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a) Introduction

The purposes of this paper are:

b) to briefly canvass the key dements of the Government’s New Tax System, with emphasis on
the Goods and Services Tax (GST); and

c) to identify and assess a range of impacts of the GST upon property sde transactions in
Augrdia

An Appendix summarises some procedurd and other changes to the tax system and record-
keeping consequent to introduction of the GST.
d) The New Tax System *

| shdl focus on those changes which affect the property industry and property professionds.

d.1 Personal Income Tax Cuts

Personad income tax cuts totaling over $12 billion per annum were implemented from 1
July 2000. The cuts involve gpproximately 95 per cent of dl taxpayers, and are substantia
—asisevident from astudy of Table 1.



* A brief literature survey will be included



TABLE 1

Taxable Income
$to$

0-5,400
5.401-20,700
20,701-38,000
38,001-50,000

50,000+

INCOME TAX RATES: AUSTRALIA

1999 and 2000

Rates Prior to 1 July 2000

Tax Rates
%

NIL

®

&

47

Rates from 1 July 2000

Taxable Income
$to$

0-6,000
6,001-20,000
20,001-50,000
50,001-60,000

60,001+

Tax Rates
%

NIL

17

42

47

Source: The New Tax System: Essentials, Issue One, March 2000

d.2 Other Income Tax Changes

Other changes to the Income Tax System have sslemmed — or will sem - from the Ralph

Report, and are tabulated so as to provide a full background against which to assess the

GST changes.

The measures which follow are dready operative or will be introduced over 2001. Those

affecting the property industry include:

changes to the Capitd Gains Tax (CGT) system, such as the abolition of

indexation of the cost base and averaging, dong with the having of the margind tax rate

applying to capitd gains redised by individuds after more than a year from acquisition,

with the rate for superannuation fund redlised gains being reduced by one-third — capita

gansredised by companies will be taxed at the full company rate;

changes to the method of calculating depreciation deductions,




reductions in the company tax rate from 36 per cent to 34 per cent from 1 July
2000 and to 30 per cent from 1 July 2001;

cash refunds of excess imputation credits dready paid in respect of dividends

and other relevant income;

changes to the entity sysem of taxation, in that certain trusts will be taxed
amilaly to companies, with beneficiaries able to dam imputaion credits on trust
income; and

extenson of more generous CGT rollover relief and retirement exemptions to

most businesses.

d.3 Indirect Tax Reform

A GST at the rate of 10 per cent was introduced from 1 July 2000 on a wide range of
goods and services. It is current Government policy that any request for a change to the
GST rate must be made to the Commonwedth by dl State Governments. 1t would need to
be endorsed by the Commonwedlth Government of the day, and relevant legidation passed
by both Houses of Parliament. As modest taxes have a habit of expanding substantialy
over time, thus providing large increases to officid revenues — witness the capita gains tax
and taxes on superannuation — we can only wait and see whether the 10 per cent rate will

remain fixed or not.

e) Impacts of the GST on Property Sales

The impacts are important. The broad Stuation follows.

e.l General

GST gppliesto most types of property transactions.

The treatment of property sdes for GST purposes depends on whether the

subject property is private resdentia, commercid, resdentid, commercid or afarm.



In some Stuations, the treatment of property sales for GST may aso depend on
whether the sdler and/or the buyer are registered for GST purposes.

e.2 Sales of Land

Land sold before 1 July 2000 was not subject to GST.
Land acquired after 1 July 2000 from registered persons is subject to GST.

Land acquired from non-registered persons, e.g. from individuas owning hobby

farms, does not incur GST.

GST is not charged for the fird sde of any unimproved land held by the

Commonwedth, a State or a Territory.

Similarly, GST is not charged on unimproved land acquired by a public sector
entity from a Commonwedth, State or Territory Government.

In respect of the last two paints, it should be noted that there are no guidelinesin
the legidation as to what congtitutes improvements on the land.

e.3 Sales of Residential Property

Sdes of exiding resdentid properties taking place after 1 July 2000 is not
subject to a GST. In fact, existing residentia properties are input taxed. This means
that the sdles are not subject to the GST and no input tax credits can be claimed for
purchases acquired to make the supply, eg. on solicitors fees, sdling agents

commissions and advertisng cods.

Newly congtructed properties sold after 1 July 2000 attract a GST. This applies
whether a property is bought by an owner-occupier or an investor. However,

subsequent sde of that property by private individuasis free of the GST.



