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Goods and Services Tax Ruling

Goods and services tax: GST and how it
applies to supplies of fringe benefits

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
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 circumstances under which supplies
of fringe benefits are subject to Goods and Services Tax (GST) under
A New Tax System (Goods and Service Tax) Act 1999 (‘GST Act’).
This Ruling explains the entitlement to input tax credits for
acquisitions and importations related to providing those benefits. It
also explains the operation of the special rules in Divisions 69, 71
and 111 and the interaction of Division 131 with these rules. This
Ruling addresses some issues about attribution of GST payable and
input tax credits in the context of provision of fringe benefits.

2. The Ruling should be read together with Taxation Ruling
TR 2001/2 which discusses the Fringe Benefits Tax (FBT)
consequences of making supplies by way of fringe benefits.
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3. The Ruling adopts interpretations of the GST Act expressed in
public rulings issued by the ATO. This Ruling does not alter the
views expressed in those rulings, but explains and applies those views
in the context of the particular subject matter of this Ruling.

4, Certain terms used in this Ruling are defined or explained in
the Definitions section of the Ruling. These terms, when first
mentioned in the body of the Ruling, appear in bold type.

5. Unless otherwise stated, all legislative references in this
Ruling are to the GST Act. References to ‘FBTAA’ are references to
the Fringe Benefits Tax Assessment Act 1986. Referencesto ‘GST
Transition Act’ are references to the A New Tax System (Goods and
Services Tax Transition) Act 1999. A reference to the ITAA 1997 is a
reference to the Income Tax Assessment Act 1997. A reference to the
ITAA 1936 is a reference to the Income Tax Assessment Act 1936.

Background

Fringe benefits tax and the rules in the FBTAA

6. Fringe benefits tax is a tax payable by employers on the value
of certain benefits that have been provided to their employees in
respect of the employees” employment. The FBTAA sets out the rules
for the taxation of these benefits. A benefit that is not provided in
respect of employment is not a fringe benefit.

7. A ‘benefit’ is widely defined to include any right (including
any property right), privilege, service or facility.! The benefit can be
provided to the employee or employee’s associate, by the employee’s
employer, an associate of the employer or a third party under an
arrangement with the employer (or associate) .> In the context of
providing an amount of remuneration to an employee, the provision of
a fringe benefit can give an amount of benefit to an employee which
might otherwise have been derived as an amount of salary or wages.
Salary or wages is subject to income tax in the hands of the employee.

8. There is a large range of benefits that are provided in respect
of employment on which the employer does not pay fringe benefits
tax. Under the FBTAA, some benefits are statutorily excluded and
some have a specified value which can result in less fringe benefits tax
being paid than the amount of income tax that would have been paid if
the employee had received the equivalent value of the benefit in the
form of salary and wages.

! Subsection 136(1) of the FBTAA.
2 References to ‘employer’ will also include an associate of the employer where
relevant.
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Statutory exclusions

9. The FBTAA excludes payments of salary or wages from being
fringe benefits, along with a range of other benefits, such as
superannuation and employee share schemes. One specific exclusion
from being a fringe benefit is an exempt benefit. Many of these
FBTAA exempting provisions concern benefits that are integrally
connected with work activities. For example, an exempt benefit
includes one where plant or equipment that is located on the business
premises of the employer is used wholly or principally by the
employee in connection with the operation of that business.

Determination of value of fringe benefits

10.  The taxable value of a fringe benefit is calculated in
accordance with the valuation rules for the particular benefit involved.
For benefits intended for purely private consumption by the employee
as remuneration, with no direct link to business activities, there
results in many cases an amount of fringe benefits tax equivalent to
the amount of income tax that would otherwise have been payable by
the employee if received as salary and wages.

11. Nevertheless, there are a number of benefits that attract
relatively concessional valuation treatment in this regard, often to take
account of the fact that the benefits are connected with work activities,
rather than being remuneration for the employee. This achieves an
effect equivalent to exemption or partial exemption.

