in legislation but invariably
raise problems of statutory interpretation. They are terms that
fluctuate in operation from statute to statute... The terms may have a
very wide operation but they do not usually carry the widest possible
ambit, for they are subject to the context in which they are used, to
the words with which they are associated and to the object or
purpose of the statutory provision in which they appear.

113. Inthe context of item 2, the expression in relation to is not
intended to convey the widest possible connection between
processing services and account information. Rather, the processing
service and the account information are related, for the purposes of
item 2, where there is an identifiable (as opposed to general)
association between them. It is appropriate to adopt a different
interpretation of in relation to in item 2 from that used for the similar
terminology in section 11-15, as relates to in that context is seeking to
link any type of acquisition to any type of input taxed supply. Item 2
on the other hand, is seeking only to link very specific processing
services to account information, where account is a narrowly defined
term within the regulations. Item 2 therefore does not apply to those
processing services that have only a general association with account
information.

Account information

114. Account information means information that identifies the
account. For the purposes of this item, account information also
includes information that relates to non-current accounts. It is
information about a particular account type, or account types, rather
than the general information about an account. Specific details,
features and conditions that relate to an account holder’s account, or
accounts that are account information include:

. the name and address of the account holder;
. type of account;

o the balance in the account;

o interest earned;

. fees and charges;

% Hatfield v. Health Insurance Commission (1987) 15 FCR 487.
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. transaction details and summaries of such things as
deposits and withdrawals, and other debits and
credits;

° information about options or changes to an existing
account but not information about a potential account;
and

o information about transactions to which item 7 applies,

where such information is in respect of an existing or a
non-current account.

Item 2(a) — archives storage, retrieval and destruction services

115. The acquisition of archives storage, retrieval and destruction
services are processing services for item 2. These services, acquired
individually or as part of a global archiving service, are reduced credit
acquisitions where the services are in relation to account information
for an account provider. The phrase archives storage, retrieval and
destruction services is to be read as archives storage services,
archives retrieval services, and archives destruction services.

Archives storage services

116. When read in isolation, the component words archives and
storage refer respectively to ‘the non-current documents or records
relating to the activities...”** of an entity, and ‘the act of storing’.*’
However, when read as a single expression, archives storage
connotes more than mere storage of non-current documents and
records. The expression implies a large scal