The price of exigting resdentid homes has arguably increased as new resdentid
homes are dways subject to GST. Thisis a point which may assst owners having to
pay the GST on lega fees and agents commission.

The congtruction industry has estimated that — due to the GST - the price of a
new resdentiad home has increased by gpproximately 5 per cent, not the full 10 per cent
rate of GST. Eligible fird¢ home buyers are enttitled to a non-income tested
compensatory payment of $7,000, available for new and existing homes.

e.4 Sales of Commercial Property
GST appliesto the sale or on after 1 July 2000 of dl commercid property by a
registered business.

Certain trangdtiond rules are gpplying, which are beyond the scope of this paper.

The sdler must pay GST on the full amount of the sdle vaue of the property,

unlessthe sdler isdigible for and uses the margin scheme.

A <ler who is regigered is entitled to clam input GST credits on expenses
associated with the sale eg. legd expenses, agents commission, regidration fees and

vauation fees.

If the buyer is registered for GST, the buyer is able to obtain an input tax credit
for the GST included in the sdlling price of the property.

If the buyer is not registered for GST, he may ask that the sdller calculate GST
using the margin scheme.

As with resdentia sdes, the GST is payable on sde when the purchaser gains
access to the property, that is on settlement. The payment of a security contract or the
exchange of contracts do not in themsaves trigger GST at that point.

If the sdeis by auction, specid rules operate (see later). In broad summary,



- if the auction is run as GST-inclusve, and the sdler is regigered, then the
GST isone-deventh of the sde price; but

- if the auction is run as GST-exclusive, then the 10 per cent GST is added
tothe sdeprice.

e.5 Commercial Residential Accommodation

Since 1 July 2000,

sales from an unregistered vendor entity, irrespective of the registration status of
the purchaser, have not been subject to GST; and

sdes from GST registered vendor, irrespective of the regigration status of the
purchaser, have been subject to GST.

e.6 Auctions

Before the auction of any property begins, the auctioneer needs to know and
inform the bidders

- whether the sdller isregistered for GST;
- whether the property being sold is subject to GST; and
- how the GST will be caculated.

An auction of an exiging residentid property is dways GST-exclusve, as even if
the sdler isregistered, he is not entitled to charge GST.

Auction sdes of commercia property on behdf of registered vendors are
normally subject to GST.

Auction sales on behdf of unregistered sdlers are not subject to GST.



e.7 Off-the-Plan Sales

These are not considered to be construction contracts.

Settlement of contracts relating to off-the-plan sdes are usudly made on
completion. Since 1 July 2000, GST is payable on these sdes on settlement. The
margin scheme may be used.

e.8 Sales of Farmland

In generd, the sdle of farmland is subject to GST where the sdller isregistered. Where the
purchaser is registered, he/sheis entitled to an input credit for the GST paid on purchase.

The sde of farmland is classfied as GST-free in two circumstances and where catan

conditions are met.

Firstly, where farmland is sub-divided into a block to be used for a residentia
premises, if:

- the current owner has carried out a farming business on the land for a

leest five years, and

- the current owner sdlls to an associate (e.g. family) for nil or consderation

less than market value.
Secondly, where:

- the current owner has carried out a farming business on the land for at

leest five years, and

- the purchaser must be acquiring the land with the intention of continuing

to use the land as afarming business.

Where the purchaser does not continue to use the land as farmland a some point in time
after the purchase, then the purchaser can be ligble for an amount of GST that would have
been paid on purchase.



For example, a farmer buys a farm and operates it for two years. He/she then
discontinues to operate — he/she is required to pay a partial GST amount to reflect
what would have been paid had the transaction not been GST-free in the first

place.

If the farmer sdlls livestock and plant and equipment al separatdly, they are subject to GST
if the sdler isregigtered.

e.9 Liability for GST

A standard contract for the sde of land or other property usudly provides for
the payment of a depost, with the baance payable on completion or settlement, in
exchange for a duly executed transfer. Under this standard contract, the liability for
GST arises when settlement takes place - thisis deemed to be the date of supply. GST
Is pad by the purchaser to the vendor at the time of settlement. As stated earlier, the
GST isincluded in the sde price.

If the contract is not a sandard contract, the vendor needs to examine the terms

of the contract to determine when liability for GST arises.