12.  The taxable value of certain fringe benefits may be reduced
under the ‘otherwise deductible rule’. The *otherwise deductible rule’
means that the taxable value of certain fringe benefits may be reduced
to the extent that the employee would have been able to claim an
income tax deduction had the employee incurred the expense. In
many cases this arises from a connection with work activities by the
employee. (However, the reduction can also apply where the
employee would have been entitled to a deduction if he or she had
incurred the expenditure.)
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13. For most types of fringe benefits, if the employee makes a
payment to the employer as a contribution towards the cost of
providing the fringe benefit, the taxable value of that fringe benefit is
reduced by that payment. To the extent that the employee has paid for
the benefit, it may be taxed as income in the hands of the employer,
rather than through fringe benefits tax. A contribution by an
employee towards the cost of a car fringe benefit is known as a
‘recipients payment’®. A contribution by an employee towards the
cost of most other fringe benefits is known as a ‘recipients
contribution’®. An employee contribution towards a housing fringe
benefit is known as ‘recipients rent’”.

Date of effect

14.  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).

Ruling and explanation

GST and fringe benefits

15. For GST purposes, fringe benefit ‘has the meaning given by
section 995-1 of the ITAA 1997 but includes a benefit within the
meaning of subsection 136(1) of the Fringe Benefits Tax Assessment
Act 1986 that is an exempt benefit for the purposes of that Act.”® The
FBTAA specifically excludes exempt benefits from the definition of
‘fringe benefit’ in that Act. In this Ruling, unless otherwise indicated,
‘fringe benefit’ means a fringe benefit as defined in the GST Act.

16.  GST is payable on the value of taxable supplies. The way the
value of a supply of a fringe benefit is worked out is different than for
other supplies.’

Recipients payment is defined in paragraph 9(2)(e) and 10(3)(c) FBTAA.
Recipients contribution is defined in subsection 136(1) FBTAA.

Recipients rent is defined in subsection 136(1) FBTAA.

Section 195-1.

(The sections of the ITAA 1997 and the FBTAA referred to in this definition are
reproduced in the 'Definitions’ section.)

’ Section 9-75.

o g b~ W
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GST payable on supplies of fringe benefits

17.  The provision of a fringe benefit can be a supply. The supply
of a fringe benefit may be made by you as an employer, your associate
or another party (subject to an arrangement with you). The recipient
of the supply may be either an employee or an associate of the
employee.®

Consideration

18.  One of the requirements for a supply to be a taxable supply is
that “you make the supply for *consideration.’

19.  The services of an employee can be consideration for the
supply of a fringe benefit to that employee.

20.  Consideration for the supply of a fringe benefit may also take
the form of a payment or contribution made by the recipient of the
benefit. It is only this consideration that is taken into account in
working out the amount of GST on the supply of a fringe benefit.*°

Value of a fringe benefit supply

21.  GST is 10% of the value of a taxable supply** where value is
10/11 of the price (being the amount of consideration for a supply).*
However, subsection 9-75(3) states that the price of a supply of a
fringe benefit is the amount of consideration in the form of the
recipients payment or the recipients contribution. ‘Recipients
payment’ and “recipients contribution’ are defined in the GST Act.*®

22. This means that, where you make a taxable supply of a fringe
benefit, you are only liable for GST to the extent of the
consideration payable on the supply in the form of a recipients
payment* or recipients contribution.

& A reference in this Ruling to an employee includes an associate of an employee. In
section 136 of the FBTAA the definition of a fringe benefit means a benefit:
‘.provided to the employee or an associate of the employee...".

° Paragraph 9-5(a).

19 Subsection 9-75(3).

' Section 9-70.

12 Subsection 9-75(1).

'3 See section 195-1.

