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Draft Goods and Services Tax Ruling
Goods and services tax: reduced credit
acquisitions

Preamble

This document is a draft for industry and professional comment. As
such, it represents the preliminary, though considered views of the
Australian Taxation Office. This draft may not be relied on by
taxpayers and practitioners, as it is not a ruling or advice for the
purposes of section 37 of the Taxation Administration Act 1953.

The final Ruling will be a public ruling for the purposes of section 37
and may be relied upon by any entity to which it applies.

What this Ruling is about

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

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

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

4. This Ruling deals only with acquisitions listed in
subregulation 70-5.02(2) of the GST regulations. It does not deal
with concepts stated or acquisitions listed in regulations 70-5.02A,
70-5.02B or 70-5.02C. Acquisitions listed in subregulation
70-5.02(2) are reduced credit acquisitions.

5. This Ruling is to be read in conjunction with GSTR 2002/2,
Goods and Services Tax: GST treatment of financial supplies and
related supplies and acquisitions.

6. Certain terms used in this Ruling are set out and explained in
the glossary section of the Ruling. These terms, when first
mentioned in the discussion for each item in the body of the Ruling,
appear in bold type. Terms contained in the glossary section of
GSTR 2002/2 appear in bold italics the first time they are mentioned
in the discussion of each item.
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7. Unless otherwise stated, all legislative references in this
Ruling are to the GST Act and all references to the regulations are to
the GST regulations.

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

9. Examples in this ruling are drafted on the assumption that the
entity that makes the acquisition mentioned in subregulation
70-5.02(2) is not entitled to an input tax credit except to the extent it
is so entitled under Division 70.

Date of effect

10. This draft Ruling represents the preliminary, though
considered view of the Australian Taxation Office. This draft may
not be relied on by taxpayers or practitioners. When the final Ruling
is officially released, it will explain our view of the law as it applies
from 1 July 2000.

11. The final Ruling will be a public ruling for the purposes of
section 37 of the Taxation Administration Act 1953 and may be
relied upon, after it is issued, by any entity to which it applies.
Goods and Services Tax Ruling GSTR 1999/1 explains the GST
rulings system and our view of when you can rely on our
interpretation of the law in GST public and private rulings.

12. If the final public ruling conflicts with a previous private
ruling that you have obtained, the public ruling prevails. However,
if you have relied on a private ruling, you are protected in respect of
what you have done up to the date of issue of the final public ruling.
This means that if you have underpaid an amount of GST, you are
not liable for the shortfall prior to the date of effect of the later
ruling. Similarly, you are not liable to repay an amount overpaid by
the Commissioner as a refund.

Background

13.  Goods and Services Tax Ruling GSTR 2002/2 deals with the
treatment of financial supplies and acquisitions, including those to
which regulation 70-5.02 applies, in some detail. Relevant parts of
GSTR 2002/2 are reproduced or summarised in the background to
this Ruling.! This Ruling also discusses some other concepts
introduced and discussed in GSTR 2002/2. The reasoning underlying

' Particularly paragraphs 198 to 278 excluding paragraphs 217 to 222.
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the treatment of these concepts is consistent with GSTR 2002/2
although not necessarily expressed in the same terms.

14. In some cases, acquisitions that relate to making financial
supplies may attract a reduced input tax credit, even though no input
tax credit would arise under Division 11. These acquisitions are
reduced credit acquisitions®, and are listed in regulations 70-5.02 and
70-5.02B.

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

GSTR 2000/22 (determining the extent of creditable purpose for
providers of financial supplies).*

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

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

18.  For the purposes of subsection 70-5(2), the GST regulations
specify that the percentage of the input tax credit for each reduced
credit acquisition is 75%.°

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

Is subregulation 70-5.02(2) inclusive or exclusive?

20. Division 70 of Part 4-2 of the GST regulations provides an
exhaustive list of items that are reduced credit acquisitions for the

2 Subsection 70-5(1).

3 An acquisition or importation is not for a creditable purpose to the extent that the
acquisition or importation relates to making other input taxed supplies or is of a
private or domestic nature.

* See paragraphs 80 to 90 of GSTR 2000/22.

> Subsection 70-5(1A).

6 Subsection 70-5(2), regulation 70-5.03.
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purposes of Division 70 of the GST Act. However, some of the
things listed under items are listed on an ‘inclusive’ basis.

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

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

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

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

25. To give an item its correct context, each paragraph in the
item needs to be read with reference to the commencing words of the
item. For example, an ‘archive destruction service’ mentioned in
item 2(a) is a processing service and a reduced credit acquisition if it
is a destruction service ‘in relation to archived account information
for an account provider’. This means that a service acquired to
destroy account information for an account provider is a reduced
credit acquisition. However, the acquisition of services to destroy
other papers, records or assets does not come within the item and is
not a reduced credit acquisition.

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

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

® Ttems 1, 9, 23 and 24 of subregulation 70-5.02(2).

" Re Proprietary Articles Trade Association of South Australia Inc. [1949] SASR
88; Lippett v. Robertson [1953] SASR 13; In the Estate of Nicholas [1955] VLR
291 and Cuisenaire v. Reed (1962) 5 FLR 180, YZ Finance Co. Pty Ltd v.
Cummings (1964) 109 CLR 395, Cohns Industries Pty Ltd v. Deputy Federal
Commissioner of Taxation (Cth) (1979) 37 FLR 508 at 511 per Young CJ,
Starke and Gray 1J; Marsal Pty Ltd & Ors v. Comptroller of Stamps (Vic) (1982)
82 ATC 4536.
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Apportioning acquisitions

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

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

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

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

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

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

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

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

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

33. To have a sufficient nexus, the activities of the entity must
have an identifiable association with the supply that goes beyond a
mere general association. An identifiable association does not mean
that the activities have to be directly linked to the supply, however it
does require that there be a substantial connection so as to exclude
activities that are only generally related. The activities must relate to
and assist a particular supply, not merely contemplated supplies. In
the absence of this identifiable association, an entity will not be a
financial supply facilitator of the supply of the interest.

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

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

36. The term financial supply facilitator is specific to
subregulation 70-5.02(2) and to those items listed in the

12 Based on the Macquarie Dictionary (3" Edition) definition of facilitate ‘to make
easier or less difficult; to help forward (an action, a process etc)’.
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subregulation. The term is defined in regulation 40-5.07. The
services acquired from financial supply facilitators that are eligible
for a reduced input tax credits are outlined in the relevant items in
subregulation 70-5.02(2). For the purposes of these items, if a
financial supply facilitator does not provide the specific service
mentioned, the service is not a reduced credit acquisition. For
example, an entity may be a financial supply facilitator in relation to
the supply of an interest in an account, but the service it provides
will not be a reduced credit acquisition unless it is the service of
opening, issuing, closing, operating, maintaining, or performing a
transaction in respect of, the account."

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

37. The concept of financial supply facilitator rests on an
understanding of what is the provision, acquisition or disposal of a
financial interest. Regulation 40-5.02 provides that an interest is
anything that is recognised at law or in equity as any form of
property.14

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

39. This view is supported by judicial decisions that look to the
relevant legislation for assistance in interpreting the term property.
The fact that a right is not assignable does not mean that it cannot be
a proprietary right."”

When does an acquisition relate to making a financial supply?

40. Where a financial supply provider acquires the services of a
financial supply facilitator to effect a financial supply, the
complexity of the transaction may require that the facilitator supply
services over an extended period. The financial supply provider is
entitled to reduced input tax credits from the time it forms the

' Subregulation 70-5.02(2) item 1.

14 See paragraph 78 of GSTR 2002/2.

S FC of Tv. Orica Limited (1998) 194 CLR 500; 98 ATC 4494; (1998) 39 ATR
66; [1998] HCA 33; (1998) 154 ALR 1; (1998) 72 ALJR 969, National Trustees
Executors & Agency Co. of Australasia Ltd v. FC of T (1954) 91 CLR 540 at
583 and ICI Australia Ltd v. FC of T (1996) 68 FCR 122; (1996) 33 ATR 174;
96 ATC 4680.
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intention to make a financial supply. That is, the financial supply
provider does not have to wait until the financial supply has been
concluded before the entitlement arises.

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

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

42. Something that is used in making a reduced credit acquisition
is not, for that reason, a reduced credit acquisition.17 This means that
an input used by a supplier in providing something that is a reduced
credit acquisition in the hands of the recipient, is not itself a reduced
credit acquisition.

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

Ruling with explanation

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

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

'® See Goods and Services Tax Ruling GSTR 2000/24.
' Subregulation 70-5.02(3).
' Subsection 70-10(3).
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46. To determine whether it is entitled to a reduced input tax
credit for a particular acquisition, an entity needs to establish
whether the supply in relation to which the acquisition was made
would be a financial supply. Financial supplies are input taxed under
subsection 40-5(1) and, consequently, acquisitions relating to these
are not for a creditable purpose under paragraph 11-15(2)(a)."”” The
entity should then determine whether the acquisition is mentioned in
the table in subregulation 70-5.02(2). If so, it is a reduced credit
acquisition and gives rise to a reduced input tax credit under
subsection 70-5(1), provided it is not excluded by

subsection 70-5(1A).

Acquisitions that attract reduced input tax credits:
general

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

48. Subsection 70-5(1) states that the regulations may provide
that certain acquisitions that relate to making financial supplies can
give rise to an entitlement to a reduced input tax credit.
Subregulation 70-5.02(1) indicates that acquisitions mentioned in
subregulation 70-5.02(2) are those which give rise to this
entitlement. The use of the expression an acquisition ... that relates
to making financial supplies in subregulation 70-5.02(1) clarifies
that, from the range of acquisitions that relate to making supplies
that would be input taxed, regulation 70 applies only to acquisitions
by financial supply providers.

The use of ‘and’

49. The term and when used in the table in regulation 70-5.02, is
non-cumulative. This means that each acquisition co-joined to
another by and is to be read separately. These word strings are not to
be read as requiring all of the things listed to be acquired together.

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

50. Items 1 to 5 are grouped under transaction banking and cash
management services. Each of these items deals with a different set
of acquisitions by account providers, including providers of

' Subject to subsections 11-15(3), (4) and (5).
% Regulation 70.5.01.
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accounts to which paragraph (b) of the definition of account in the
Dictionary®' to the regulations (the Dictionary) applies.

Account

51.  For the purposes of the regulations, the expression account
has the meaning given by the Dictionary. Paragraph (a) of the
definition establishes the meaning of account for the purposes of
item 1 of subregulation 40-5.09(3) and subregulation 40-5.09(4).
Paragraph (b) of the definition extends the meaning to include
accounts with institutions other than authorised deposit-taking
institutions (ADIs). Accounts offered by non-ADIs fall within the
scope of the definition where the requirements of subparagraphs (i)
to (ii1) of the definition are satisfied in relation to the account
offered.

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

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

Account provider

54.  Account provider refers to any entity that supplies another
entity with an interest* in an account. In this context, an account
provider also refers to any entity that supplies or has supplied an
entity with an interest in an account whatever that account’s current
status.

