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Preamble

This document was published prior to 1 July 2010 and was a public ruling for
the purposes of former section 37 of the Taxation Administration Act 1953
and former section 105-60 of Schedule 1 to the Taxation Administration Act
1953.

From 1 July 2010, this document is taken to be a public ruling under Division
358 of Schedule 1 to the Taxation Administration Act 1953.

A public ruling is an expression of the Commissioner's opinion about the way
in which a relevant provision applies, or would apply, to entities generally or
to a class of entities in relation to a particular scheme or a class of schemes.

If you rely on this ruling, the Commissioner must apply the law to you in the

way set out in the ruling (unless the Commissioner is satisfied that the ruling
is incorrect and disadvantages you, in which case the law may be applied to
you in a way that is more favourable for you - provided the Commissioner is
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not prevented from doing so by a time limit imposed by the law). You will be
protected from having to pay any underpaid tax, penalty or interest in
respect of the matters covered by this ruling if it turns out that it does not
correctly state how the relevant provision applies to you.

[Note: This is a consolidated version of this document. Refer to the Legal
Database (http://law.ato.gov.au) to check its currency and to view the details
of all changes.]

What this Ruling is about

1. This Ruling explains the Commissioner’s view on the meaning of
‘creditable purpose’ and ‘extent of creditable purpose’ in Divisions 11, 15
and 129 of the A New Tax System (Goods and Services Tax) Act 1999
(GST Act).

2. This Ruling provides guidance on how to determine the extent
of your creditable purpose in making acquisitions and importations to
enable you to claim the correct amount of input tax credits.” It does
this by providing examples of apportionment methods that you may
use. These methods may also be useful to you in calculating any later
adjustments for change in extent of creditable purpose.

3. This Ruling makes clear that you are not limited to the
particular methods it sets out. However, this Ruling explains the
requirement that the method you choose is fair and reasonable in the
circumstances of your enterprise.

4, Unless otherwise stated, all legislative references in this
Ruling are to the GST Act.
5. Input tax credits can only be claimed for acquisitions or

importations that are creditable. Sections 11-5 and 15-5 set out the
requirements for an acquisition or importation to be creditable. This
Ruling only considers the requirements in paragraphs 11-5(a) and
15-5(a), which require your acquisition or importation to be solely or
partly for a creditable purpose. The Ruling does not deal with the
other requirements in sections 11-5 and 15-5.%

6. Sections 11-15 and 15-10 define the concept of a creditable
purpose for acquisitions and importations respectively. Both sections
use the phrase ‘to the extent that’, which is the focus of this Ruling.
Since the two sections essentially mirror each other, the discussion of
creditable purpose in this Ruling applies equally to both acquisitions
and importations.

! paragraph 11 of this Ruling explains why certain words are in bold.

2 The other requirements under sections 11-5 and 15-5 are: (i) that the supply of the
thing to you or the importation is a taxable supply or taxable importation
respectively; and (i) you are registered or required to be registered. In addition,
section 11-5 requires that you provide, or are liable to provide, consideration for the
supply. In this Ruling, these requirements are assumed to be met unless stated
otherwise.
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7. Under the GST Act, the Commissioner may determine ways in
which to work out the extent to which a creditable acquisition or
importation is for a creditable purpose.® This Ruling is not a
determination under those provisions. However, this Ruling provides
guidance for determining the extent of creditable purpose. This Ruling
also sets out methods that may be fair and reasonable for making
adjustments for changes in the extent of creditable purpose, subject
to the circumstances of your enterprise.

8. The Ruling does not deal in detail with Division 131, which is
about annual apportionment of creditable purpose, or with Division 151,
which is about annual lodgement and payment.* Explanations and
examples in this Ruling are drafted on the assumption that these
Divisions do not apply to you, except where specifically stated.

9. The Ruling does not apply to apportionment of input tax
credits on car expenses where you use one of the four substantiation
methods for claiming deductions under Division 28 of the Income Tax
Assessment Act 1997 (ITAA 1997). This is explained in GST Bulletin
GSTB 2006/1 Goods and services tax: how to claim input tax credits
for car expenses.

10. This Ruling does not address situations where input tax
credits need to be apportioned because you exceed the financial
acquisitions threshold and you also make taxable supplies or
GST-free supplies. Apportionment of input tax credits relating to
financial supplies exceeding the financial acquisitions threshold is
dealt with in GSTR 2006/3 Goods and services tax: determining the
extent of creditable purpose for providers of financial supplies.

11. Certain terms used in this Ruling are defined or explained in
the Frequently Used Terms section of the Ruling. These terms, when
first mentioned elsewhere in the body of this Ruling, will appear in
bold type.

Date of effect

12. This Ruling applies 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).

13. [Omitted.]

% Subsections 11-30(5) and 15-25(4).
* Divisions 131 and 151 were inserted by the Tax Laws Amendment (Small business
Measures) Act 2004.
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Related Ruling

14, This Ruling replaces Goods and Services Tax Ruling

GSTR 2000/15 with effect from the date of issue of this Ruling.
GSTR 2000/15 is withdrawn with effect from the date of issue of this
Ruling. If you have relied on GSTR 2000/15 to establish the extent of
creditable purpose, you are protected in respect of what you have
done up to the date of issue of this Ruling.’