¥ In this Ruling the words ‘recipient’s payment’ are referred to as ‘recipients
payment’.
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23. A recipients payment or recipients contribution that reduces
the FBT taxable value of a fringe benefit is consideration for the
supply of that benefit. Similarly, employee payments made for
benefits with no FBT value, or that are FBT exempt benefits, are also
employee consideration for the supply of those benefits. The GST Act
includes in the definition of recipients contribution, amounts that are
paid for exempt benefits. ™

24. A payment of recipients rent by an employee for the
provision of a housing fringe benefit is not taken into account in
working out the amount of GST payable on the supply and therefore
does not create a GST liability for the provider.

Example 1

25. Kylie has $100 deducted weekly out of her bank account as a
recipients payment towards a car that is made available to her for her
private use as a fringe benefit. This amount is transferred to her
employer’s account. It is a recipients payment amount and reduces
the FBT taxable value of the car benefit for her employer.

26.  Together with her services, the weekly payments constitute
Kylie’s consideration for the taxable supply by the employer to Kylie
for the use of the vehicle. However, only the payments Kylie makes
for the car are taken into account in working out the amount of GST
payable by her employer on the supply of the fringe benefit.

217. Recipient payments or contributions made for the supply of a
fringe benefit that is GST-free or input taxed do not create a GST
liability as there is no GST payable on these supplies.

Salary sacrifice arrangements

28.  The entry into a salary sacrifice agreement is not consideration
for the supply of a benefit. In the United Kingdom VAT Tribunal
case Co-operative Insurance Society Ltd.*®, it was stated, when
comparing pre and post salary sacrifice contract amounts, that “:...to
say the difference between the salaries under the two types of contract
was the consideration for the provision of the car was to confuse
consideration with motive...".

1> See the definition of recipients contribution in the Definitions section of this
Ruling.
1671992] BVC 694.
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Example 2

29. Kylie’s employer has a policy in place which permits
employees to enter into a salary sacrifice agreement in relation to the
provision of a car to employees for wholly private use. The particular
agreement between Kylie and her employer involves a reduction of
her current gross salary by $15,000. Kylie makes no payments to her
employer.

30.  The $15,000 that has been ‘sacrificed’ is not consideration for
the supply of the vehicle. Kylie has provided her services as
consideration for the supply of the car. Although her employer has
made a taxable supply of the car to Kylie, there has been no amount of
recipients payment made to the employer. Her employer is not liable
to pay any GST on the supply of the car.

Recipients payments for car fringe benefits

31. The whole amount of the recipients payment that is used in
calculating the FBT value reduction for a car fringe benefit is not
always taken into account in working out the amount of GST payable
by the employer. This is because, under the FBTAA, the employee’s
recipients payment amount during an FBT year can be paid to third
parties as consideration for supplies by third parties to the employee,
but nevertheless reduce the FBT value of the car benefit for the
employer.*’

Example 3

32. Kylie is an employee of Archimedes Ltd who provides a car
benefit (FBT value of $3,300). Kylie pays $1,100 to Archimedes Ltd
and $400 directly to her local service station for fuel, oil and
servicing. The total recipients payment amount is $1,500

($1,100 + $400). The FBT taxable value of the benefit is $1,800
($3,300 - $1,500).

33.  Archimedes is liable for GST of $100 (1/11 of $1,100) on
Kylie’s $1,100 contribution. This $1,100 amount of recipients
payment is the amount of consideration that is used to work out the
GST on the supply of the fringe benefit. Kylie’s payment of $400 is
not consideration for the taxable supply of a fringe benefit, but is
consideration for supplies to Kylie from other suppliers.

7 paragraph 9(2)(e) of the FBTAA.
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Contributions to accommodation type benefits

34. For housing fringe benefits, as defined in the FBTAA, a
contribution towards such a benefit is termed ‘recipients rent’. Where
your employee makes a payment of recipient’s rent for the supply of a
housing fringe benefit, the payment is not taken into account in
working out the amount of GST payable on the supply. This is
because ‘recipients rent’ is not one of the forms of consideration
referred to in subsection 9-75(3). This applies irrespective of whether
or not the supply of the housing fringe benefit would be input taxed.