*! Regulation 3 of the GST regulations.
*2 Interest is defined by regulation 40-5.02.
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Item 1

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

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

55.  An acquisition is a reduced credit acquisition under item 1
where it is the acquisition of the service of opening, issuing, closing,
operating, maintaining, or performing a transaction that is:

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

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

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

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

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

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

60. The use of the expression in respect of in item 1 indicates
that the requisite connection between the service and an account is a
broad one. Consequently, item 1 contemplates services (of opening,

2 Club Motor Insurance Agency Pty Ltd v Sargent (1969) 118 CLR 658.
** The Trustees Executors & Agency Co Ltd v Reilly [1941] VLR 110 at 111.
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issuing, closing, etc) that are directly or indirectly connected to an
account.

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

Example 1 — chemist sub-agency of a bank

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

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

Example 2 — reward point account

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

65. The reward point account established by Big is not an
‘account’ within the scope of item 1. As there is no amount recorded,
the account-holder can not have the right to repayment of an amount
credited, which is a fundamental requirement of an account under
item 1.
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66. The acquisition of services of opening, issuing, closing,
operating, maintaining or performing transactions in respect of the
reward point accounts by Big is not a reduced credit acquisition
under item 1.

Example 3 — telephone call centre service

67.  Big supplies its customers with a reward program in
conjunction with its supply of a charge card facility. The reward
program element is ancillary to the charge card facility which is the
dominant element of the transaction. (The reward program
represents a marginal proportion of the cost of the total package,
and the right to reward program membership enables the customer
to better enjoy the benefits of the charge card facility.)

68. Big outsources its charge card customer service telephone
operations, to Third Generation Phone Services (Third Generation).
Third Generation is responsible for handling all charge card and
reward program account queries. These queries involve Third
Generation performing certain account-related transactions (for
example, account balance, account correction, account closing and
reward point redemption transactions). Third Generation is able to
distinguish between charge card and reward program account
related queries/transactions.

69. Third Generation is a financial supply facilitator, and the
services it supplies are specified in item 1. However, in part, these
activities relate to a reward program account that is beyond the
scope of item 1. Consequently, Big makes a reduced credit
acquisition under item 1 of only those services relating to its charge
card accounts.

70.  As Third Generation can identify individual parts of the
supply it makes to Big, Big is making a mixed acquisition from Third
Generation. The acquisition of Third Generation’s services in
relation to the charge card accounts is a reduced credit acquisition
under item 1, as it relates to opening, issuing, closing, operating,
maintaining or performing transactions on account information.

71.  Big’s acquisition of Third Generation’s services in relation
to the reward program is not a reduced credit acquisition as the
reward program account is not an account for the purposes of
item 1. As Big has made a mixed acquisition, it is not entitled to
reduced input tax credits for the part that relates to the reward
program.
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Example 4 — Internet banking facility: reduced credit acquisition

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

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

Example 5 — Internet banking: not a reduced credit acquisition

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

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

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

76.  In this example, Dog-Gone Dotcom is merely establishing
connections that will allow customers to directly navigate their way
to RiverBank’s Internet banking facility and the service they provide
does not meet the requirements for a reduced credit acquisition
under item 1.
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Item 2

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

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

(c) processing and manipulation of information relating to
accounts, including information about transactions to which item 7
applies

77.  An acquisition is a reduced credit acquisition under item 2 if
it is the acquisition of processing services in relation to account
information for account providers. Any reference to an account in
this item is a reference to an account described in paragraph 51.

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

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

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

Approach 1 - paragraphs provide examples

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

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

Approach 2 - paragraphs add to the meaning

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

84. Other acquisitions by the account provider in relation to their
account information are examined in light of this narrower meaning
of processing services.

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

86.  The view adopted in this Ruling is that the paragraphs add to
the meaning of the term, but only to the extent of the specific
inclusions. Processing services has its normal meaning, and each of
the things in items 2(a) to 2(c) is a processing service by specific
inclusion. Things not specifically mentioned are only reduced credit
acquisitions if they are processing services under the normal
meaning of that expression, and are in relation to account
information for an account provider. (Please note that this preferred
approach is consistent with the view expressed in GSTR 2002/2,
although the item is expressed as being ‘illustrative’.)

Processing services

87.  Processing services is to be read as a single term, rather than
as two separate and distinct words. This is supported by the fact that
the phrase processing services occurs in a number of items (for

example, items 2, 5 and 14) while the words processing and services
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occur individually in other items (for example, items 7 and 8). It is
reasonable to conclude that the expression processing services is to
be read differently from processing on its own.

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

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

J the ordinary or general understanding of the
expression; and
. the context in which it is used.
90. The word services, when interpreted in conjunction with the

word processing, is more than an alternative to supply. It implies
responsibility for processing functions. The fact that an entity with
responsibility for the processing functions in relation to account
information sub-contracts the performance of processing activities to
a third party, does not alter the conclusion that an acquisition of
processing services has been made from the principal entity.

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

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

Information technology (IT) outsourcing agreements

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

94.  Predominantly, this processing is performed electronically
and may be undertaken by the financial supply provider itself on
facilities it controls, or on facilities which are controlled by a facility
manager. Alternatively, the financial supply provider may contract

> A number of sales tax cases consider the meaning of process or processing.
However, as the sales tax context is the manufacture of goods, the judgments
cannot be applied meaningfully to processing services.
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another party to do the processing. That is, it may outsource its
processing to a provider of IT outsourcing services.

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

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

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

97.  Financial supply providers may outsource a single function,
for example, credit card processing, or their whole IT department
under a complex IT outsourcing agreement. Furthermore, financial
supply providers may outsource parts of their processing to different
IT outsourcing service providers. For example, a bank may
outsource the proofing”’ of transaction vouchers such as cheques and
deposit slips to one IT provider, and outsource the processing of the
data produced from the proofing process against customers’ accounts
to another IT provider.

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

item 2 applies.

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

%8 Definition of IT outsourcing contained in ‘Leading Commercial Practices for
Outsourcing of Services’ a report by the United States General Accounting
Office to the Chairman and Ranking Minority Member, Subcommittee on
Readiness and Management Support, Committee on Armed Services, U.S.
Senate, November 2001.

*7 Proofing involves the recording of the transactions in a form which is suitable
for later processing against the customers’ account.



Draft Goods and Services Tax Ruling

GSTR 2003/D3

FOlI status: draft only - for comment Page 19 of 143

Complex IT outsourcing agreements

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

101.  Because of their nature, complex IT outsourcing agreements
also include the acquisition of services that fall beyond the scope of
item 2, or any of the other items listed under subregulation
70-5.02(2). These acquisitions include IT services which support the
financial supply provider’s corporate functions such as internal
accounting, procurement, human resource management or payroll
functions, supply of telecommunication services and contract
management services.

102.  Where the acquisitions under a complex IT outsourcing
agreement include services listed as reduced credit acquisitions in
regulation 70 (including processing services to which item 2
applies), the financial supply provider is entitled to a reduced input
tax credit to that extent. The financial supply provider is required to
apportion the consideration under the IT outsourcing agreement on a
fair and reasonable basis, between listed reduced credit acquisitions
(including item 2 processing services) and other acquisitions to
determine its entitlement to input tax credits.

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

104. An examination of all of the circumstances surrounding the
agreement will provide the information required to distinguish
between agreements that include only the supply of capacity, and
those that include the supply of processing services.
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105. The distinction between an acquisition of computing time or
capacity and an acquisition of processing services is one of fact and
degree. To assist entities to make the distinction, the table below sets
out the essential features commonly found in the two types of
arrangements. The table is not intended to be used to determine
whether any particular function in isolation is, or is not, a reduced
credit acquisition for the purposes of item 2. It will be necessary to
consider all of the features of an arrangement in relation to the
functions listed in the table to discern its true character. The presence
or absence of a single feature is not necessarily conclusive.

Processing Services table

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

Hardware

Owns hardware or Yes Yes

leases from the owner

Provides infrastructure Yes Yes
for hardware

Responsible for repairs Yes Yes
and maintenance of
hardware

Infrastructure
Software

Supplies operating Yes Yes
system/infrastructure
software

Installs operating Yes Yes
system/infrastructure
software

Application Software

Undertakes sociability No Yes
(compatibility) testing
of application software
and upgrades

Installs application No Yes
software




Draft Goods and Services Tax Ruling

GSTR 2003/D3

FOlI status: draft only - for comment Page 21 of 143

Operations

Schedules operations No Yes
including batch
processing where
applicable

Schedules maintenance | Yes with agreement Yes
activities of acquirer

Has responsibility for No Yes
services levels to
customers of acquirer

Responsible for No Yes
availability of online
channels that process
customer transactions
(e.g. Internet, ATM,
point of sale)

Decides how it will No Yes
deliver service levels

Responsible for tools No Yes
and processes to
monitor service level
delivery and any delays

Manages changes to No Yes
production environment

Responsible for No Yes
management of disaster
recovery planning and

execution

Provision of help lines May be help lines Yes
and training regarding for infrastructure,

processing otherwise no.

Example 6 — complex IT outsourcing agreement — including a
processing service

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

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

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

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

110.  An examination of the functions mentioned in the service
schedule establishes that, amongst other things, Systemtronics has
responsibility for and control over the processing of Turnup’s data.
This confirms that Turnup acquires processing services rather than
IT capacity from Systemtronics.

111.  Under the complex IT outsourcing agreement, Turnup makes
a reduced credit acquisition of processing services to which item 2
applies, to the extent the processing is of Turnup’s account
information. To the extent the processing services involve
processing of data that is not account information (for example,
Turnup’s payroll, human resource, procurement, management, and
accounting data), the acquisition of those processing services is not
a reduced credit acquisition under item 2 or any other item in
subregulation 70-5.02(2). Turnup’s acquisition of contract
management and telecommunication services from Systemtronics
under the complex IT outsourcing agreement is also not a reduced
credit acquisition.

Example 7 — IT outsourcing agreement - acquisition of processing
capacity

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

113.  Century Bank provides the application software, determines
when it needs to use the computing capacity, and is responsible for
availability of the online channels to process customer transactions.
1t is also responsible for monitoring service level delivery and
delays. In this way, Century Bank is responsible for, and has control
over, the processing of its ATM and EFTPOS transactions.

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

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

In relation to

116. The words in relation to, as used in item 2, are not defined in
the GST Act and should be read in the context in which they appear.

The courts have ruled that the term is to be interpreted in accordance
with the intent of the relevant statute. In Hatfield v. Health Insurance
Commission®, at page 491 Davies J stated:

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

117. In the context of item 2, the expression in relation to is not
intended to convey the widest possible connection between
processing services and account information. Rather, the processing

* Hatfield v. Health Insurance Commission (1987) 15 FCR 487.
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service and the account information are related, for the purposes of
item 2, where there is an identifiable (as opposed to general)
association between them. Item 2 therefore does not apply to those
processing services that have only a general association with account
information.

Account information

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

° the name and address of the account holder;

o type of account;

° the balance in the account;

° interest earned;

o fees and charges;

o transaction summaries of such things as deposits and
withdrawals;

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

o information about transactions to which item 7

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

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

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

120.  When read in isolation, the component words archives and
storage refer respectively to ‘the non-current documents or records
relating to the activities...”*” of an entity, and ‘the act of storing’.>
However, when read as a single expression, archives storage
connotes more than mere storage of non-current documents and
records. The expression implies a large scale and the provision of
particular expertise, being the skill and judgment required to ensure

information is properly preserved and readily accessible.