Background

15. If you are registered or required to be registered, you are
liable for the GST payable on the taxable supplies you make. You are
also entitled to input tax credits for creditable acquisitions made in
carrying on your enterprise.® You may also be entitled to an input tax
credit for the GST payable on goods you import in carrying on your
enterprise (creditable importations).”

16. For an acquisition or importation you make to be creditable, you
need to acquire or import it solely or partly for a creditable purpose.®
Where it is partly for a creditable purpose, you are not entitled to a full
input tax credit unless Division 131 applies to you. To calculate your
entitlement in these circumstances, you need to ascertain the extent of
your creditable purpose in making the acquisition or importation.

17. When you make an acquisition or importation, the extent of
your creditable purpose is based on your planned use of the
acquisition or importation in your enterprise expressed as a
percentage of its total use. For example, if you acquire a computer
which you plan to use 60% in your enterprise for a creditable
purpose, you are entitled to claim 60% of the full input tax credit. The
extent of your creditable purpose is 60%.

18. The use of the expression ‘to the extent that’ in the context of
input tax credit recoverability in the GST legislation contemplates the
apportionment of acquisitions between multiple uses, as well as
exclusive allocation to specific uses.

19. If your actual use of the thing acquired or imported varies over
time from your planned use, there is a change in the extent of your
creditable purpose. If this occurs, you may need to make an
adjustment to the amount of input tax credits you claimed. In this
event, your net amount for the adjustment period is increased or
decreased by the resulting adjustment. The amount of the adjustment
depends on the change in the extent of your creditable purpose.

20. The difference between your total GST payable and your total
input tax credits for a tax period is called your net amount.® Adjustments

® See former section 37 of the TAA.

® Section 11-20.

’ Section 15-15.

8 Assuming all the other requirements in sections 11-5 and 15-5 are met.
® Section 17-5.
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either increase or decrease your net amount. An increasing adjustment
increases your net amount for the tax period, while a decreasing
adjustment decreases your net amount for the tax period. You include
these amounts on your Business Activity Statement (BAS). The
Commissioner is taken to have made an assessment of your net amount
on the day you lodge your BAS and your BAS is treated as the notice of
assessment given to you on the same day.** The assessed net amount
is to be paid to, or refunded by, the Commissioner.*°

21.  Division 131 allows small business entities*® and other
entities that do not carry on a business that meet certain eligibility
criteria to elect to undertake annual apportionment of input tax credits
for certain acquisitions or importations that are partly creditable.
Under Division 131, the entity is entitled to a full input tax credit for
these acquisitions or importations. However, the amount of the input
tax credit is reduced if the acquisition or importation relates to making
input taxed supplies or, in the case of acquisitions only, if the entity
provides, or is liable to provide, only part of the consideration.™

22. The entity then needs to make a later increasing adjustment to
take account of the extent to which the acquisition or importation is for
a creditable purpose. In determining this extent, an entity may refer to
any relevant information available, such as records used to apportion
for income tax purposes. Fact sheet GST and annual private
apportionment explains who can make an annual apportionment
election and how the election works.*?

23. Division 151 enables certain entities to elect to have annual
tax periods.™ Entities that elect to have annual tax periods will lodge
their GST returns and pay their GST or receive refunds of GST on an
annual basis. Fact sheet Report your GST once a year explains
whether you can report your GST annually and the obligations you
will have if you elect to do this.*

9 Section 155-15 of Schedule 1 to the TAA.

10 sections 7-15, 33-3, 33-5 and 35-5 of the GST Act. Division 3 of Part |IB of the
TAA allows the Commissioner to apply the amount of any refund owing as a credit
against tax debts that you owe to the Commonwealth.

19 The term 'small business entity' is defined in section 328-110 of the Income Tax
Assessment Act 1997.

™ Another qualification is that Division 131 does not apply to an acquisition that, to
any extent, is a reduced credit acquisition.

!2 The fact sheet can be accessed at

<http://www.ato.gov.au/Business/GST/In-detail/Managing-G ST-in-your-business/Rep

orting,-paying-and-activity-statements/GST-and-annual-private-apportionment/?defau

[t=&page=1

>,

13 |f you make an election under Division 151, you are not eligible to make an election
under Division 131 — section 131-5.

!* The fact sheet can be accessed at
<http://www.ato.gov.au/Business/GST/In-detail/Managing-GST-in-your-business/R
eporting,-paying-and-activity-statements/Report-your-GST-once-a-year/>.
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Previous Ruling

24, GSTR 2000/15 Goods and services tax: determining the
extent of creditable purpose for claiming input tax credits and for
making adjustments for changes in extent of creditable purpose.

Ruling

25. To correctly calculate the amount of your input tax credit
entitlement on creditable acquisitions or creditable importations that
you make, you need to determine the extent of your creditable
purpose for those acquisitions and importations. It is your planned
extent of creditable purpose that is relevant for calculating input tax
credits. You need to determine your planned extent of creditable
purpose on a basis that is fair and reasonable (see paragraph 45 of
this Ruling).

26. You acquire or import a thing for a creditable purpose if you
acquire or import it in carrying on your enterprise (including acquiring
or importing it in the course of the commencement or termination of
your enterprise), but not if you acquire or import it for some other
purpose (see paragraphs 54 to 66 and footnote 2 of this Ruling).