35. However, not all accommodation benefits are provided as
housing fringe benefits. In many cases, accommodation provided to
employees that is not a housing fringe benefit is a ‘residual benefit’.
In some cases the supply of accommodation to an employee is an
input taxed supply under section 40-35 and therefore subsection 9-
75(3) is inapplicable.*™ Employee contributions to taxable supplies
of accommodation can be for taxable supplies if they are not made for
housing fringe benefits.

Contributions to expense payment benefits

36. The provision of an expense payment benefit to an employee is
not a supply for the purposes of the GST Act. This is because it is a
supply of money and is not a supply unless it is provided as
consideration for a supply that is a supply of money.*® As the expense
payment benefit is not a supply for the purposes of the GST Act, GST
is not payable.

37. Under Division 111, an expense payment benefit you make to
an employee is treated as consideration for an acquisition from the
employee and you may be entitled to an input tax credit. *° If the
employee makes a contribution to the expense payment benefit, this
has the effect of reducing the consideration for the acquisition and is
an adjustment event under section 19-10.

38. If you have claimed the input tax credit in a previous tax
period, you will need to make an adjustment to reduce your input tax
credit claim.

172 See Goods and Services Tax Rulings GSTR 2012/5 Goods and services tax:
residential premises, Goods and Services Tax Ruling GSTR 2012/6 Goods and
services tax: commercial residential premises, and Goods and Services Tax
Ruling GSTR 2012/7 Goods and services tax: long-term accommodation in
commercial residential premises.

18 Subsection 9-10(4).

1 Section 111-25.
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Example 4

39. Karen works for the City South Hospital which is operated by
a non-profit society. Karen has entered into the lease of a motorcycle
with ABC bikes for $990 each month. Karen uses the motorcycle to a
small extent for work related activities. City South pays $990
monthly to Karen and is entitled to an input tax credit of $90 under
Division 111. At the end of the FBT year, Karen contributes $1,100
to City South. This is treated as a reduction in the amount of
reimbursement (consideration for the acquisition) by South City to
Karen and gives rise to an adjustment event. City South will need to
make an adjustment to reduce the input tax credits claimed in previous
tax periods.

Input taxed and GST-free supplies

40. It is important to note that, as with other supplies, supplies of
fringe benefits are not taxable supplies if they are input taxed or
GST-free, whether or not any amount of recipients payment or
contribution is provided.

Example 5

41. Einstein High, a private school, provides discounted education
to children of teachers. The supply of an education course to the
employee’s child is a fringe benefit. However, the supply is GST-free
and no GST is payable on the supply of the benefit.

Example 6

42. Best Ltd is a public company that supplies houses (residential
premises) for senior executives to live in on an ongoing basis. The
supplied premises remain the property of Best. Because the supply of
such a fringe benefit is input taxed®®, Best is not liable for any GST on
the supply of the benefit.

Supplies of fringe benefits spanning 1 July 2000

43. The transitional GST rules set out in the GST Transition Act
apply to supplies of fringe benefits that span 1 July 2000.

44.  Where a supply of a fringe benefit is made for a period or
progressively over a period that spans 1 July 2000, section 12 of the
GST Transition Act applies.

0 paragraph 40-35(1)(a).
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Example 7
45. Izzy is provided with a car by his employer for the whole of

the FBT year to 31 March 2001 (wholly as remuneration for his
services). He makes a recipients payment of $4,000 to his employer
on 15 March 2001 as payment for supply of the car during the FBT
year. The supply during the period 1 April 2000 to 30 June 2000 is
not subject to GST. The supply of the car during the period

1 July 2000 to 31 March 2001 is a taxable supply and a part of the
payment is consideration for a taxable supply on which GST is
payable.?