121.  An archives storage service for the purposes of item 2(a)
involves both the performance of functions concerned with the
storage of physical and/or electronic non-current documents or
records of an entity and the provision of expertise in the field of
archives storage. The acquisition of an archives storage facility, as
distinct from the archives services themselves, is not a reduced credit
acquisition under this item.

122. An acquisition that is an archives storage service for item 2(a)
is only a reduced credit acquisition where it is also in relation to
account information for an account provider.

Example 8 — archives storage service

123.  The Vanderlay Archiving Services Company (Vanderlay)
contracts with financial institutions to provide archives storage
services. The service involves Vanderlay staff packing documents
(including microfiche, magnetic tapes and optical imaging
materials) into appropriate storage containers, labelling,
cataloguing, and transporting containers to Vanderlay’s archives
storage facility and storing them in the Vanderlay facility.

124.  The Lipmann Building Society (Lipmann) engages Vanderlay
to provide these services in relation to its customer account
statements in microfiche and magnetic tape form. Vanderlay
invoices Lipmann for the initial packaging, removal and storage,
itemising the cost of the containers, labels and transportation.
Vanderlay invoices Lipmann for the storage of the archived
materials each month.

125.  The provision of an itemised invoice doesn’t necessarily
indicate separate acquisitions of the things itemised. Lipmann’s
acquisition of the invoiced items is the acquisition of archives
storage services. The acquisition is a reduced credit acquisition
under item 2, as the archives storage service is in relation to account
information for an account provider.

* The Macquarie Dictionary (3™ Edition).
3% The Macquarie Dictionary (3™ Edition).
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Example 9 — not an archives storage service

126.  The Fine & Dandy Credit Union (Fine & Dandy) rents a
storage locker from We Store It P/L. Fine & Dandy uses the locker
to store surplus furniture and to archive material that includes
account information.

127.  We Store It is supplying a facility that merely enables Fine &
Dandy to store its archive materials. This is not the provision of an
archives storage service for the purposes of item 2(a).

Archives retrieval service

128.  The expression archives retrieval service, similarly to the
expression archives storage service, has a more specific meaning
than suggested by the terms archives and retrieval. It implies a
service involving the retrieval of non-current documents or records
presently stored in an archives facility.

129.  An archives retrieval service for the purposes of item 2(a)
involves the recovery of physical and/or electronic non-current
documents or records from the place in which the documents or
records are stored in an archives facility.

130. The service may also include the delivery of the documents
or records; however, this is not the case where the delivery is not
part of a service that includes recovery from the archives facility.
The acquisition of a transportation service is not a retrieval service
under this item

131.  An acquisition that is an archives retrieval service in item
2(a) is only a reduced credit acquisition under item 2 in relation to
account information for an account provider.

Example 10 — archives retrieval service: physical documents

132.  In addition to supplying archives storage services, for a
separate fee, Vanderlay Archiving Services (Vanderlay) provides a
document retrieval service. Vanderlay locates and extracts specific
documents and arranges for their delivery to clients on demand. The
fee charged by Vanderlay for this service includes packaging and
freight costs.

133.  The Serenity Now Building Society (Serenity) stores its non-
current account records with Vanderlay. It also acquires
Vanderlay’s retrieval services as required. Serenity instructs
Vanderlay to retrieve all of the account records for a particular
customer. As this service is an archives retrieval service in relation
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to account information for an account provider, Serenity makes a
reduced credit acquisition under item 2.

Example 11 — archives retrieval service: documents in an electronic
form

134.  The Clayburn Mercantile Bank (Clayburn) stores its account
information with Datatronics which provides a data-warehouse
service to clients. Datatronics also offers a data retrieval service for
a separate fee. When Clayburn wishes to take advantage of this
service, it e-mails Datatronics with a request detailing the specific
data to be retrieved and specifying whether the data is to be
formatted in a particular way. Datatronics locates, formats and
downloads the data into a secure file and e-mails it to Clayburn.

135.  The service acquired by Clayburn is an archives retrieval
service that is in relation to account information for an account
provider. Clayburn makes a reduced credit acquisition under
item 2.

Example 12 — not an archives retrieval service

136.  The Easy Credit Company Ltd (Easy) engages Speedy
Couriers to pick up a box of credit account related documents from
the premises of Vanderlay Archiving Services.

137.  Easy is acquiring a courier service rather than a retrieval
service, and is not making a reduced credit acquisition under item 2.
Although the courier service completes the process of retrieval and
delivery, the delivery of the documents has no element of archives
retrieval.

Example 13 — not an archives retrieval service: access to a
database

138.  Infotronics supplies data-warehouse services to clients with
direct 24 hour access to its database, so they can retrieve and
download data themselves. Each time a client accesses the database,
Infotronics charges the client an access fee.

139.  The service acquired by Infotronics’ client is not an archives
retrieval service for the purposes of item 2(a). The client is acquiring
the means by which it can retrieve the data, rather than Infotronics
retrieving the data for the client. The service acquired from
Infotronics for which the access fee is paid is not a reduced credit
acquisition.
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Archives destruction service

140.  An archives destruction service, in the context of item 2(a),
is the service of destruction or deletion of physical or electronic
documents or records presently stored in an archives storage facility.
The acquisition of an archives destruction service requires that the
documents, physical or electronic, are destroyed rather than merely
disposed of. Examples of destruction include the incineration,
shredding, or recycling of paper-based records, and the permanent
deletion of electronic records.

141.  An acquisition, that is an archives destruction service in item
2(a), 1s a reduced credit acquisition where it is in relation to account
information for an account provider.

Example 14 — archives destruction service

142.  In addition to supplying archives storage and retrieval
services, for a separate fee, Vanderlay Archiving Services
(Vanderlay) provides a document destruction service. Vanderlay
locates and extracts documents, arranges for their secure
transportation to the destruction site and their secure destruction on
request, subject to a client’s standing authority. The fee charged by
Vanderlay for the archives destruction service includes packaging
and freight costs.

143.  The Grey Suit Building Society (Grey Suit) archives its
non-current account records with Vanderlay. From time to time, it
also acquires Vanderlay’s destruction services where account
information files have reached their destruction date. Vanderlay
extracts the relevant account information files from its filing range
and packages the documents into secure bins. Vanderlay then
transports the bins to a council owned incinerator where it oversees
the physical destruction of the files.

144.  As this service is an archives destruction service and is in
relation to account information for an account provider, the
acquisition of this service by Grey Suit is a reduced credit
acquisition under item 2.

Example 15 — not an archives destruction service

145.  The Credit It Credit Union (Credit It) contracts with Tenor
Rubbish Removers (Tenor) to dispose of its shredded confidential
documents. This involves Tenor unloading the contents of Credit It’s
specially marked bins into its truck and dumping the contents into a
secured rubbish site.
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146.  In this instance, Credit It acquires a garbage disposal service
rather than an archives destruction service, as Tenor does not
destroy the documents. The acquisition of the garbage removal
service is not a reduced credit acquisition under item 2.

Processing both account and non-account information for an
account provider

147.  Where an archives storage, retrieval, or destruction service
relates to documents or records that do not contain account
information, this service is outside the scope of item 2. However,
where the service is in relation to both account and non-account
information, a proportion of the service may give rise to a reduced
credit acquisition under item 2.

148. We accept that in these circumstances, it may not be
practicable to determine the relative proportions of account and
non-account information being processed. In this case, we may not
require the entity to apportion between account and non-account
information stored, retrieved or destroyed where it can establish that
it has made a single acquisition of these services.

149. We consider that an account provider has made a single
acquisition, the dominant part of which is an archives storage,
retrieval, or destruction service in relation to account information, in
certain circumstances. These circumstances exist where the entity
establishes that a minor or ancillary part’' of the information being
processed is information other than account information. This can be
established by examining a representative sample of the documents
or records being processed through a storage, retrieval or destruction
service.

Example 16 — archives storage service in relation to information that
is partly account information

150.  The Pennypacker Bank (Pennypacker) engages Vanderlay to
provide it with archives storage services in relation to its head office
documents. These documents are a mixture of account information
spreadsheets and human resource management files.

151.  Pennypacker makes a reduced credit acquisition under

item 2 where Vanderlay’s archives storage service relates to account
information. Because the archives storage service also relates
partially to non-account information, Pennypacker needs to
determine whether its acquisition is predominantly in relation to
account information, or non-account information. Pennypacker

3! See paragraphs 247 to 256 in GSTR 2002/2 for a discussion of what is a ‘minor’
or ‘ancillary’ part.
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determines from a representative sample of information being
processed that non-account information represents only a minor
component relative to account information.

152.  As the proportion of non-account information being
processed is minor in comparison with the proportion of account
information, Pennypacker has made a single acquisition of archives
storage services in relation to account information. Pennypacker
makes a reduced credit acquisition under item 2.

Item 2(b) — statement processing and bulk mailing

153.  The acquisition of statement processing and statement bulk
mailing is the acquisition of processing services for the purposes of
item 2. An acquisition of these services is a reduced credit
acquisition if it is in relation to account information for an account
provider.

Statement processing

154.  Statement processing involves a methodical set of actions
directed towards the production of an account summary (statement)
including an electronic account summary. The acquisition of
statement processing services is a reduced credit acquisition if it is in
relation to account information for an account provider.

155.  An acquisition of the means to perform statement processing
(for example, a software package) is not an acquisition of statement
processing for the purposes of item 2(b). This is because the entity
supplying the capability is not actively processing the statements.

Example 17 — statement processing

156. The Commercial Internet Bank (CIB) provides account-
holders with on-line access only to their account statements. The
preparation, production and up loading of the on-line account
statements has been outsourced to Springer Enterprises (Springer).
Via direct access to CIB’s account database, Springer downloads
the relevant monthly account information, constructs the account
statements and loads the information onto CIB’s website. Account-
holders can then view their account statement and print it out if they
wish.

157.  While Springer’s services are performed electronically, they
consist of a systematic series of actions directed at producing
account statements for CIB. CIB’s acquisition from Springer is
Statement processing in relation to account information for an
account provider and is a reduced credit acquisition under item 2.



Draft Goods and Services Tax Ruling

GSTR 2003/D3

FOlI status: draft only - for comment Page 31 of 143

Example 18 — not statement processing

158.  Square Ox Solutions (SOS) supplies consultancy services and
customised software tools which provide clients with the capability
to produce, publish and collate their own documents (including
account statements) in house. Clearwater Bank engages the services
of SOS to provide it with this capability.

159.  SOS is merely providing Clearwater Bank with statement
processing capability rather than a service of statement processing.
Clearwater Bank’s acquisition from SOS is not a reduced credit
acquisition under item 2.

Statement bulk mailing

160.  Statement bulk mailing is a term used for a range of services
directed at preparing a large number of account statements for
posting. Statement bulk mailing does not include postal services for
the delivery of statements to account holders.

161. A statement bulk mailing service may include, but is not
limited to, the following activities: printing, collating, folding,
trimming; enveloping of statements; complying with the
requirements for entitlement to discounts; addressing, bar-coding,
sorting and lodgment of mail items.

162.  An arrangement may also involve the bulk mailing service
provider paying the postal charge and incorporating this cost into the
overall fee for bulk mailing services rendered. Under this
arrangement, the postal services have been supplied to the account
provider, but paid by the entity supplying the statement bulk mailing
services. The acquisition of the postal services is not part of the
acquisition of statement bulk mailing.