27. You do not acquire a thing for a creditable purpose if the
acquisition is of a private or domestic nature. The views expressed by
the Courts and applied by the Commissioner in Taxation Rulings, in
relation to the words ‘private or domestic’ in subsection 51(1) of the
Income Tax Assessment Act 1936 (ITAA 1936) and section 8-1 of the
ITAA 1997, are relevant for determining the meaning of those words
in paragraphs 11-15(2)(b), 15-10(2)(b) and 129-50(2)(b). What is
‘private or domestic’ will depend on the circumstances of each case
(see paragraphs 74 to 86 of this Ruling).

28. If your planned extent of creditable purpose is 100% of the total
purpose (that is the acquisition or importation is solely for a creditable
purpose), ho apportionment is necessary (see paragraphs 39 to 52 of
this Ruling).

29. If your planned extent of creditable purpose is zero (that is the
acquisition or importation is not at all for a creditable purpose), you
are not entitled to any input tax credits (see paragraphs 39 to 52 of
this Ruling).

30. If your planned extent of creditable purpose is less than 100%
(but greater than zero), then the acquisition or importation is partly
creditable and you need to apportion the total purpose between that
which, on your estimate, is creditable and that which is not*

(see paragraphs 39 to 52 of this Ruling).

15> Extent of creditable purpose is the extent to which the creditable acquisition is for a
creditable purpose, expressed as a percentage of the total purpose of the
acquisition — subsection 11-30(3).
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31. If the extent to which you subsequently apply an acquisition or
importation for a creditable purpose changes from the planned extent,
you need an appropriate basis for determining the extent of that
change. In these cases you need to work out your actual extent of
creditable purpose (see paragraphs 89 to 100 of this Ruling).

32. You may choose your own apportionment method, but the
method you choose needs to be fair and reasonable in the
circumstances of your enterprise. It needs to appropriately reflect the
intended or actual use of your acquisitions or importations.

33. The ‘fair and reasonable’ principle was used by the High Court
in Ronpibon Tin v. FC of T,* in the context of the apportionment of
expenditure serving more than one object ‘indifferently’.*’” The High
Court did not, in that case, apply this principle in relation to the
allocation of specific acquisitions wholly to specific ends, or to
apportioning items of expenditure ‘distinct and severable parts of
which’ can be identified as being devoted to such specific ends. The
Commissioner’s view is that the ‘fair and reasonable’ principle applies
equally to the choice of method for allocating or apportioning
acquisitions in all circumstances.®

34. Following the principles set out by the High Court, the
apportionment method you choose needs to:

o be fair and reasonable;

o reflect the planned use of that acquisition (or in the
case of an adjustment, the actual use); and

o be appropriately documented in your individual
circumstances (see paragraphs 98 to 100 of this
Ruling).

35. Apportionment methods explained in the Ruling can be broadly
categorised as direct or indirect methods. Where a direct method is
available to you, the Commissioner’s view is that such a method would
best reflect the intended or actual use of your acquisitions. However,
you are not required to use direct and indirect methods in the manner
set out in this Ruling, provided that whatever alternative method you
use is fair and reasonable having regard to the principles in

paragraph 34 of this Ruling (see paragraphs 101 to 107 of this Ruling).

16 (1949) 78 CLR 47. This case is discussed in more detalil at paragraphs 98 to 100.

" Refer to paragraphs 51 and 52 of this Ruling for further discussion of different
situations where apportionment is required.

18 Refer to paragraph 37 of Hill J's judgement in HP Mercantile Pty Limited v.
Commissioner of Taxation [2005] FCAFC 126:
It follows, perhaps more clearly, as well from the requirement of apportionment to
be found in the words ‘to the extent that’ which indicate that an acquisition may
relate to the making of supplies that are input taxed as well as supplies that are
taxable, as would be the case with undifferentiated general overhead outgoings of
an entity making both input taxed and taxable supplies: cf Ronpibon Tin NL v. FCT
(1949) 78 CLR 47 at 55-56; 23 ALJ 139 at 141-142; 8 ATD 431 at 435; [1949] ALR
785 at 788-789.
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36. For acquisitions and importations that have both a business
and a private purpose, the Commissioner accepts that an appropriate
basis of apportionment under income tax may provide a reasonable
estimate of the extent of use for a creditable purpose, if it reflects your
actual use. You will need to make a further apportionment if your
business use for income tax includes use that is not for a creditable
purpose for GST purposes (for example, where you also make input
taxed supplies). You will also need to do this if you have calculated
your extent of business use for income tax in a way that excludes
certain uses that would be creditable for GST purposes (see
paragraphs 124 to 127 of this Ruling).

37. For the purposes of this Ruling, ‘acquisition’ or ‘importation’
includes a class of acquisitions or importations. Where a method or
example in this Ruling refers to an action or decision being taken in
relation to the connection between an acquisition and the supplies or
activities of an enterprise, this does not necessarily mean that specific
consideration is required of the status of each individual acquisition or
importation made. In the case of acquisitions of a particular class

(for example, acquired on an ongoing basis), or made by a business
area of the enterprise which undertakes a single type of supply or
activity, it may be sufficient that a decision has been made in relation
to the status of all acquisitions of that class or business area.

38. You are required to keep records containing particulars of any
election, choice, estimate, determination or calculation you make
under the GST law. These records should also contain the particulars
of the basis on which, and the method by which, an estimate,
determination or calculation was made.*® You should keep these
records in a manner that would enable your entitlement to an input
tax credit under the GST Act to be readily ascertained

(see paragraphs 130 and 131 of this Ruling).