46.  Section 11 of the GST Transition Act applies to rights supplied
before 1 July 2000 to the extent that a right could reasonably be
expected to be exercised on or after that date. GST is payable on the
taxable supply of those rights where a recipients contribution is made.

Example 8

47. On 1 April 2000 Archimedes Store gives an employee a family
day pass to Excitement World at a reduced price for employees. The
pass is valid until 31 March 2001. GST is payable on the supply by
Archimedes to the extent that the pass could reasonably be expected to
be used on or after 1 July, where the employee has made a
contribution to the employer for the pass.?

Input tax credits for acquisitions and importations made to
provide fringe benefits

48.  You are entitled to an input tax credit for any creditable
acquisition?® or creditable importation® that you make. This includes
creditable acquisitions and creditable importations made to supply
fringe benefits.

49.  One of the requirements for an acquisition or importation to be
creditable is that it is acquired or imported for a creditable purpose.®

2 See Goods and Services Tax Bulletin GSTB 2000/4 for instructions on how to
calculate the amount of GST.

22 See Goods and Services Tax Ruling GSTR 2000/7 for guidance on the operation
of section 11 of the GST Transition Act.

%% Section 11-20.

% Section 15-15.

% paragraph 11-5(a) and paragraph 15-5(a).
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Creditable purpose

50.  You acquire a thing for a creditable purpose if you acquire it in
carrying on your enterprise.?® You import goods for a creditable
purpose if you import the goods in carrying on your enterprise.”’ If
you acquire or import something to provide a fringe benefit in respect
of employment in your enterprise, you have acquired it in carrying on
your enterprise.

51. However, an acquisition or importation is not made for a
creditable purpose to the extent that:

o the acquisition or importation relates to making
supplies that would be input taxed; or

o the acquisition or importation is of a private or
domestic nature.”®

52.  Anacquisition or importation you make to provide a fringe
benefit in respect of employment in your enterprise is made in
carrying on the enterprise and is not of a private or domestic nature for
the purposes of section 11-15 and section 15-10. It is your purpose at
the time of making the acquisition or importation that is relevant to
whether the acquisition or importation is for a creditable purpose. For
example, an acquisition made to provide a car for the private use of
your employee is made for a creditable purpose.

Claiming input tax credits if you have made an annual
apportionment election under Division 131

52A. You may make an annual apportionment election (election)
under Division 131 if you satisfy the eligibility requirements, which
are set out in section 131-5 and are explained in the Fact Sheet GST
and annual private apportionment (which can be accessed at
www.ato.gov.au).

52B. If you make the election, you may claim a full input tax credit
for a creditable acquisition or importation which is partly for a
creditable purpose and partly for private purposes. The election does
not, however, allow you to claim an input tax credit for an acquisition
or importation to the extent that it relates to making input taxed
supplies, or for an acquisition that is to any extent a reduced credit
acquisition.

% Subsection 11-15(1).
% Subsection 15-10(1).
%8 Subsection 11-15(2) and subsection 15-10(2).
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52C. You will have an increasing adjustment in a later tax period to
account for the private use of the acquisition or importation. The
increasing adjustment is made in the business activity statement
(BAS) that covers the last day on which your income tax return is due,
or you may choose to make that adjustment in an earlier BAS.

Acquisitions and importations related to making input taxed
supplies

53.  You are not entitled to an input tax credit for an acquisition or
importation that relates to making input taxed supplies.”® However,
this reduction of your entitlement to an input tax credit does not apply
if the input taxed supplies are financial supplies and you do not
exceed the financial acquisitions threshold.®

54. In ascertaining the GST implications of the provision of a
fringe benefit, a distinction can be drawn between two concepts,
namely ‘work benefit’ and ‘remuneration benefit’. This distinction
does not apply for the purposes of the FBTAA. Although these terms
are not defined in the GST Act, they are important concepts in
determining input tax credit entitlement for entities that make both
input taxed supplies and provide fringe benefits.