163.  An acquisition of bulk mailing is a reduced credit acquisition
under item 2 if it is in relation to account information for an account
provider.

Example 19 — statement bulk mailing service

164.  Bulky Services offers specialised services including printing,
collation, folding, enveloping, mail preparation and documentation,
lodgment, sorting and delivery to certain customers.

165.  Sackamento Building Society (Sackamento), produces 10,000
monthly customer account statements in electronic form, but
outsources the subsidiary activities associated with the bulk creation
and lodgment of the statements to Bulky Services. For a fee that
includes the postage fees paid by Bulky Services on behalf of
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Sakamento, Bulky Services prints, collates, folds, envelopes, sorts
and lodges with the mail service provider, the mail items containing
customer account statements.

166.  The acquisition made by Sackamento is a reduced credit
acquisition under item 2 as it is an acquisition of statement bulk
mailing in relation to account information for an account provider.
However, the portion of the fee attributable to Sakamento’s postage
expenses is not consideration for the supply of statement bulk
mailing.

Example 20 — statement bulk mailing

167.  Ausletter, the mail service provider, also offers specialised
services including printing, collation, folding, enveloping, mail
preparation and documentation, lodgment, sorting and delivery to
certain customers. Ausletter provides these services for a fee which
includes a postal charge, but is not wholly a postal charge.

168.  Sackamento acquires the services of Ausletter to print,
collate, fold, envelope, sort and deliver 10,000 mail items containing
customer account statements.

169.  In this instance, Sackamento has made a mixed acquisition of
something that is a reduced credit acquisition (statement bulk
mailing) and something that is not (mail delivery services).
Sakamento is entitled to a reduced input tax credit only in respect of
that part that is statement bulk mailing.

Example 21 — not statement bulk mailing (mail delivery service)

170.  Tigerland Credit Union (Tigerland) produces its account
statements in-house (approximately 10,000 a month). It also does its
own enveloping, sorting to the requirements of the mail service
provider and lodges the mail items at the bulk mailing centre of that
mail service provider. Tigerland is entitled to a discounted postage
fee as the bulk mail items are sorted to the requirements of the mail
service provider.

171.  In this instance, Tigerland acquires from the mail service
provider a mail delivery service in respect of bulk mail items. This
service is not a bulk mailing service for the purpose of item 2(b), as
it doesn’t involve any of the activities specified in paragraph 161
that characterise bulk mailing. Tigerland has acquired a mail
delivery service for which a postage fee is charged and not an
acquisition of statement bulk mailing services that is a reduced
credit acquisition under item 2.
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Example 22 — not statement bulk mailing (pick-up by mail service
provider)

172.  Following from the previous example, instead of lodging the
bulk quantity of account statements, Tigerland engages the mail
service provider to pick up the mail items from its premises. The fee
charged by the mail service provider includes the transport costs
and the postage fee (less the discount). The character of the
acquisition made by Tigerland is still of a mail delivery service that
in this instance, includes ancillary transportation services. The
acquisition does not constitute a statement bulk mailing service for
the purposes of item 2.

Item 2(c) — processing and manipulation of information relating to
accounts, including information about transactions to which
item 7 applies

173.  An acquisition of processing and/or manipulation of
information relating to accounts, including item 7 transactions, for an
account provider are processing services for the purposes of item 2.
Item 2(c) is a specific inclusion that adds to the meaning of
processing services, but only in relation to the specific inclusion.

174. That is, for the purposes of item 2, processing services
includes processing and/or manipulation activities directed towards
achieving a specific outcome. Item 2(c) extends the range of
information that may be the subject of processing and/or
manipulation to information about transactions to which item 7
applies. A listing of these transactions is provided in item 7.

175. The acquisition of data processing services that include
responsibility for a manipulation outcome, or processing and/or
manipulation of information about transactions to which item 7
applies are processing services under item 2(c). Services acquired
under a complex IT outsourcing agreement are processing services
only if they fall within item 2(c) or are processing services as
described in paragraphs 87 to 92.

176. In the context of item 2 the words processing and
manipulation are to be read as processing and manipulation services.
The words processing and manipulation take their ordinary
meanings, and respectively refer to the doing of ‘a systematic series
of actions directed to some end’*?, and skilful or artful handling,
management, or use.”

32 The Macquarie Dictionary (3" Edition).
33 Drawing on the Macquarie Dictionary (3" Edition) definitions for manipulate
and manipulation.
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177.  We consider that processing in item 2(c) has the same
meaning as processing services except that the processing outcome
is in respect of information relating to accounts which includes
information to which item 7 applies.

178.  Similarly, manipulation refers to services performed by an
entity, where the entity is responsible for handling, managing or
using with skill, in some process or performance, information
relating to accounts, including information to which item 7 applies.

179. In the context of item 2, information relating to accounts and
information about transactions to which item 7 applies, is account
information. An acquisition of the service of processing and/or
manipulation of account information is a reduced credit acquisition
under item 2 where the service is acquired by an account provider.

180.  The fact that an entity with the responsibility for the
processing and/or manipulation of account information sub-contracts
the performance of these activities to a third party, does not alter the
conclusion that an acquisition of processing and/or manipulation has
been made from the principal entity.

181.  An acquisition that provides the means by which processing
and/or manipulation occurs, without the supplier being responsible
for and having control over particular processing and/or
manipulation functions, is not a reduced credit acquisition for the
purposes of item 2.

182.  Alternatively, it has been argued that, if what is produced is
processed data, then what is acquired from the entity that facilitated
the processing is processing and/or manipulation of data. This
applies whether the processing is provided actively or by provision
of interactive hardware and software.

183.  Under this view, the acquisition of access to hardware and
software that enables the entity to produce processed data itself
would also be a reduced credit acquisition. However, we consider
that the acquisition of processing capacity is not the acquisition of
processing and manipulation of information relating to accounts.

Example 23 — processing service under item 2(c)

184.  The Boom to Bust Building Society (Boom to Bust) entered
into an outsourcing agreement for its cheque-processing function
with BTK Ltd from 1 July 2001. Under the agreement, BTK Ltd is
responsible for value-encoding and sorting the cheques into those
drawn on Boom to Bust and those drawn on other financial
institutions, arranging clearance of the cheques, settling Boom to
Bust’s net position, and posting debits and credits to Boom to Bust
customer accounts.
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185.  BTK Ltd electronically processes and manipulates
information relating to both Boom to Bust accounts and cheque
transactions. The acquisition of these services is an acquisition that
comes within the scope of item 2(c). BTK Ltd does not merely
provide Boom to Bust with the capacity to process and/or
manipulate its own data electronically. BTK Ltd is responsible for
the processing and manipulation of Boom to Bust’s data.

186. As BTK is responsible for providing Boom to Bust with a
processing and manipulation outcome, the acquisition made by
Boom to Bust has the character of a service of processing and
manipulation. The other requirements of item 2 are also satisfied as
the processing and manipulation is in relation to account
information for an account provider. Boom to Bust makes a reduced
credit acquisition under item 2 in respect of its acquisition from BTK
Ltd.

Example 24 — acquisition of processing capacity

187.  ComdAccess provides small regional building societies with
computer services in relation to the operation of savings accounts.
These services involve the provision of access to customised software
loaded on a ComAccess computer server which facilitates the
processing of account information. The data is input by building
society tellers.

188.  The provision of access to the software and hardware is a
service acquired by the building societies. However, the acquisition
is not the processing and/or manipulation of information relating to
accounts, because ComAccess is not responsible for performing any
operations on account information. ComAccess merely provides the
building societies with the capacity to electronically perform
processing and/or manipulation of their own account information.
As such the acquisition of computer services from ComAccess is not
a reduced credit acquisition under item 2.

Item 3

Acquisition of transaction cards by card account providers

189.  An acquisition under item 3 is a reduced credit acquisition if
it is the acquisition of transaction cards by card account providers.
The scope of item 3 depends on the meaning given to the
expressions transaction cards and card account providers.
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Transaction cards

190. The expression transaction cards has the meaning given in
the Dictionary.”* The Dictionary provides that transaction card
means a debit card, charge card, credit card or smart card. The
items listed are articles that enable their holder to perform a range of
financial/account related functions, such as acting as a payment
instrument for the acquisition of goods and services, facilitating the
deposit or withdrawal of money into or from an account, or
recording financial transactions.

191.  This contrasts with an article that acts as a means of verifying
some particular entitlement or clearance. Examples are a cheque
card which, for the purposes of making a payment by personal
cheque, evidences that the holder has passed a credit-worthiness test
and a card that enables access to a secured area (for example, a
security card). These articles are not transaction cards within the
Dictionary meaning of the term, and the acquisition of them, in
whatever state, is not a reduced credit acquisition under item 3.

192. Item 3 excludes the acquisition of articles that are not
operational as transaction cards. In this context, operational is taken
to mean an article that has the capacity to be functional as a
transaction card subject to a final security activation process. The
bulk acquisition of card blanks that require further processing before
use is not the acquisition of transaction cards for the purposes of
item 3. However, card blanks may be acquired as part of an
agreement under which cards are supplied and prepared for use by
the card provider over a period of time. Although there is a
staggering of the processing activities, the acquisition under the
agreement is the acquisition of transaction cards.

193.  Underlying the supply of a transaction card is the
performance of a number of specialised services directed towards
making the card operational. These activities may include, but are
not limited to, artwork design, application of magnetic strips,
processing, loading, encryption and protection of data/password/pin
numbers, and embossing and personalisation of card holder details.
The supplier may also include the cost of mailing cards to account
holders in the price of the supply. Where these processes are
undertaken as part of the supply of transaction cards they merely
represent inputs into the acquisition of the transaction cards and are
not separate acquisitions.

** Regulation 3.
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194. However, one or more of these activities acquired other than
as part of the acquisition of transaction cards is not an acquisition
within the scope of item 3.%

Example 25 — acquisition of transaction cards

195.  Under an agreement between State Federation Credit Union
(State) and Cardtrans, Cardtrans is engaged to provide State with
operational debit cards. However, the details of the agreement
specify that State is able to take possession of the debit card blanks
and have Cardtrans perform the processing services of embossing,
magnetic strip insertion, and data lodgment at a time, or times, of its
choosing.

196.  In this case, notwithstanding that processing services are
supplied independently, the substance of the agreement provides for
the acquisition of operational transaction cards, and is therefore an
acquisition within the scope of item 3.

Example 26 — not an acquisition of transaction cards

197.  Sandy Bank acquires I million card blanks and subsequently
engages Card Service Ltd to install magnetic strips on the card
blanks.

198.  Sandy Bank’s acquisition of the services of Card Service Ltd
is beyond the scope of item 3 as it represents an acquisition of a
service that is not part of the acquisition of transaction cards.

Card account providers

199. Item 3 further requires that the acquisition of transaction
cards be made by card account providers. The word card should be
read as a reference to transaction cards and, therefore, has the same
meaning. The expression card account providers is a reference to an
ADI or a non-ADI financial institution that provides its customers
with an account (other than an account that records non-monetary
balances) that is linked to a debit, charge, credit or smart card that it
supplies.

3> However, this may be a reduced credit acquisition under another item of
subregulation 70-5.02(2).
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Example 27 — acquisition of transaction cards by card account
providers

200. The Park Avenue Department Store (Park Avenue) offers
customers a charge account facility that operates through the use of
a charge card. Upon the approval of an application, successful
applicants receive a Park Avenue charge card and a terms and
conditions brochure separately.