Explanation (this forms part of the
Ruling)

Divisions 11 and 15: input tax credits for acquisitions and
importations

39. You are entitled to input tax credits in respect of any
‘creditable acquisition’ or ‘creditable importation’ that you make.
One of the requirements for an acquisition or importation to be
creditable, is that it be made solely or partly for a ‘creditable
purpose’.**

20

19'subsection 382-5(4) of Schedule 1 to the TAA.
20 3ections 11-20 and 15-15.
2! Sections 11-5 and 15-5.
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Meaning of creditable purpose

40. The meaning of ‘creditable purpose’ is stated in the same
terms for both acquisitions and importations in the GST Act. It
requires you to consider both of the following conditions:*

0] you acquire a thing or import goods for a creditable
purpose to the extent that you do so in carrying on your
enterprise;* and

(i) you do not acquire a thing or import goods for a
creditable purpose to the extent that:

@) the acquisition or importation relates to making
supplies that would be input taxed;** or

(b) the acquisition or importation is of a private or
domestic nature.

Acquisitions and importations that are only partly creditable

41. If Division 131 does not apply to you, you are not entitled to a
full input tax credit if the acquisition or importation is partly
creditable.?® An acquisition or importation is partly creditable if it is
made only partly for a creditable purpose.? In addition, an acquisition
(but not an importation) is partly creditable if you provide, or are liable
to provide, only part of the consideration for the acquisition.?’

42. When an acquisition or importation is partly creditable
because it is only partly for a creditable purpose, the amount of input
tax credit to which you are entitled depends on the extent of
creditable purpose expressed as a percentage of the total purpose of
the acquisition or importation.?

43. However, an acquisition or importation can still be fully
creditable if the only non-creditable purpose relates to the making of
financial supplies and you do not exceed the financial acquisitions
threshold.?

22 Sections 11-15 and 15-10. For Division 129 purposes, creditable purpose is
defined in section 129-50.

2% Carrying on an enterprise includes doing anything in the course of the
commencement or termination of the enterprise — section 195-1.

** This does not apply if the acquisition or importation relates to input taxed supplies
made through an enterprise or part of an enterprise you carry on outside Australia.
Nor does it apply if the acquisition or importation relates to financial supplies and
either you do not exceed the financial acquisitions threshold, or the financial supply
is a borrowing that relates to you making supplies that are not input taxed. See
subsections 11-15(3) to (5) and 15-10(3) to (5). Note, however, that
subsection 11-15(5) does not apply to an acquisition you make on or after
1 July 2012 to the extent that it relates to a financial supply consisting of a
borrowing through a deposit account you make available.

*® Sections 11-25 and 15-20.

%6 Subsections 11-30(1) and 15-25(1).

*" paragraph 11-30(1)(b).

%8 Subsections 11-30(3) and 15-25(3).

% Refer to Goods and Services Tax Ruling GSTR 2003/9 Goods and services tax:
financial acquisitions threshold.
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Calculating input tax credits

44, Formulae are specified in the GST Act for the calculation of
input tax credits for acquisitions and importations that are partly
creditable. A different formula is specified for importations, as the
extent to which consideration is provided is not relevant for
importations. The formulae are:

For acquisitions:*

Full input tax credit x  Extent of creditable  x Extent of
purpose consideration®
For importations:*

Full input tax credit x  Extent of creditable
purpose

45, If Division 131 does not apply to you, then for the purpose of
claiming input tax credits, you need to estimate the extent to which the
acquisition or importation is for a creditable purpose. You also need to
do this if Division 131 does apply to you, in limited circumstances
where your acquisition or importation is partly creditable only because
it was made partly in relation to making supplies that would be input
taxed.*® This means that at the time of acquisition or importation, it is
your planned use of the thing for a creditable purpose that is relevant in
working out your input tax credit. You may estimate the planned use of
the acquisition or importation based on:

° records you already have available from a previous
period;
° records kept since you made the acquisition or

importation, but before you lodge your BAS for the tax
period in which you made the acquisition or importation
including your actual use (full or partial) of the
acquisition;

° records kept for some other purpose, for example,
income tax, management accounting, profitability
analysis, intra-entity transfer charging or cost

accounting;

° your previous experience concerning the usage of
similar acquisitions;

° your business plan; or

. any other fair and reasonable basis.

%0 Subsection 11-30(3).

31 Expressed as a percentage of the total consideration for the acquisition.

32 Subsection 15-25(3).

% Division 131 uses the term ‘non-input taxed purpose’ rather than creditable
purpose, but the two are the same in the circumstances described.
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46. If your actual extent of use for a creditable purpose is different
from your planned use, you may need to make an adjustment under
Division 129 (see paragraphs 89 to 96 of this Ruling).

47. If Division 131 applies to you, and your claim for input tax
credits was made in accordance with section 131-40 or 131-45, you
will need to determine subsequently the extent, if any, to which the
acquisition or importation is for a creditable purpose. This will enable
you to determine the amount of the input tax credit you would have
been entitled to if Division 131 did not apply. This in turn will enable
you to calculate the amount of your increasing adjustment under
subsection 131-55(2).