If a sde “fdls through”, GST is only payable if the depost is forfeited, that is,
normally after exchange of contracts but before settlement.

e.10 Calculation of GST

There are two primary methods for calculating the GST where the sdle is subject
to GST:

- Norma Methods; and
- Margin Scheme,

Separate and digtinct parcels of land can be sold usng ether the Norma
Method or the Margin Scheme. Nomination of the method should be made prior to
putting the property on the market.



Once a property has been sold after 1 July 2000 using the Norma Method,
subsequent sdles of tha land, or portions thereof, cannot be sold using the Margin
Scheme.

Under the Norma Method of determination, the amount of GST is achieved:
- for asde by dividing the vdue of the sdle by 10, while
- for apurchase or acquisition, the priceisdivided by 11.

Under ether Method, the sdller remits the GST to the ATO.

The acquiring entity may clam the GST component of the price as atax credit a
the end of the tax period.

For the purposes of providing a base for caculaing the GST, market vaues

rather than development or congtruction costs are the relevant benchmark.

e.11 Other Sale and Similar Arrangements

Options:

- When an entity enters into an option to purchase land, GST is charged on
the consderation paid for that option.

- The later exercise of that option is only taxable if and when a further
payment is made.

Staged settlement

- Where an entity disposes of property via a staged settlement arrangement,
with periodic payments being made, GST is pad in line with these periodic
payments.

10



e.12 Sale as a Going Concern

The sde of agoing concern is GST-free in the following circumstances:
- the purchaser must be registered or required to be registered for GST;

- the supplier must carry the business until it is sold;

al of the things required for the continuing operation of the business must
be supplied; and

- both parties must agree in writing that the supply is of a going concern.

e.13 Selling Commission

GST ds0 goplies to sdling commissons and other sdlling costs, such as fees
charged by solicitors and surveyors and advertisng cogts, irrespective of whether the
property has been recently constructed or is an existing property.

e.14 Repairs and Renovations

GST gppliesto repairs and renovations to an exigting property, including afarm.

e.15 Utilities and Government Services

Charges for water supplies, sewerage services and drainage are GST-free.

e.16 Insurance

Supply of most types of generd insurance of property is a taxable supply and is
subject to GST.

f) Summary

To summaise
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The reform of the Audradian Taxation Sysem from 1 July 2000 has been
subgtantia, with significant implications for the entire property sector, as well as for

other parts of the economy.

The impact of the income tax cuts and the GST are being fdt by many, athough
risng interest rates over the last twelve months have reduced the vaue of the tax cuts for

those with mortgages.

Record kegping and compliance activity has increased sgnificantly, while the
ACCC isclosely monitoring prices in relevant aress.

The GST, where gpplicable, is adding to the prices of properties sold. This has
been recognised by the Government in the case of residentid sales, as it is granting

enhanced assstance to Firss Home Owner's.

The sdler may be able to clam input credits where GST is payable, but not
where the sdeis GST-free.

On awider plane, the new income tax cuts dong with higher property prices are
making negdive gearing a little less dtractive to middle income investors, but high
income earners are gtill able to benefit from tax deductions at the 48.5 per cent rate. In
the case of newer resdentid condructions, landlords are continuing to benefit from the
building alowance and from plant depreciation, abeit a dightly lower rates. Overdl,
the impact of The New Tax System on negative gearing is not greet. If there are
sgnificant further increases, the impact of risng interest rates will be grester.

Whereas the GST is adding an upwards bias to property prices and is enlarging
the adminigtrative compliance work of many property professonds, it is not in itsdf
likely to result in any Sgnificant property market upheavas. As in past periods of
booms and bugts, the mix of supply and demand factors, aong with any sharp changes
in economic fundamentals, such as movements in inflation, interest rates, economic

growth, employment and confidence levels, dong with globa trends, will have a greater
impact.
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If these indicators reman favourable in the medium term, the industry has dready
adjusted in part and will continue to adjust farly rapidly to the GST, with overal
property activity remaining buoyant. If however:

- a sdection of these indicators turns sour and/or a large over-supply of
property stock emerges, then property activity will become more volatile, vacancy
rateswill rise and vaues could decline; while

- any dgnificant lift in demand, including a return of overseas buying interes,

could lead to another surge in sles and vaues.

These factors, rather than the GST, will continue to influence property market activity

and vaues in the years ahead.