201.  Park Avenue customers are supplied with a new charge card
(and terms and conditions brochure) under an agreement between
Park Avenue and Iclonic Industries (Iclonic). Under the terms of the
agreement, Iclonic produces and distributes new Park Avenue
charge cards. The invoice issued by Iclonic to Park Avenue is for
the production and distribution of charge cards. The invoice
itemises the costs attributable to each part of the process including:
card blanks; artwork; magnetic strips, data management;
personalisation; and collation, enveloping, dispatch and mailing.

202.  Park Avenue is a card account provider that has acquired
transaction cards (charge cards) from Iclonic. The acquisition made
by Park Avenue falls within the scope of item 3 and is a reduced
credit acquisition. The service of packaging and distributing the
cards (and terms and conditions brochures) to card account holders
by Iclonic is ancillary to the acquisition of the transaction cards and
does not have the character of a separate acquisition by Park
Avenue. The other specific costs itemised on the invoice merely
represent the inputs that Iclonic has applied in making the supply,
and are not separate acquisitions made by Park Avenue.

Item 4

Acquisition of passbooks, deposit and withdrawal forms and
cheques and chequebooks by account providers

203. An acquisition under item 4 is a reduced credit acquisition
where it is the acquisition by an account provider of one or more of
the articles listed. The range of item 4 depends on the meaning
attributed to each of the listed articles and the expression account
providers.

204. Item 4 deals with articles that are a means of facilitating or
recording transactions on an account. As the articles are not defined
in the GST Act or regulations, each takes the meaning by which it is
understood in the financial services industry.
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Passbooks

205. Within the financial services industry, a passbook is a book
issued by an account provider to an account-holder, which records
deposit and withdrawal transactions. The acquisition of passbooks is
a reduced credit acquisition under item 4 where the acquisition is
made by an account provider.

Deposit and withdrawal forms

206. For the purposes of item 4, the use of and, between the words
deposit and withdrawal is merely for the purpose of listing similar
articles and allows for separate acquisitions of deposit or withdrawal
forms.

207.  Deposit forms and withdrawal forms are forms with blank
spaces for the insertion of deposit or withdrawal related information
that facilitates deposits into or withdrawals from an account.

208. The scope of item 4 includes the following documents,
provided they have the characteristics discussed in paragraph 207:

J agency/sub-branch deposit or withdrawal slips;
o ATM and non-teller deposit envelopes;

o deposit and/or withdrawal books; and

o term deposit, prepayment, redemption and

reinvestment forms.

209. The acquisition of deposit or withdrawal forms is a reduced
credit acquisition under item 4 where an account provider makes the
acquisition.

Cheques

210. The term cheque has a legal meaning provided by subsection
10(1) of the Cheques Act 1986. Subsection 10(1) states:

A cheque is an unconditional order in writing that:

a. is addressed by a person to another person, being a
financial institution and

b. is signed by the person giving it; and

c. requires the financial institution to pay on demand

a sum certain in money.
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211.  In this context, the term cheque incorporates bank cheques,
bank drafts and traveller’s cheques.”®

212.  The acquisition of cheques is a reduced credit acquisition
under item 4 where an account provider makes the acquisition.

Chequebooks

213. A chequebook is a book consisting of a number of cheques.
The acquisition of chequebooks is a reduced credit acquisition under
item 4 where an account provider makes the acquisition.

Incorporations and additions

214.  The acquisition of passbooks, books of deposit or withdrawal
slips, cheques and chequebooks may incorporate specialised services
directed towards personalising, encoding or safeguarding the article.
Where such services are acquired as part of the acquisition of the
article, they are merely inputs into the acquisition of the article and
are not separate acquisitions.

215.  The acquisition of passbooks, books of deposit/withdrawal
slips and chequebooks may also include the acquisition of ancillary
items such as inserts (for example, inserts that specify government
charges), and wallets. Where such items are acquired as part of the
acquisition of the articles they are ancillary to, and part of, the single
acquisition of the articles. Any of these items acquired independently
of the acquisition of the things mentioned in item 4 are not reduced
credit acquisitions under that item.

Example 28 — acquisitions covered by item 4

216.  The Bricks & Mortar Building Society (Bricks & Mortar) has
a contract with Financial Stationery Supplies (FSS) to supply it with
all of its stationery needs (including the supply of savings account
passbooks, savings/cheque/term account deposit and withdrawal
forms and chequebooks). Each month, FSS gives an invoice to
Bricks & Mortar detailing the type and quantity of, and individual
charges for, the stationery items supplied during the month.

217.  Inrespect of its supply of passbooks, deposit and withdrawal
forms and chequebooks, FSS also details costs associated with
personalising, encoding, and securing these articles and the costs
attributable to the production of passbook and chequebook inserts.

3% Section 5 of the Cheques Act 1986.
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218.  Bricks & Mortar has made a separate acquisition of each of
the items detailed on the FSS invoice except those items that are
inputs into the acquisition of passbooks, deposit and withdrawal
forms, chequebooks and inserts for passbooks and chequebooks.

219.  Bricks & Mortar has made a mixed acquisition from FSS as
it includes the separate acquisition of items that are reduced credit
acquisitions under item 4. To determine its entitlement to input tax
credits, Bricks & Mortar must apportion the GST inclusive total of
the consideration for those acquisitions between those, for which it is
entitled to a reduced input tax credit, and those for which it is not.

Item 5

Processing services in relation to account applications for account
providers, including providing credit reference and credit scoring
assessment

220.  An acquisition under item 5 is a reduced credit acquisition if
it is the acquisition of processing services in relation to account
applications by an account provider. Item 5 also includes the
acquisition of the service of providing credit reference assessment
and credit scoring assessment services in relation to account
applications for account providers.

221.  The scope of item 5 depends on the meaning of the
expressions: processing services, in relation to; account
applications; account providers, credit reference assessment and
credit scoring assessment.

Processing services

222.  The expression processing services is explained at
paragraphs 87 to 92. That is, the expression processing services
implies the entity has the responsibility for the processing, and is
either actively involved in or engages other entities to take an active
role in the processing.

In relation to’’

223.  Processing services are in relation to account applications in
the context of item 5, where there is an identifiable association
between them, as opposed to general association.

37 The expression ‘in relation to’, is explained at paragraphs 116 to 117 in the
discussion of item 2.
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Account applications

224.  Account applications are any formal request, in written or
electronic form, to open an account.

Example 29 — acquisition of processing services in relation to
account applications

225.  The Dominant Bank has an agency arrangement with the
Central West Rural Transaction Centre (CWRTC). Under the
agency agreement, CWRTC opens saving accounts for Dominant
Bank customers for which it receives a fee each time a new account
is opened. CWRTC is responsible for processing the account
applications (including those received electronically) which involves
a series of verification and clerical steps. For this service, CWRTC
receives a fee, regardless of whether the application is approved or
not.

226. In acquiring this service, Dominant Bank makes a reduced
credit acquisition under item 5 as it is an account provider and
acquires processing services that have an identifiable association
with account applications.

Example 30 — acquisition of Internet-based application processing
service

227.  Fraternity Bank (Fraternity) sells home loans using
employees known as mobile lending consultants. From an
applicant’s residence the consultant can, through their laptop
computer, arrange for an electronic loan application (which
incorporates a re-draw loan account facility) to be conditionally
approved within minutes. This is achieved by the consultant
accessing a customised Internet-based application processing
service provided by Laptop Apps Corp.

228.  From the data input by the consultant, Laptop Apps Corp
processes the application. It accesses internal and external
databases to obtain a credit history, score the credit information and
evaluate the score relative to Fraternity’s credit policy. Laptop
Apps Corp then feeds the result (on-line) back to the consultant. For
each Internet driven application processed, Laptop Apps Corp
charges Fraternity a fee based on the time taken to perform the
processing.

229.  In acquiring these services, Fraternity makes a reduced
credit acquisition under item 5 as it is the acquisition of processing
services in relation to account applications for an account provider.
Laptop Apps Corp’s service may also be a reduced credit acquisition
under item 14(a).
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Example 31 — not an acquisition of processing services in relation to
account applications

230.  Magic Credit Union (Magic) offers credit card products to its
customers. Magic purchases from Design-ldeas, a customised
software package which automates both the application and decision
making processes. The software package provides Magic with the
ability to: capture and record application details, access external
credit bureau databases, score credit information, and automatically
apply data for decision-making purposes. The package also includes
regular software up-grades and software support services.

231.  Magic has not made a reduced credit acquisition under
item 5. This is because Design-Ildeas is not responsible for the
processing of account applications and has no active role in the
processing. It is merely supplying Magic with capacity in the form
of software (and related software support services).

Credit reference assessment

232.  For the purposes of item 5, the expression credit reference
assessment has a technical meaning derived from its use in the
financial services industry. In this context, credit reference
assessment refers to a written or electronic report, which details the
credit history of a particular entity, for risk management purposes.
A service of providing a credit reference assessment will normally
involve the supplier accessing, (including through a credit bureau),
public and/or private databases, which store credit reference data.

Credit scoring assessment

233.  The expression credit scoring assessment has a technical
meaning derived from its use in the financial services industry. In
this context, credit scoring assessment is a written or electronic
report which details a numerical score attributable to a particular
entity for the objective of predicting the risk associated with a
particular application the entity has made. The credit score is
normally derived from statistically derived algorithms which are
applied against credit reference data. The scoring process may be
customised to accommodate the particular needs of a customer.

234. In a credit reference or credit scoring assessment service the
entity providing the service is actively involved in the steps or
actions that contribute to the production of the report. The fact that
the account provider acquires a fully automated service, or deals
with the supplier purely through an electronic interface, does not
alter the conclusion that a processing service has been acquired.
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235. An acquisition of the capacity to perform credit reference
assessments or credit scoring assessments by the account provider,
or initial access to a particular credit bureau database for which an
access fee is charged, is not the acquisition of a processing service
for the purposes of item 5. However, where the fees are ongoing,
even if they are called access fees, they may be for the acquisition of
a processing service under item 5.

Example 32 — credit reference assessment service

236.  Exchange Credit Union (Exchange) is a subscriber to
Riskinfo’s credit reference service. Exchange accesses the service
through Riskinfo’s website each time an Exchange customer applies
for a credit card product. It logs onto Riskinfo’s credit reference
page and inputs relevant client information which is downloaded to
Riskinfo. Riskinfo then performs credit bureau database searches
and compiles the results into a credit reference report, which is
downloaded to Exchange. Riskinfo charges a set fee for each credit
reference report it produces for Exchange.

237.  Exchange is an account provider and makes a reduced credit
acquisition under item 5 as the acquisition of a credit reference
assessment is an acquisition that is a processing service in relation
to account applications.

Example 33 — not a credit scoring assessment service

238.  The Hamptons Credit Union (Hamptons) in-sources the
credit scoring assessment function in relation to its account
applications. It acquires from Tedesco Ltd a customised software
package that provides it with this capability.

239.  The acquisition in this circumstance is one that provides
Hamptons with the capacity to perform its own credit scoring
function. The acquisition is not a reduced credit acquisition under
item 5, as it is not the acquisition of a processing service in relation
account applications.

Payment and fund transfers services

240. Items 6, 7, and 8 are grouped under payment and funds
transfer services and deal with the services provided within payment
systems. Payment system is defined as a funds transfer system that
facilitates the circulation of money™, including any procedures that
relate to the system.