48. In determining the extent to which an acquisition or importation
is for a creditable purpose for the purposes of subsection 131-55(2),
you may refer to any relevant information available, including, where
appropriate, the bases listed in paragraph 45 of this Ruling. In addition,
you may refer to records used to apportion between business and
private usage of the acquisition or importation for income tax purposes
for the year of income in which the acquisition or importation occurred.
If you are required to lodge an income tax return, this will allow you to
simultaneously establish the extent of business use for both income tax
and GST purposes and thereby assist to lower compliance costs.**

Meaning of ‘extent of creditable purpose’

49, The phrase ‘extent of creditable purpose’ is defined to mean
the extent to which the creditable acquisition or importation is for a
creditable purpose, expressed as a percentage of the total purpose of
the acquisition or importation.*

50. The phrase, ‘to the extent that’ appears in sections 11-15

and 15-10 which explain the meaning of ‘creditable purpose’. The
same phrase is to be found in section 8-1 of the ITAA 1997 and
subsection 51(1) of the ITAA 1936. Under income tax law, the phrase
‘to the extent that’ has been found to require an apportionment to be
made to determine what part of a loss or outgoing is deductible. The
Commissioner views the phrase ‘to the extent that’ in the GST Act as
incorporating the same apportionment concepts as under income

tax law.

Apportionment under GST

51. As explained in paragraph 45 of this Ruling, for GST
purposes, it is the planned extent of creditable purpose that is
relevant to the claiming of input tax credits on acquisitions and
importations. You could base your planned usage on previous
experience if that experience is likely to provide a reasonable
reflection of planned usage.

3 Drawn from paragraph 2.6 of the Explanatory Memorandum to the Tax Laws
Amendment (Small business Measures) Bill 2004.
% Subsections 11-30(3) and 15-25(3).
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52. The following principles apply to the apportionment of input
tax credits:

. if you plan to use the acquisition or importation solely
(100%) for a creditable purpose then it is fully
creditable and there is no need to apportion;

o if you plan to use the acquisition or importation partly
for both creditable and non-creditable purposes
(including where distinct and severable parts are
devoted to particular creditable and non-creditable
purposes) or as overheads in your enterprise, then
apportion on a fair and reasonable basis. The
acquisition or importation is partly creditable; and

o if you plan to use the acquisition or importation not at
all (0%) for a creditable purpose, it will not be a
creditable acquisition or importation. You are not
entitled to any input tax credits for the acquisition or
importation and there is no need to apportion.

When will an acquisition or importation be partly creditable, and
therefore require an apportionment of input tax credits?

53. A creditable acquisition or creditable importation is partly
creditable where the extent of creditable purpose is greater than 0%
but less than 100%.® This will be the case where your acquisitions or
importations are partly made in carrying on your enterprise. It will also
be the case if they are made in carrying on your enterprise, but relate
partly to making supplies that would be input taxed.

Acquisitions and importations made partly ‘in carrying on your
enterprise’

What is an ‘enterprise™?

54, ‘Enterprise’ is broadly defined in section 9-20 and includes
activities where you are engaged in a business.*” The activities of
charitable and religious organisations, government bodies and trusts
are also considered to be an enterprise. There are several exclusions
including activities of employees and activities done as a private
hobby. Whether you are carrying on an enterprise is a question of fact.

% You also need to make an apportionment where the extent of consideration you
provide or are liable to provide for an acquisition is less than 100%.

37 Miscellaneous Taxation Ruling MT 2006/1 The New Tax System: the meaning of
entity carrying on an enterprise for the purposes of entitlement to an Australian
Business Number considers the meaning of the term ‘enterprise’ for the purposes
of the A New Tax System (Australian Business Number) Act 1999 (ABN Act). The
ABN Act uses the definition of this term that is contained in the GST Act. GSTD
2006/6 Goods and services tax: does MT 2006/1 have equal application to the
meaning of 'entity’ and 'enterprise’ for the purposes of the A New Tax System
(Goods and Services Tax) Act 19997 explains that the principles in MT 2006/1
apply equally to the term ‘enterprise’ and can be relied upon for GST purposes.
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When is an acquisition or importation made in ‘carrying on your
enterprise’?

55. You acquire a thing for a creditable purpose to the extent that
you acquire it in carrying on your enterprise.*® The acquisition needs
to be made in the course of the activities that constitute your
enterprise. An acquisition is made ‘in carrying on your enterprise’ if it
is made for the purposes of that enterprise, but not if it is made for
some other purpose. You could engage in an activity that is usually
done by the enterprise, but is not for the purposes of that enterprise.

Example 1 — carrying on an enterprise

56. Boatco Pty Ltd (Boatco) is trustee for a discretionary trust
which operates a business of importing and selling luxury boats.
Boatco buys a cruiser solely for the private use of Mike and his family,
who are the beneficiaries of the trust. The acquisition of the boat is
not made in ‘carrying on’ Boatco’s enterprise, even though, Boatco
usually makes acquisitions of boats in carrying on its enterprise.

57. The test for establishing whether you have made an
acquisition in carrying on your enterprise is broader than the test for
income tax deductibility. Under section 195-1, ‘carrying on’ is defined
to include the commencement or termination of your enterprise. For
example, in some circumstances the cost of a feasibility study
incurred in commencing a business may not be deductible for income
tax purposes, while acquisitions for the same study conducted in the
course of commencing an enterprise could be creditable acquisitions
under the GST Act.

Partly in carrying on your enterprise

58. You may make an acquisition partly for the purpose of your
enterprise and partly for some other purpose. An example of this is
where an employee also engages in an enterprise (for example, a
consultancy), and his or her acquisitions are used both in the
enterprise and for the purposes of his or her employment. Another
example would be where the acquisition is used partly in your
enterprise and partly in some non-enterprise activity, for example, a
hobby.