Remuneration benefits

55. ‘Remuneration benefits’ are benefits provided to employees
which, together with salary and wages, are provided by employers in
return for employee services. Acquisitions that relate to providing
these remuneration benefits will not relate to other supplies that an
entity makes, such as input taxed supplies that an entity makes to
clients or customers.

56. Examples of Remuneration Benefits would include:

J Use of a car to be used for employee’s private travel,
) Entertainment provided to employees;
. Employee holiday travel and accommodation.

2 paragraphs 11-15(2)(a) and 15-10(2)(a).
%0 Subsection 11-15(4) and subsection 15-10(4). Refer to Division 189 for an
explanation of the financial acquisitions threshold.
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Example 9
57. International Bank acquires a car by way of lease, undertaking

to make lease payments to a lessor so as to provide employee Eva
with a motor vehicle for her private use, entirely as a remuneration
benefit. The bank does not require the car to be used for work
activities. The supply of the car to International is a taxable supply.
International is entitled to input tax credits for the lease payments on
the car and for car running costs such as petrol and repairs that it
incurs to the extent that it meets the other requirements of section
11-5.

58. However if the supply of a remuneration benefit is one that
relates to making an input taxed supply such as the provision of a loan
or residential housing, you are not entitled to an input tax credit under
paragraph 11-15(2)(a).

Example 10

59.  Archimedes Ltd rents houses from various landlords to provide
the use of the houses to its employees on an indefinite basis as
remuneration benefits. Archimedes Ltd also pays another entity,
Adminco, to administer the supply of houses to employees. The
acquisition by Archimedes Ltd is not a creditable acquisition. The
acquisition relates to the supply of benefits to employees that are input
taxed supplies. Paragraph 11-15(2)(a) denies input tax credit
entitlements on such payments. This result does not change whether
or not the benefits are exempt or reduced in value for FBT purposes.
Nor is the result affected by whether or not an amount of rent is
received from an employee.

Work benefits

60. In contrast, a ‘work benefit’ is not provided for consideration
(in the form of the employee’s services) because the purpose of the
benefit is to serve genuine and legitimate ends of the employer’s
enterprise, and any incidental advantage to the employee is
disregarded as a minor outcome.

61.  With a work benefit, the provision by an employer of pleasant
working premises for employees clearly benefits an employee (when
compared to unpleasant working conditions) but primarily serves the
employer’s purpose of creating an efficient working environment. An
employee does not provide his or her services as consideration for the
use of a desk or an office or other similar conditions of employment.
Employee services are provided for the employer’s provision of salary
and wages, plus remuneration benefits.
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62. Examples of work benefits would include:

. Provision of a car to an employee to use for work
activities;

. Business travel and accommodation;

o Uniforms;

. Use/benefit of work property on work premises for
work activities — desks, computer, chairs, tables, air
conditioning.

63. The issue of whether or not employment related benefits are
provided for consideration has been discussed in overseas VAT
jurisdictions. Decision of overseas cases support the view that there
is no consideration furnished by employees for the provision to them
of work benefits.

64.  Thus in the European Court of Justice case, Julius Fillibeck
Sohne*!, the application of article 2(1) of the Sixth Council directive®
was considered in respect of certain benefits provided to employees.
The issue concerned whether transport provided by an employer for
employees free of charge constituted a supply of services effected for
consideration.

65.  The court found that on the facts of that particular case there
was not a supply of services for consideration by the employer. It
held that there was no link between the supply of the employee
services and the benefit received.

66.  Given the particular facts of that case, the Court, in its
judgment, made the following observation:

‘... The personal benefit derived by employees from such
transport appears to be of only secondary importance

compared to the needs of the business...”.*

Acquisitions resulting in work benefits

67. Acquisitions that result in work benefits relate to supplies that

the entity makes. Where an entity makes input taxed supplies and the

acquisitions relate to those input taxed supplies, paragraph 11-15(2)(a)
applies to reduce entitlements to input tax credits.