% As defined in the Dictionary section of the regulations (regulation 3).
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241. Within this context, a funds transfer system generally includes
the following elements:

. participants (as defined in the Dictionary);

. instructions to make a payment;

o the instruments or means to facilitate a payment;

o the infrastructure to convey the payment instructions;
and

o activities associated with clearing and settling the

payment instructions.

Item 6
Supplies to which the following payment system fees relate:

(a) fees charged by the operator of a payment system to a participant
in the system;

(b) fees charged by a participant in a payment system to a third
party in relation to access to the system;

(c) fees charged between participants in a payment system

242.  An acquisition under item 6 is a reduced credit acquisition
where it is an acquisition of a supply to which a payment system fee
that comes within the scope of items 6(a) to 6(c) relates. The range
of item 6 depends upon the meanings given to the expressions
payment system, operator of a payment system, participant in a
payment system and third party.

Payment system

243.  The term payment system can be used to refer to the wider
Australian financial system. However, its use in item 6 pertains to
those specific systems established to facilitate the circulation of
money. This involves the circulation of:

° cash;

. cheques (including bank cheques/drafts/warrants and
travellers cheques);

J direct entry transactions (that is, bulk direct credit and
direct debit transactions);

. payment cards (that is, debit, credit and charge
cards); and

o stored value or smart cards (other than those cards

which are not linked to accounts provided by an
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Australian ADI in connection with an account
mentioned in item 1 in the table in subregulation
40-5.09(3)).

244.  For the purposes of item 6, a payment system includes, but is
not limited to, a system or network that facilitates the transfer of
funds through the following transactions:

o cheque transactions;

o direct entry transactions;

o debit/credit/charge card transactions;

o automated teller machine (ATM) transactions;

o electronic funds transfer at point of sale (EFTPOS)

transactions;
o third party bill payment transactions; and
o GiroPost transactions.

Operator of a payment system

245.  As the expression operator of a payment system is not
defined in the GST Act or regulations, its meaning is derived from
the context in which it is used. In the context of item 6, operator of
a payment system is taken to mean any entity engaged in a business
of providing a payment system. Generally, such an entity establishes
the rules and procedures of the system, markets the system and acts
as guarantor for the payment obligations entered into by those
entities who are granted access to participate in the system.

Participant in a payment system

246. The expression participant in a payment system takes its
meaning from the Dictionary definition of a participant. The
definition is:

a person who is a participant in the system in accordance with the
rules governing the operations of the system.

247. A participant in this context is a financial intermediary that
provides payment services to customers (such as, a bank, building
society or credit union). Consequently, the customers of financial
intermediaries, such as account holders and merchants, are not
participants in a payment system for the purposes of item 6.

248.  Entities that are not granted access to a payment system but
benefit from a relationship with a participant (for example, entities
that enter into co-branding arrangements or provide participants with
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sales or third party processing services) are also not participants for
the purposes of item 6.

Third party

249.  In the context of a payment system, a third party is an entity
charged a fee by a participant in relation to access to the system.
Third party refers to merchants that require access to payment
systems from financial intermediaries to offer customers payment
options for the purchase of goods and services. The fees are
commonly known as merchant fees.

Item 6(a) — fees charged by the operator of a payment system to a
participant in the system

250.  Acquisitions of supplies to which item 6(a) relate include, but
are not restricted to, those to which the following fees apply:

J membership/participation fees;
. authorisation fees;

° services fees;

° marketing fees;

o risk management fees; and

. multi-currency fees.

These acquisitions by a participant in a payment system from the
operator of the payment system are reduced credit acquisitions under
item 6(a).

Item 6(b) - fees charged by a participant in a payment system to a
third party in relation to access to the system

251.  Acquisitions of supplies to which item 6(b) relate include but
are not restricted to, those to which the following fees apply:

. fees® from merchants for sales processed by credit
and debit cards;

° services fees;

° merchant annual fees;

) merchant transaction fees;

o merchant monthly processing fees;

% Including those fees that are expressed as a discount.
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o imprinter and card terminal rental;
o fees for installation and management of terminals; and
o charges to merchants for telecommunications line
rental.

These acquisitions by a third party from a participant in a payment
system are reduced credit acquisitions under item 6(b).

Item 6(c) - fees charged between participants in a payment system

252.  Acquisitions to which item 6(c) relate include but are not
restricted to, those to which the following fees apply:

o interchange fees on issuer (financial intermediaries)
and acquirer (financial intermediaries) transactions;

o fees for services between participants;
o direct entry fees for bulk corporate payment services;
and

These acquisitions between participants in a payment system are
reduced credit acquisitions under item 6(c).



Draft Goods and Services Tax Ruling

GSTR 2003/D3

FOI status: draft only - for comment Page 49 of 143

Diagram — how a payment system operates

253. The following diagram explains how a payment system
operates:

Credit card payment system
Operator of a credit card
< Payment system v
¢ participation /* <« v participation
RCA Item 6(a)’ K : RCA Iltem 6(a)
- feesfor
participation
participant |.’ participant
fees RCA ltem 6(c) (bank that
(bank that , provides
[ |issuescard) |,  Semvices acquiring |
. A
credit : . acquisition of
No arangement ' navment of ' selvices service RCA
RCA via creglit " debit bal. foes ltem 6(b)
to card . + interest (if applicable) .
customer . + fee (if applicable)
Third party
Customer - _ payment by credit card - p| (merchant-
acquires credit uires
card from . fr
—\  ieeui supplies servcesfrom | |
Issuing bank acquiring
bank

Item 7

Processing, settling, clearing and switching transactions of the
| following kinds:

(a) direct credit and debit;

(b) other credit and debit transactions;

(c) charge, credit and debit card transactions;
(d) cheque;

(e) electronic funds transfer;

() ATM;

(g) B-pay,
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(h) Internet banking;,
(i) GiroPost;

(j) the SWIFT (Society for Worldwide Interbank Financial
Telecommunications) Payment Delivery System

254.  An acquisition under item 7 is a reduced credit acquisition
where it is the acquisition of a service of processing, settling,
clearing and/or switching one or more of the transactions in items
7(a) to 7(j). In this context, a relevant acquisition need not include
all of the mentioned activities for it to be a reduced credit acquisition
under item 7.

255. The scope of item 7 depends on the meaning attributed to the
expressions processing, settling, clearing, switching and the
transactions described in items 7(a) to 7(j). The glossaries to this
ruling and to GSTR 2002/2 explain the meanings of the transactions
described in items 7(a) to 7(j).

256. Item 7 deals with the acquisition of specialised services that
facilitate the transfer of funds within a particular payment system.
The acquirer of such services is usually an entity that offers payment
services to its customers.*” The means by which a relevant service is
performed has no effect on whether the acquisition is a reduced
credit acquisition under item 7.

257. However, the acquisition of the means by which processing,
settling, clearing or switching occurs is not a reduced credit
acquisition under item 7. For example, the purchase of a software
licence (and related support services) that provides a credit union
with the means to process direct entry transactions is beyond the
scope of item 7.

Processing

258. In this context, the expression processing means a systematic
series of actions directed to some end. Item 7 contemplates
acquisitions that involve a systematic series of actions that assist the
efficient movement of transactions listed in items 7(a) to 7(j) within
a payment system.

Example 34 — processing services

259.  FareCharge pays Dixieland Cabs a fee for sorting, collating
and batching Farecharge charge-card vouchers that are collected
from taxi-companies that participate in the Dixieland network. The

“0 That is, the entity that is a participant in a payment system, as defined in the
Dictionary section of the GST regulations (regulation 3).
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taxi companies receive the vouchers as payment for taxi services.
Farecharge requires Dixieland to provide these services so that its
clearing and settlement functions can operate efficiently.

260. In this instance, Farecharge has made an acquisition of a
service of processing of charge card transactions, which is a
reduced credit acquisition under item 7.

Settling

261. For the purposes of item 7, the expression settling takes its
meaning from the context of payment systems. Sett/ing refers to
specific arrangements directed towards discharging obligations owed
by a participant in a payment system. In particular, the arrangements
relate to the actual exchange of value instructions through accessing
accounts and liquid funds maintained for this purpose by the
participants in a payment system.

262. Where a participant in a payment system acquires the
services of an entity to carry out its settling obligations in respect of
one or more of the transactions listed in items 7(a) to 7(j), the
acquisition of the services is a reduced credit acquisition under

item 7.

Clearing

263. Initem 7, the expression clearing takes its meaning from the
context of payment systems. Clearing refers to arrangements that
facilitate the presentment and exchange of payment instructions and
the calculation of claims for settlement between participants in a
payment system.

264. Clearing may occur within a participant’s enterprise where
the accounts to be debited or credited are held within the same
financial institution. It may occur directly between participants in a
payment system through a bi-lateral clearing arrangement or through
a clearing house. Clearing houses are established to manage and
administer clearing systems for particular types of payment
transactions (multi-lateral clearing arrangement).

265. Where a participant in a payment system acquires the
services of an entity to carry out its clearing obligations in respect of
one or more of the transactions listed in item 7(a) to 7(j), the
acquisition of such services is a reduced credit acquisition under
item 7.

266. Services for which fees are paid to an entity that manages and
administers a clearing system, are not reduced credit acquisitions
under item 7.
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Example 35 - clearing and settlement services

267. Middleman Credit Card Services (Middleman) markets its
services to participants in a credit card payment system (that is,
financial intermediaries that issue credit cards (issuers) and/or enter
into arrangements with merchants (acquirers)). Middleman
undertakes all of the client’s clearing and settlement obligations in
respect of the credit card transactions initiated/accepted by a card-
holder/merchant that is a customer of the financial intermediary.

268. Middleman also supplies associated processing services in
respect of both the credit card transactions and the related credit
card account information. Practically, Middleman acts as a clearing
house for credit card transactions involving its clients and effects the
settlement of its client’s net positions. Middleman uses information
technology infrastructure to automate the performance of these
services.

269. Where a financial intermediary contracts with Middleman,
their acquisition of processing, clearing and settlement services in
respect of credit card transactions is a reduced credit acquisition
under item 7. The acquisition of processing services in relation to
credit card transaction information is a reduced credit acquisition
under item 2.

Switching

270.  For the purposes of item 7, the expression switching takes its
meaning from the context of a payment system and refers to the
routing of payment transactions to a participant in a payment system
via a facility. While a facility in this context includes the manual
routing of transactions, it is more likely to involve the performance
of this task through automated means. Switching, in this context,
also includes incidences where authorisations are sought before a
transaction is approved and the authorisation request is switched to
the relevant participant in a payment system.

271.  Where a participant in a payment system acquires the
services of an entity to switch one or more of the transactions listed
in item 7(a) to 7(j), it is a reduced credit acquisition under item 7.

Item 8
Services to a third party mentioned in paragraph 6(b), including:
(a) processing of account data; and

(b) electronic payment services
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272.  Under item 8 the acquisition of a service related to a payment
system by a third party mentioned in item 6(b) is a reduced credit
acquisition. The scope of item 8 is illustrated by the examples listed
in items 8(a) and 8(b). However, these are not the only services to
which item 8 relates. The range of the item depends on meanings of
services and third party.