% Subsection 11-15(1).
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Example 2 — business and hobby

59. John operates an interior design business. John’s interior
design business is conducted from business premises where he
meets clients and generally carries on his business. John also
collects, sells and exchanges rare coins as a hobby. His coin
collection is kept in a specially made display cabinet located in a
separate office within the business premises. John uses the office
only to conduct research on rare coins and for other activities related
to his hobby.

60. For the purpose of GST, the design business is an enterprise,
but the activities of the hobby are not. John’s expenses in maintaining
the business premises are partly for his enterprise and partly for his
hobby. He would need to apportion the input tax credits on these
acquisitions.* In contrast, the acquisition of the display cabinet and
the rare coins is not made in ‘carrying on’ John’s enterprise, and is
not at all for a creditable purpose.

Example 3 —business and employment

61. Victoria operates a gift shop business. Victoria also is
employed part time to teach painting at her local TAFE college. She is
required to provide a number of art materials at her own expense to
use in the art course.

62. These acquisitions are not made in ‘carrying on” her
enterprise, since employment activities are excluded from the
definition of ‘enterprise’.

Acquisitions made in carrying on an enterprise, but not directly
linked to making particular supplies

63. Carrying on an enterprise includes those activities that you do
in actually managing or conducting that enterprise. Certain
acquisitions or importations relate to the carrying on of the enterprise
as a whole and are not directly linked to the making of supplies but
nonetheless they relate indirectly to all activities of the enterprise.
These may be referred to as enterprise costs and may include costs
such as compliance costs for meeting Australian Securities and
Investment Commission (ASIC), GST or income tax obligations,
directors’ fees or the costs of maintaining a register of shareholders.
However, if your enterprise makes input taxed supplies as well as
taxable supplies or GST-free supplies, you still need to apportion the
input tax credits on these types of acquisitions and importations.

%9 Methods John could use to apportion these input tax credits are explained in
paragraphs 104 to 120.
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64. An alternative view has been raised that this approach to
enterprise costs is not consistent with the provisions of section 11-15.
This alternative view requires that the words °...to the extent that ...
the acquisition relates to making supplies that would be input taxed’ in
subsection 11-15(2) be interpreted as requiring some direct
connection between the acquisition and the supply. It follows from this
view that if the acquisitions cannot be directly linked to making input
taxed supplies, the extent of creditable purpose is 100%.

65. One possible consequence of the alternative interpretation is
that all indirect and overhead costs of an enterprise that makes only
input taxed supplies are arguably creditable acquisitions. This is clearly
not the intention of the legislation.*’ In the context of section 11-15 the
Commissioner’s view is that if acquisitions are made in carrying on an
enterprise that makes input taxed supplies, even if those acquisitions
are not directly related to making particular supplies they are still
indirectly related to making all supplies. For the purpose of

section 11-15, acquisitions can relate indirectly to making input taxed
supplies, and input tax credits need to be apportioned accordingly.**

66. In a different context, the High Court has interpreted the words
‘relating to’ as being ‘extremely wide’ and stated that the meaning must
be sought ‘in the context in which the expression is used’.*? The Court
in Ronpibon Tin NL v. FC of T* indicated that in the income tax
context, where a certain expense, such as directors’ fees, has a
‘double aspect’, it will need to be apportioned if it ‘cannot be dissected’.

Acquisitions or importations used partly to make input taxed
supplies

67. Acquisitions or importations may be partly creditable because
you use them partly to make input taxed supplies. Input taxed
supplies are listed in Division 40 of the GST Act, and include:

0] financial supplies;

(i) supplies made by way of lease or licence of residential
premises to be used predominantly for residential
accommodation (including some supplies of long-term
accommodation in commercial residential premises);

(iii) supplies made by way of sale or long-term lease of
residential premises to be used predominantly for
residential accommodation (excluding new residential
premises);

(iv) certain supplies of precious metals; and

“0 paragraph 3.26 of the Explanatory Memorandum to the A New Tax System
(Goods and Services Tax) Bill 1998 states you do not have a creditable purpose if
your acquisition of a thing relates, either directly or indirectly, to a supply you make
that is input taxed.

*L This applies equally to importations under section 15-10.

2 Tooheys Ltd v. Commissioner of Stamp Duties (NSW) (1961) 105 CLR 602,
at 620, per Taylor J. See also Kitto J at 618.

3 (1949) 78 CLR 47 at page 59.
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(v) supplies of food through school tuckshops and
canteens.

68. If you make input taxed supplies of residential premises or
precious metals, you will need to apportion your input tax credits on
any acquisitions or importations that are used to make these supplies
as well as to make taxable supplies or GST-free supplies. However,
some special rules apply to financial supplies and supplies of food
made by school tuckshops and canteens, even though they are input
taxed supplies.

Financial supplies

69. If you exceed the financial acquisitions threshold** and you
also make taxable or GST-free supplies, GSTR 2006/3, which is

about determining the extent of creditable purpose for providers of
financial supplies, explains how to apportion your input tax credits.