At the present time, notwithstanding recent rises in interest rates and inflation,
aong with the outworkings of the Budget forecasts of a dightly easng economy over
2000-2001, and the recent GST-induced spike in inflation, the property outlook
remains generdly postive. Following a decade of ongoing recovery and growth since
the recession of 1990-91, this scenario is a satisfactory background against which the
GST and other dements of The New Tax System were introduced.
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APPENDIX

Registration

A key aspect of The New Tax Sysem was the need for many entities to
register, both for an Augtralian Business Number (ABN) and for GST.

All companies registered under the Corporations Law and al other businesses
were required to register for the ABN. Without an ABN, other busnesses may
withhold tax (currently 48.5 per cent) from payments to your business. The ABN isa
gngle identifier for business dedings with the Audraian Taxation Office and with other
government departments and agencies.

The ABN is dso the GST regidtration number. A business could register for the
ABN evenif it did not register for GST.

Specificaly, a business needed to regigter for GST to clam back the GST paid
on its business inputs. In fact, in a busnessto-business transaction, the purchaser is
obliged to withhold tax if the supplier does not provide his or her ABN — unless the
payment is $50 or less.

Of course, any tax withheld by a payer can be gpplied as a credit to any tax paid
by abusiness at the end of the financid year — but that may be up to ayear or so away.

f.1 Record Keeping, Reporting and Pricing Policy

It is essentid to account for the GST included in al sdles and input tax credits.

Businesses need to supply and keep tax invoices and sufficient records for dl
transactions. In particular, accounting should be adequate for Pay As You Go (PAYG
— see below) reporting.  In essence, a busness manager will need to know its trading
and investment income each quarter.

There is a sngle reporting form to the Audrdian Tax Office (ATO). Thisisthe
Busness Activity Statement (BAS). (Businesses not in the GST system and some
individuas with investment income use a amilar Ingament Activity Statement).  The
Satement includes:

- the GST included in sdes,

- the GST included in purchases,

PAY G ingdments;

- amounts withheld from payments to others;

14



- details of Fringe Benefits Tax (FBT) ingaments, and
- the amount the business owesto — or is owed by —the ATO.

These datements are lodged quarterly (dthough some Investment Activity
Statements may be lodged annualy) by mail, dectronicdly or through a tax agent.
Businesses with an annud turnover of $20 million must lodge dectronicaly monthly.

A new PAYG sysem is operating. This is a new system for reporting and
paying withheld amounts (GST amounts deducted from payments to others) and tax on
one' s own business, professond and investment income. It replaces 11 taxes, including
company and superannuation fund ingtaments, provisond taxes and Pay As You Earn
(PAYE).

Businesses which currently deduct taxes under the Prescribed Payments System
(PPS) have dso faced new arrangements from 1 July 2000.

It must be emphasised that business dationery, tax invoices and certain other
busness records must include the business name and ABN.

Staff need to be adequatdly trained in all GST procedures.

A busnesss pricing policies must be sdtled in line with the Audrdian
Competition & Consumer Commission (ACCC) guiddines.

GST-Free Activities etc.

GST-free activitiesinclude:

most food;

exports of goods and services, but not tourism related services,

most medical, hospital, health, education and childcare services;

private hedth insurance premiums;

non-commercid activities of charitable indtitutions and religious services,
and, from a property perspective,

local government rates and water and sewerage rates and charges,

sdle of abusiness as a going concern; and

farmland supplied for farming.
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Abolition of Existing Indirect Taxes

The GST has replaced the following indirect taxes:
the wholesale sdles tax;
and in consultation with the States, the following types of taxes:
- finendd inditutions duty;
- debits tax;
- awide range of stamp duties; and

- bed taxes.

f.2 Changes to Commonwealth-State Financial Relations

These are far reaching. Since 1 July 2000, the Commonwedlth is providing the
Staes with dl revenue from the GST, conditiona upon the States abolishing “inefficient”
taxes, such as the financid indtitutions duty, the debits tax and various stamp duties, and
not re-introducing them.

Financid Assgance Grants have been abolished.

The States have taken over (from the Commonwedth) the payment of genera
purpose assistance grants to local government.

Other Measures

Increases have been made to a wide range of socid security and veterans (age
and sarvice) pensons, while a range of other measures to offset the GST effect on
prices paid by pensioners have been introduced.

A Firg Home Owners Scheme was introduced to offset the net impact of the
GST on the price of new homes (congtruction costs only and excluding land). It is
providing those digible with alump sum payment of $7,000 from 1 July 2000.

Excises on petrol and diesdl will be reduced at the time of GST’ sintroduction so
that pump prices need not rise.
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