Services

273.  The context of item 8, and the nature of the examples listed at
items 8(a) and 8(b), establish that the expression services is not a
reference to any service acquired by a third party mentioned in

item 6(b). Rather, the expression service, for the purposes of item 8§,
refers to a particular class of services that are ordinarily acquired by
a third party mentioned in item 6(b) as a consequence of their
involvement in a payment system. Services in this context refers to
services that relate to payment and funds transfer services within a
payment system.

Third party

274. In the context of item 8, the expression third party takes its
meaning from item 6(b). Third party refers to a merchant with
access to a payment system (for example, a life company that
accepts credit card payments for life insurance premiums).

275. Item 8 is therefore concerned with services that a merchant
obtains to facilitate their participation in a payment or funds transfer
system.

Item 8(a) - processing of account data

276. Under item 8(a), a merchant’s acquisition of the service of
processing account data is a reduced credit acquisition. In this
context, account data relates to information a merchant draws from
the acceptance of direct debit authorisations or debit/credit/charge
card instruments. Where a merchant acquires the services of an
entity to perform a systematic series of actions on account data that
achieve some end, such as the preparation of a direct debit account
file, the acquisition is a reduced credit acquisition under item 8.

Item 8(b) - electronic payment services

277. Under item 8(b) a merchant’s acquisition of electronic
payment services is a reduced credit acquisition. In this context,
electronic payment services include arrangements where a merchant
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engages an entity to operate its debit, credit or charge card facilities.
It also includes arrangements where an entity manages electronic
payment services through an Internet facility.

Example 36 - electronic payment services

278.  Beneficial Mutual Life Ltd (BML) supplies interests in life
products that are input taxed. Customers of BML can pay their life
insurance premiums on a monthly basis, by direct debit or credit
card (either by post, or the Internet).

279.  To provide this payment flexibility to its customers, BML
engages the services of Infodat Corp. Under its agreement with
BML, Infodat Corp is responsible for managing the delivery of the
electronic payment options offered to BML customers, including
BML’s Internet site. Infodat Corp’s services include carrying out all
of BML’s (merchant) payment system obligations, managing BML’s
collection of payments from its acquirer financial institution, the
preparation of direct debit account files and the
processing/switching/clearing and settlement of BML’s direct entry
and credit card transactions.

280. BML’s acquisition of Infodat’s services falls within the scope
of item 8 (electronic payment and account data processing services)
and item 7 (processing, switching, clearing and settlement of direct
debit and credit card transactions), BML’s acquisitions of these
services are reduced credit acquisitions.

Securities transactions services

281. Items 9 and 10 are grouped under securities transactions
services, and deal respectively with services by entities facilitating a
range of securities transactions, and services provided by securities
and unit registries.

Item 9

Arrangement, by a financial supply facilitator, of the provision,
acquisition or disposal of an interest in a security, including the
following:

(a) order placement and trade execution;
(b) clearance and settlement of trades,

(c) management of the issue of securities, including rights and bonus
issues;

(d) arranging flotations and privatisations;
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(e) arranging mergers and acquisitions;
(f) arranging takeover bids;

(g) performing a settlement, including issue of drafts and
encashment;

(h) other securities transactions, including lodgment, withdrawal
and exchange control;

(i) underwriting, except a matter that is described in the table in
regulation 40-5.09

282.  An acquisition is a reduced credit acquisition under item 9
where it is an acquisition of the arrangement by a financial supply
facilitator of the provision, acquisition or disposal of an interest in a
security.

283. The acquisitions listed in items 9(a) to 9(i) are arrangement
services by a financial supply facilitator. They are reduced credit
acquisitions where an entity acquires the services of a financial
supply facilitator to facilitate the provision, acquisition or disposal of
an interest in a security. Acquisitions of services other than those
listed in items 9(a) to 9(i) must also be the arrangement of the
provision, acquisition or disposal of an interest in a security by a
financial supply facilitator.

284.  The term arrangement is not defined in the GST Act or
regulations, nor does it have a specific industry meaning. Its ordinary
meaning is a ‘preparatory measure, previous plan, preparation or a
final settlement, adjustment by agreement’.*' Arrangement under
this item includes activities relating to the preparation for the
transaction, the planning of the transaction and the settlement of the
details of the transaction.

285. Typically, arrangement activities take place before the
transaction is completed. However, in some instances they may take
place after the transaction is completed. Provided the activities relate
to the arrangement of the transaction, and not to ongoing services
once it is completed, these will be arrangement for the purposes of
the item. Items 9(d), (e) and (f) also require that the service listed in
each has the character of arranging.

286. Although many activities may be undertaken as part of the
preparations for, for example, the public float of a company, not all
of these are the arrangement of the provision of an interest in
securities. Planning by the financial supply facilitator may require
that a company group restructures. However, it is the acquisition of
the planning which is the arrangement service, not the activities
involved in the restructure that is the reduced credit acquisition.

*! The Macquarie Dictionary (3™ Edition).
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Equally, due diligence activities, though part of the preparation for
the float, are not arranging for the purposes of item 9(d). This is
because due diligence by itself, does not have sufficient connection
to the ‘arrangement’ of preparing or planning a float. However,
where an entity provides due diligence activities, as part of its
services in planning or preparing a float, then it may come within
item 9(d).

287. Where an entity conducts preparatory activities as part of the
planning of and preparation for a listed transaction, these may be
part of the arrangement of the transaction. Where the entity engages
other entities to undertake parts of preparatory activities, the services
of those other entities are inputs to the supply of arrangement
services by the entity and are not, in themselves, arrangement
services.

288.  Whether or not a service is the arrangement of a transaction
depends upon the nature of the services undertaken, not the name
applied to them. For example, a merchant bank may invoice its
clients for advisory services™* for a securities transaction. If,
however, the merchant bank is a financial supply facilitator in
relation to that supply of securities, and is, in reality, supplying
arrangement services under the agreement, the acquisition of those
services is a reduced credit acquisition under item 9.

Example 37 - due diligence: reduced credit acquisition

289.  The directors of Spacey Pty Ltd (Spacey) engage Hunter
Corporation (Hunter) to arrange for a public float of Spacey’s
shares. Hunter, in the course of planning and preparing for the
float, undertakes a number of activities, including conducting due
diligence and preparing a prospectus.

290.  Hunter is supplying the service of arranging the float and is a
financial supply facilitator of the supplies of the interests in the
shares. Spacey’s acquisition of Hunter’s services is a reduced credit
acquisition under item 9.

Example 38 - due diligence: not a reduced credit acquisition

291.  The directors of Spacey Pty Ltd (Spacey) engage Hunter
Corporation (Hunter) to arrange for a public float of Spacey’s
shares. Hunter, in the course of planning and preparing for the
float, engages Stickler and Associates (Stickler) to undertake due
diligence for Spacey. Stickler provides its services to, and is paid by,
Spacey.

42 C e . . . . [
Normally, an acquisition of advisory services is not a reduced credit acquisition.
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292.  Hunter is providing the services of arranging the float of
Spacey’s shares, and is a financial supply facilitator of the supplies
of the interests in securities. The acquisition of Hunter’s services by
Spacey is a reduced credit acquisition under item 9.

293.  The services provided by Stickler are not of arranging the
provision of the interest in Spacey’s shares, but are due diligence
services. Although these services contribute towards the float, they
are not in themselves arrangement services. The arrangement
involves due diligence. Due diligence alone is not arrangement.
Therefore, Hunter’s acquisition of Stickler’s services is not a
reduced credit acquisition.

294.  The term securities is defined in the Dictionary as having the
meaning given by subsection 92(1) of the Corporations Act 2001
(the Corporations Act) (including, for example, shares or debentures
in a body, interests in a managed investment scheme). Securities,
for the purposes of regulation 70, does not have the expanded
definition found in item 10 subregulation 40-5.09(3) and does not,
therefore, include such things as an interest in the capital of a trust
(unless it is an interest in a managed investment scheme) or
partnership. The arrangement by a financial supply facilitator of the
provision, acquisition or disposal of an interest in the capital of a
trust or a partnership, other than an interest that is a security, is not a
reduced credit acquisition under item 9. However, the acquisition of
these services may be a reduced credit acquisition under another
item.

295.  Apart from item 9(i), the acquisitions mentioned in the
paragraphs do not need further explanation.

296. The term securities when used in item 9(h) also has the
meaning given by the Dictionary.

297. Item 9(i) includes underwriting, except a matter that is
described in the table in regulation 40-5.09 as an arrangement by a
financial supply facilitator of the provision, acquisition or disposal of
an interest in a security. The paragraph refers to the part of the
underwriting service that does not relate to the acquisition of
unplaced securities. This part is sometimes referred to as best
endeavours underwriting. The supply of best endeavours
underwriting is a taxable supply by the underwriter.

298. Where an underwriter agrees to make its best endeavours to
place securities, but also undertakes to take up unplaced securities,
only the part of the service not relating to the agreement to take up
the securities is a reduced credit acquisition. This is because the
agreement to take up the securities is the supply of an interest in
securities (or a derivative) as described in the table in regulation
40-5.09. The underwriter is a financial supply facilitator in relation
to the supply of the securities by the financial supply provider, and
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the placement activities of the underwriter are the arrangement of the
provision of the securities in question.

Example 39 - underwriting

299.  Grabber and Co (Grabber) agrees to underwrite a share
issue by Grandslam Limited (Grandslam). Under the agreement
Grabber will attempt to place 50 million shares, and agrees to take
up unplaced shares at $3.50 per share. The supply under the
underwriting agreement is a mixed supply.

300. Grabber supplies a placement service and an interest in
securities (or a derivative), being a put option over the unplaced
shares. The acquisition of the placement service part of the supply is
a reduced credit acquisition to Grandslam under item 9, as it is the
acquisition of the service of arranging the provision of the shares by
a financial supply facilitator of the supply.

Item 10

Securities and unit registry services to securities and unit issuers,
including:

(a) managing portfolios of assets; and

(b) allotting of share issues; and

(c) making dividend payments, and

(d) receiving application for issue of shares; and

(e) performing a redemption or capital repayment, and
() placing scrip orders; and

(¢) bonus issue, and

(h) scrip settlement; and

(i) client account processing; and

(j) transaction processing and recording; and

(k) handling investor inquiries

301. An acquisition is a reduced credit acquisition under item 10 if
it is the acquisition of securities registry or unit registry services by
an issuer of securities or units. The word and in the phrase ‘securities
and unit registry services’ in this item serves only to differentiate the
two types of registry services that may be reduced credit

acquisitions.

302. Item 10 does not require that the service provider be a
financial supply facilitator in relation to the securities or units.
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Items 10(a) to 10(k) provide non-exhaustive examples of the type of
services that are reduced credit acquisitions, provided they are also
security or unit registry services.

303. The term securities is defined in the Dictionary and has the
restricted meaning given by subsection 92(1) of the Corporations
Act. Item 10, however, specifically includes unit registry services.

304. The services that are reduced credit acquisitions under this
item are those performed by a security or unit registry for the issuer
of securities or units in relation to the units they have issued.
Because of the nature of securities registries and unit registries, it is
unlikely that the services listed in item 10 would be performed by an
entity that is not a securities or unit registry.

305. Under Chapter 2C of the Corporations Act, a company or
registered scheme is required to set up and maintain a register of
members, option holders and debenture holders. The Corporations
Act also sets out requirements for information to be kept in these
registers. Companies are permitted to have these registers
maintained by another entity.