70. If you do not exceed the financial acquisitions threshold, and
all your other supplies are taxable or GST-free, your acquisitions can
still be fully creditable. However, if:

0] the amount of input tax credits relating to your financial
supplies does not exceed this threshold; and

(i) you make other input taxed supplies, or you make
acquisitions of a private or domestic nature,

you still need to apportion your input tax credits to the extent that you
use your acquisitions or importations in making those other input
taxed supplies or they are of a private or domestic nature.

School tuckshops and canteens

71. The supply of food by a non-profit body through a school
tuckshop or canteen is input taxed if:

0] the shop only supplies food; and

(i) the non-profit body chooses to have all its supplies of
food through the shop treated as input taxed.

72. If a tuckshop does not or cannot elect to be input taxed, its
supplies are taxable or GST-free, in which case it can claim input tax
credits in full.

73. Consequently, school tuckshops and canteens which supply
only food make either:

0] taxable or GST-free supplies; or
(i) input taxed supplies,

and do not need to apportion input tax credits.

** Refer to GSTR 2003/9 which deals with the financial acquisitions threshold.
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Acquisition or importation of a private or domestic nature

74. An acquisition or importation is partly creditable to the extent
that it is for a creditable purpose. To the extent that the acquisition is
of a ‘private or domestic nature’, it is not a creditable acquisition. The
guestion of whether an acquisition or importation is of a ‘private or
domestic nature’ depends on the circumstances of each case.

75. The words ‘private or domestic nature’ are used in the

ITAA 1936 and the ITAA 1997.% In these sections, the words are part
of what is referred to as the negative limb of the test for deductibility
for income tax. The positive limbs of section 8-1 of the ITAA 1997 and
subsection 51(1) of the ITAA 1936 require the expenditure to be
incurred in gaining or producing assessable income or necessarily
incurred in carrying on a business for the purpose of gaining or
producing assessable income.

76. There has been debate under current income tax law about
whether the positive and negative limbs of section 8-1 of the

ITAA 1997 and subsection 51(1) of the ITAA 1936 are mutually
exclusive. One view is that the positive limb and the ‘private or
domestic’ part of the negative limb are simply stating the same test in
different words. That is, if something has been incurred in gaining
assessable income or necessarily incurred in carrying on a business,
it cannot be of a private or domestic nature and vice versa.

77. This view finds support in the fact that some cases on the
business/private borderline in income tax concentrate on the positive
limb while others concentrate on the negative limb, without
suggesting that they are dealing with different principles. Even cases
that suggest some potential overlap consider that it is rare for an item
of expenditure to satisfy the positive limb, and yet be considered to be
of a ‘private or domestic nature’.*

78. In income tax law, the Courts have considered the
deductibility of various expenses that generally have a private or
domestic nature. These include:

0] travel expenses to and from work;

(i) expenses for the necessities of life (such as food,
clothing and shelter);

(iii) self education;
(iv) child care fees; and

(V) home office expenses such as rent, interest and
electricity.

The Courts usually decided these cases on their particular facts with
no general principle stating that expenditure of a particular type is
always private or domestic.

> Subsection 51(1) of the ITAA 1936 and section 8-1 of the ITAA 1997 respectively.
6 FC of T v. Hatchett (1971) 125 CLR 494, contrast with FC of T v. Forsyth
(1981) 148 CLR 203 and John v. FC of T (1989) 166 CLR 417; (1989) 89 ATC
4101; (1989) 20 ATR 1.



Goods and Services Tax Ruling

GSTR 2006/4

Page 18 of 44 Page status: legally binding

79. The Commissioner views the words ‘private or domestic
nature’ in the GST Act as having essentially the same meaning as in
the ITAA 1936 and ITAA 1997. The meaning of ‘creditable purpose’ in
sections 11-15 and 15-10 can be seen as having positive and
negative limbs, similar to section 8-1 of the ITAA 1997 and
subsection 51(1) of the ITAA 1936. The positive limb refers to the
requirement that the acquisition or importation be made in ‘carrying
on your enterprise’, while the negative limb excludes items of a
private or domestic nature.*’

80. The Commissioner considers that the preferable view is that
there is little or no difference between the two tests in the
enterprise/private borderline. Under the GST law it would also be rare
for an acquisition or importation to satisfy the positive limb and at the
same time also be of a private or domestic nature. One consequence
of this is that an entity, which is not an individual or a partnership, will
rarely, if ever, make an acquisition in the course of its enterprise,
which is of a private or domestic nature, where the acquisition is
made for the purposes of the enterprise.

81. The Commissioner treats the body of income tax case law in
the area of ‘private or domestic’ as establishing the principles
applicable to the GST, unless some specific provision of the GST Act
indicates a contrary outcome in a particular case.

Example 4 — private purpose

82. Renee has a hairdressing business. She obtains her own
personal hairdressing products (shampoos, brushes, etc.) by making
a separate order with her supplier. Renee incurs expenses travelling
between home and her business premises, and pays for before and
after school care for her children. These acquisitions are all of a
private nature, and cannot be creditable acquisitions.

Example 5 — company providing benefits to employees that are
subsequently used for the private purposes of the employees

83. Alpha Pty Ltd operates a software development business. It
does not make input taxed supplies. Alpha provides cars to its sales
representatives as part of their salary package, and pays Fringe
Benefits Tax on these benefits.*® These cars are also available for the
personal use of the sales staff when they are not working on
company business.

" As well as acquisitions and importations that relate to making supplies that would
be input taxed.