31 Julius Fillibeck Sohne GmbH & Co KG v Finanzamt Neustadt (Case C-258-95)
[1998] BVC 206.

%2 Directive 77/388 of 17 May 1977 on the harmonisation of the laws of the member
states relating to turnover taxes- common system of value added tax: uniform
basis of assessment.

%% See paragraph 45 of the opinion of Mr Advocate Leger, not inconsistent with the
subsequent judgment.
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Example 11

68. The lending segment of ABC Bank has calculated that
acquisitions that the bank makes in its lending segment relate 80% to
making input taxed supplies.®* This includes costs such as overheads,
including air-conditioning and office furniture. These acquisitions
result in benefits to employees, but they are work benefits. Because
the acquisitions relate to making input taxed supplies to the extent of
80%, paragraph 11-15(2)(a) applies to these acquisitions. Any input
tax credit entitlements on these acquisitions are reduced by 80%.

Division 71

69. Division 71 will deny an input tax credit for acquisitions or
importations for the purpose of providing a fringe benefit to
employees of an input taxed supplier provided:

o FBT is payable on the provision of the fringe benefit;
and

o the supplier would have been entitled to an input tax
credit for the acquisition or importation (but for this
Division).
This Division can apply to deny certain input tax credit entitlements
where you make input taxed supplies in the course of your enterprise.
The whole of the input tax credit is disallowed where Division 71
applies.

70. However Division 71 does not apply to an acquisition or
importation if:

o the only reason it relates to making input taxed supplies
is it relates to making financial supplies; and

o you do not exceed the financial acquisitions
threshold.*®

71.  The most common application of Division 71 is where an
acquisition is made to provide a fringe benefit that is in part a
remuneration benefit and in part a work benefit that has a connection
with making input taxed supplies. Division 71 can apply where an
item is acquired by an employer for the purpose of both making input
taxed supplies, and also providing a fringe benefit to an employee on
which fringe benefits tax is payable.

% See Goods and Services Tax Ruling GSTR 2006/3 for an explanation of how such
a calculation can be done for entities that make financial supplies.

% See Division 189 for an explanation of whether you exceed the financial
acquisitions threshold.
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Example 12

72. Eastbank Ltd exceeds the financial acquisitions threshold. It
acquires a fleet of cars by way of lease, to use primarily in the Loans
Division. Certain employees are each allocated a particular vehicle
which is required to be garaged at the employee’s home at night. FBT
is payable on the vehicles because of the home garaging arrangement.
The vehicles have been acquired partly to be used for enterprise
activities, and partly for private use by employees.*® These vehicles
are valued for FBT purposes using the statutory formula method.

73. In this example, Division 71 applies to deny any input tax
credit entitlement on the lease of motor vehicles to Eastbank Ltd as
the vehicles are subject to FBT and partly used in making input tax
supplies.

Example 13

74.  Assuming the same facts in Example 12 except Eastbank Ltd
leases a fleet of cars, for use in the Sales Division to make taxable
supplies. Division 71 would not deny the input tax credit entitlement
for the lease of the cars to Eastbank Ltd as the vehicles were used
wholly in making taxable supplies. Division 71 applies only where an
acquisition relates, at least in part, to making input taxed supplies.

Interaction between Division 131 (annual apportionment election)
and Division 71

74A. If you have made an annual apportionment election under
Division 131, that election is only applicable to acquisitions or
importations that are creditable acquisitions or importations. If
Division 71 applies to an acquisition or importation, that acquisition
or importation is not a creditable acquisition or importation (see
sections 71-5 and 71-10, respectively) and therefore Division 131 does

not apply.