“8 Refer to Goods and Services Tax Ruling GSTR 2001/3 Goods and services tax:
GST and how it applies to supplies of fringe benefits.
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84. The cars are not acquired for the ‘private or domestic’ purpose
of the company, because the company is making the supply of the
cars to the employees in return for their services. This is the case,
even though the cars are ultimately used for the private purposes of
employees. The extent of creditable purpose of these cars is 100%.*

Example 6 — private use by employees of a government entity

85. The Goodtown City Council provides cars for the use of its
staff on Council business. Senior executives in the Council are able to
use car pool vehicles to travel to and from work. While this travel is
private in nature for those executives who use the vehicles, it is not of
a private nature to the Council, because the Council is making the
supply of the cars to the executives in return for their services. The
extent of creditable purpose of these cars is 100%.

Example 7 — non-profit body

86. A religious institution owns a number of monasteries where
members of the order live and work. The religious institution provides
the members with the basic necessities, such as food and
accommodation. While the benefits provided would be private in
nature to the individual members, these costs would not be private or
domestic to the religious institution itself. The extent of creditable
purpose of acquisitions relating to supplies of food is 100%.>°

The extent of creditable purpose of acquisitions relating to the supply
of accommodation is dependent upon whether the supply of
accommodation is a taxable, GST-free® or input taxed supply.®*®

Creditable acquisitions compared with expenses that are
deductible for income tax

87. Under the GST law, unlike under income tax law, there is no
distinction between acquisitions of a capital or revenue nature. For
this reason, input tax credits may be available in respect of an
acquisition for which no immediate income tax deduction would be
allowable, for example, the acquisition of an item of capital
equipment. In addition, services for managing your tax affairs, the

%9 Under section 69-10 of the GST Act the amount of input tax credit is restricted
where the GST inclusive market value of the car exceeds the car limit.

% The activities of a religious institution are defined to be an ‘enterprise’ —
/Paragraph 9-20(1)(H).

% See section 38-250.

%8 See section 40-35 and Goods and Services Tax Ruling GSTR 2012/5 Goods and
services tax: residential premises. Prior to the addendum that issued on 19
December 2012, this example was deficient and may have been construed as
allowing 100% creditable purpose even if the supply of accommodation to
members was an input-taxed supply. If a religious institution covered by the facts in
this example has relied on such an interpretation, it is protected by this Ruling for
GST returns lodged prior to the date of the addendum.
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cost of which is made deductible for income tax purposes by a
specific provision can be creditable acquisitions.™

88. Certain expenses that are not deductible for income tax are
precluded from being creditable acquisitions or creditable
importations, for example, entertainment expenses.* In addition, the
acquisition of land under the ‘margin scheme’ cannot give rise to a
creditable acquisition.>®

Division 129 — making adjustments when your actual extent of
use for a creditable purpose is different from your planned use

89. After an acquisition or importation is made, the extent to which
it is actually applied or used for a creditable purpose may be different
from the planned use. This means that the original input tax credit
claimed may have been too much or not enough. Adjustments for
changes in the extent of creditable purpose are subject to the
provisions of Division 129 of the GST Act.>*

90. You apply® a thing for a creditable purpose to the extent that
you apply it in carrying on your enterprise. You do not apply a thing
for a creditable purpose to the extent that the application relates to
making supplies that are input taxed,> or the application is of a
private or domestic nature.>” The discussion in paragraphs 54 to 86 of
this Ruling regarding the meaning of ‘enterprise’, ‘private or domestic
nature’ and ‘input taxed supplies’ applies equally to the terms as they
apply to Division 129.

91. Adjustments under Division 129 are made in subsequent tax
periods called adjustment periods.*® The number of adjustment
periods you have for an acquisition or importation depends on its
GST exclusive value and whether it relates to business finance. The
adjustment periods for acquisitions or importations that do not relate
to business finance are:*°

GST-exclusive value of the Adjustment periods
acquisition or importation
$5,000 or less Two
$5,001 to $499,999 Five
$500,000 or more Ten

°! Section 25-5 of the ITAA 1997.

*2 Division 69.

*% Section 75-20.

** |f Division 131 applies to you, after making an annual increasing adjustment, you
may later need to make further adjustments to account for changes in the extent of
creditable purpose under Division 129.

°> The meaning of apply is set out in section 129-55.

% Excluding financial supplies made through an enterprise or part of an enterprise
carried on outside Australia: subsection 129-50(3).

°" Subsections 129-50(1) and (2).

°% Section 129-90.

%9 Subsections 129-10(2) and 129-20(3).
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You will not have an adjustment under Division 129 where the GST
exclusive value of an acquisition or importation that does not relate to
business finance is $1,000 or less.®® However, even where the GST
exclusive value of the acquisition or importation is $1,000 or less, you
may have an increasing adjustment under Division 138 if your
registration is cancelled.®*

92. The formula for calculating the adjustment requires you to
calculate your actual application for a creditable purpose as a
percentage of total application. If this is the first adjustment you are
making for the acquisition or importation, you calculate your change
in extent of creditable purpose by comparing your actual application
since acquisition or importation with your planned use at the time you
claimed the input tax credit. However, if you have previously made an
adjustment for the changed use of the acquisition or importation, you
calculate the current period change by comparing the actual
application over the entire period of use with the former application
used when making that previous adjustment. You calculate the
adjustment as follows:®?

Full input tax credit x Change in extent of
creditable purpose

93. If the actual extent to which the acquisition or importation has
been applied for a credi