74B. However, subsections 71-5(2) and 71-10(2) provide exceptions
to the special rule in Division 71. As explained at paragraph 70 of this
Ruling, Division 71 does not apply to an acquisition or importation
that you make if it relates to making input taxed financial supplies and
you do not exceed the financial acquisition threshold. In these
circumstances, such acquisitions or importations are creditable
acquisitions or creditable importations and Division 131 may apply.

74C. You will have an increasing adjustment in a later tax period to
account for the private use.

% Subsection 7(2) of the FBTAA.
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Car expenses and Division 71

75.  Acquisitions made to provide fringe benefits with no FBT
value are not subject to Division 71.3" This includes acquisitions
relating to exempt benefits and benefits to which the ‘otherwise
deductible rule’ has reduced the value to nil. Exempt benefits include
car running costs incurred by an employer in providing car benefits
(section 53 of the FBTAA). This includes petrol, oil and repairs
incurred by an employer in providing a car as a taxable supply to an
employee.

76.  Although the employer’s entitlement to input tax credits on the
acquisition costs of the car are denied by Division 71, (for example,
the input tax credits for the lease payments), Division 71 would not
apply to deny the input tax credit entitlement for the car running costs.
Where the entity is making input taxed supplies, input tax credit
entitlements for car running costs would be reduced only to the extent
that the acquisitions related to making input taxed supplies, and not
the whole amount of the entitlements.*®

Example 14

77.  Assuming the same facts in Example 12 except that the motor
vehicles are in a general pool and the employees of Eastbank Ltd keep
a car log book for each vehicle. The extent of business use that
Eastbank Ltd is makes for car running costs such as fuel, oil, tyres
and maintenance is derived from the car log book. Division 71 does
not deny Eastbank Ltd entitlement to input tax credits for car running
costs. However the extent of entitlement to input tax credits would
need to be determined under the basic rules. If Eastbank could not
determine the extent of making input taxed supplies from the log book
then other methods suggested in Goods and Services Tax Rulings
GSTR 2006/4 and GSTR 2006/3 could be used to determine the extent
to which the acquisition related to making input taxed supplies. A
business segment of Eastbank uses a car which has ‘80% business
use’ as determined by a log book. The business segment has also
determined that similar acquisitions (such as general overheads)
relate 70% to making input taxed supplies. Eastbank would have
potential input tax credits for its car running costs reduced to 24% as
follows:

¥ Subsection 71-5(1)(b).
% Under paragraph 11-15(2)(a).
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A business segment of Eastbank uses a car which has ‘80%
business use’ as determined by a log book. The business
segment has also determined that similar acquisitions (such as
general overheads) relate 70% to making input taxed supplies.
Eastbank would have potential input tax credits for its car
running costs reduced to 24% as follows:

. non-business use of 20%, and
. input taxed use of 56%, (70% of the remaining
80%)

This means that the extent of creditable purpose is:
100% - 20% - 56% = 24%

Therefore, if Eastbank Ltd had potential input tax credits of
$100 for car running cost acquisitions, Eastbank Ltd would be
entitled to an input tax credit of:

$100 x 24% = $24

78.  Where car use is measured more precisely for each vehicle
(and input taxed apportionment is able to be made from use
measurement), these proportions can be used to determine extent of
creditable purpose for each vehicle, where this process gives a more
accurate reflection of entitlements for all vehicles.

Example 14A

78A. Assume the same facts in Example 14 and that Eastbank Ltd
has made an annual apportionment election. The extent of input tax
credits able to be claimed for the car running cost acquisitions is
worked out according to the following formula under

subsection 13-40(2):

Extent of
Full input non-input Extent of
tax credit taxed X consideration
purpose

The extent of the input taxed purpose, as worked out in Example 14, is
56%. Therefore the extent of the non-input taxed purposes is 44%
(including the 20% non-business use). Thus applying this formula
Eastbank Ltd is entitled to claim an input tax credit of $44 under the
Division 131 election. That is:

$100 x 44% x 100%= $44

78B. Eastbank Ltd will have to make an increasing adjustment of
$20 in a later tax perio