306. Securities registry services will be provided by the entity at
which the register is located for Corporations Act purposes. These
entities are securities registries. Similarly, issuers of units may
acquire the services of a unit registry to maintain and manage their
unit registers. Unit registry services are services provided by these
registries.

307. The services provided by these registries include those
contained in items 10(a) to 10(k). These paragraphs are for the most
part self-explanatory. Item 10(a), managing portfolios of assets, is
not as readily identifiable as a type of service normally provided by a
securities or unit registry. The acquisition of this service (in
common with the others listed) is only a reduced credit acquisition
under item 10 when the management service is part of the supply of
unit registry services, and is acquired by the issuer of securities or
units held with the registry.

Example 40 - share registry services

308. Globalreg is an entity that provides registry services. It
offers, as part of its range of services, records maintenance,
transaction processing, reporting, dividend and distribution services,
shareholder and unit holder communications services (including via
a call centre) as well as specialised activities such as takeovers,
buy-backs, bonus issues and initial placement offers. Paperwise
Limited (Paperwise) is a paper recycler which has its shareholder
register maintained by Globalreg. Globalreg also maintains
Paperwise’s employee share register and administers the scheme.
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309. The acquisition of the services of Globalreg, including
administration services for the employee share scheme, is a reduced
credit acquisition under item 10, as it is the acquisition of securities
registry services by the issuer of the securities.

Example 41 - dividend payment services

310.  Paymaster Limited (Paymaster) provides a service of
processing and making bulk payments for corporate entities.
Paperblock Limited (Paperblock) is a paper manufacturer. It
maintains its own share register, but outsources the payment of its
dividends to Paymaster. Paperblock provides Paymaster with
computer based shareholder details from which Paymaster
processes the dividends and makes the payments to shareholders in
the form they have selected (by cheque, direct credit, etc).

311.  Paperblock is not making a reduced credit acquisition of the
service of Paymaster under item 10. The service is not provided by a
securities registry at which the issuer of the securities has its share
register located. It is not a securities registry service.

Loans services

312. Items 11, 12, 13, 14 and 15 are grouped under loans services.
These items deal with services acquired in the course of providing
loans, including the arranging and broking of loans, the processing
of applications, the ongoing management of the loans, dealing with
the security for the loan and loan discharge. Related insurance and
administrative activities are also included under this grouping as loan
services.

Loan

313. The expression loan in this context does not extend to other
forms of financing such as the discounting of bills, as there is
judicial authority for the view that these forms of financing do not
constitute loans.

314. The issue of whether a discounted bill was a loan of money
was considered by the Privy Council in Chow Yoong Hong v Choong
Fah Rubber Manufactory.” Lord Devlin commented that:

The business of buying bills at a discount, that is, for their value at
the date of purchase, is well known and is quite distinct from
money lending....There is here no loan of money and no promise
of repayment.

* Chow Yoong Hong v Choong Fah Rubber Manufactory [1962] AC 209.
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315.  Further, in Australian Law of Financial [nstitutions44, it is
stated at page 496:

There is some similarity between facility agreements and loans,
however bill facility agreements are not contracts for the lending of
money. The discount on the face value of the bill is not interest.

Item 11
The following supplies by a financial supply facilitator™® :

(a) loan agency services,

(b) provision of a loan facility;

(c) mortgage broking;

(d) arranging syndicated loans, and
(e) introducing and broking

316. Item 11 provides an exhaustive listing of services which can
be characterised broadly as loans services. The opening words of
the item impose a condition that the services listed must be provided
by a financial supply facilitator.

317. The acquisition of services not mentioned in items 11(a) to
11(e) are not reduced credit acquisitions under item 11. However,
they may be covered by another item in subregulation 70-5.02(2).

Item 11(a) — loan agency services

318. There is no technical, legal or industry meaning for loan
agency services and therefore takes its ordinary meaning.

319. The word loan is not defined in the GST Act or regulations.
However, the glossary in GSTR 2002/2 describes a loan as:

a credit arrangement under which the lender provides the use of
its funds on specified terms under a business contract. Loans may
be made in Australian or foreign currency.

320. Asitem 11(a) refers to loan agency services, item 11 applies
only to those services provided by entities that are financial supply
facilitators authorised to act as agents on behalf of a principal.

321. The acquisition of loan agency services must have a
sufficiently close nexus with the relevant supply, that is, one which

* Blay, Sam and Clarke, Eugene, Australian Law of Financial Institutions, 2™ Ed.,
Harcourt Brace & Co, NSW, 1996, page 496.
* The term financial supply facilitator is discussed at paragraphs 31 to 36.
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goes beyond a mere general association®® and must assist the supply,
rather than the financial supply provider.

322. A loan agency service under item 11 is a service supplied by
a financial supply facilitator acting with the authority of the financial
supply provider of a loan. These services include representing a loan
product to customers, but not, for example, merely advertising a loan
product on behalf of a lender.

323.  For the purposes of item 11(a), a loan agency service is
provided in relation to the supply of a particular loan or loans. The
supply of a service which may advance the interests of a lender
generally in making loans available to borrowers, is not a loan
agency service for the purposes of item 11. Such a service does not
have a sufficient connection with the supply of a particular interest
or interests.

Loans made through a third party

324. Confusion about an entity’s role in a loan transaction may
result where a loan is provided to a borrower in a tripartite
arrangement. Where the loan funds move from the lender to the
entity’s own accounts and then to the borrower, the entity may not be
a financial supply facilitator, but may be a financial supply provider
in its own right of an interest in a credit arrangement. The entity in
this circumstance is not providing loan agency services when it on-
lends the money.

325. Rather than there being a single financial supply of an
interest in the credit arrangement from the lender to the borrower,
there are two separate financial supplies of an interest in a credit
arrangement from the lender to the entity and from the entity to the
borrower. That is, one supply from the lender to the entity and
another supply from the entity to the borrower. *’

326. Whether the entity is an agent or a principal in relation to the
supply and consequently whether it is the financial supply provider
or financial supply facilitator, depends upon the circumstances of the
transaction.

327. Some indicators of the existence of a loan agency (whereby
the third party is a financial supply facilitator) arrangement are
where:

o a clear agency agreement is in place;

J the third party does not lend its own funds;

%6 Paragraph 259 of GSTR 2002/2.
*7 For the purposes of this discussion, we ignore the possible acquisition supplies.
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. if the borrower defaults on the loan, the original
lender, rather than the third party will take action
against the borrower;

. the third party receives commission income from the
original lender in respect of the loan; and

o the security for the loan is held by the original lender.

Example 42 - loan made through a financial supply facilitator

328.  MoneyCo enters into an agency agreement with WhamBam
Loans to offer WhamBam loan products to borrowers. MoneyCo
sources a borrower, Jane Smith, who wishes to borrow $150,000 to
acquire a property. MoneyCo assists Jane in completing loan
application, and the property is mortgaged to WhamBam.

329.  On settlement, WhamBam places the $150,000 into
MoneyCo’s account so that the funds can be made available to Jane.
Thereafter, Jane makes monthly repayments to WhamBam. MoneyCo
receives a 2% commission up-front on the loan from WhamBam, and
a 1% trailing commission on the monthly repayments.

330.  The acquisition of MoneyCo'’s services by WhamBam is a
reduced credit acquisition under item 11(a).

Example 43 - loan made as principal rather than agent

331. Sloane Loans acquires wholesale loans from WhamBam into
its own account and on-lends the funds to borrowers. Sloane Loans
is approached by Jane Brown for a $200,000 loan to fund the
acquisition of a property. Sloane Loans acquires an interest in a
mortgage over Jane’s property as security for the loan, and borrows
$200,000 from WhamBam at wholesale interest rates in order to on-
lend to Jane.

332.  Sloane Loans is the financial supply provider of an interest in
a credit arrangement in respect of the loan made to Jane, and
WhamBam is a financial supply provider in respect of the wholesale
loan to Sloane Loans.

Example 44 — loan agency services

333.  Reetaler Ltd operates a chain of department stores and
provides customers with the option of borrowing money to make
purchases. The loans are supplied to Reetaler’s customers by,
Eazicredit Ltd, under an agreement between the two entities.
Reetaler Ltd’s staff suggest the loan product to customers, assist
them to fill out the application form, and lodge it with Eazicredit Ltd.
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Eazicredit Ltd pays Reetaler Ltd a commission on each loan
agreement Reetaler enters with a customer.

334. Eazicredit Ltd is acquiring a loan agency service from
Reetaler Ltd. This is a reduced credit acquisition under item 11(a).

Item 11(b) - provision of a loan facility

335. The expression loan facility is not a defined term in the GST
Act or regulations. According to the Australian Dictionary of
Banking and Finance:

facility is a generic term in financial circles for any type of
financial accommodation e.g. overdraft, fixed term loan, leasing,
provided to customers.*®

336.  This paragraph refers to provision in the sense of making
available a loan facility on behalf of the lender, rather than the actual
supply of a funded loan. Funds may be made available to be drawn
down without the borrower ever exercising the right to draw those
funds down.

Item 11(c) - mortgage broking

337. The Macquarie Dictionary defines a broker to be a
‘middleman or agent’.** Brokers may also be referred to as
intermediaries (see paragraphs 372 and 615). Mortgage brokers may
introduce borrowers to a range of different lenders or, alternatively,
may introduce a range of different borrowers to lenders. For the
purposes of this item, either the borrower or the lender may make a
reduced credit acquisition when they acquire the service of mortgage
broking. There is no requirement that the broker is in an agency
relationship with the entity acquiring its services, but it must be a
financial supply facilitator in relation to the loan.

338.  Entities that bring together information about loans from a
range of different lenders, and assist borrowers to choose and apply
for a loan are known, variously as mortgage brokers, introducers or
originators. These entities do not themselves lend money and the
borrower generally pays the entity no fee for its services.

339. There are a number of different arrangements under which a
lender may acquire the services of a mortgage broker in supplying
loans. The following paragraphs outline the most common of these
arrangements.

* Shanahan, Kevin, Australian Dictionary of Banking and Finance, LBC
Information Services, 1997.
¥ Macquarie Dictionary (3™ Edition).
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340. An entity may source loans, that is, they may generate loan
applications from borrowers seeking to fund the acquisition of
property, and submit them to either a mortgage manager or a lender.
The entity may have no further involvement in the loan. This entity
is a mortgage broker. The acquisition of their services by a financial
supply provider is a reduced credit acquisition under item 11(c).

341. An entity may source loans, submit them to a lender for
approval and then manage the loan on behalf of the lender. This
entity is a mortgage broker and manager. The acquisition of their
services by a financial supply provider is a reduced credit acquisition
under item 11(c) as well as under item 15.

342.  An entity may source loans on behalf of a lender, but have a
delegated lending authority which allows them to approve loans
themselves on behalf of the lender, then manage them for the lender.
This entity is also described as a mortgage broker and manager. The
acquisition of their services by a financial supply provider is a
reduced credit acquisition under item 11(c) and item 15.

343. TItem 11(c) covers the services of mortgage brokers only.
Brokerage in relation to non-mortgage loans is covered by
item 11(e).

Example 45 — mortgage broking

344.  Albatross Loans is a non-bank financial services company
which represents a range of lenders with competitive loan products.
The range of lenders includes banks, credit unions, mortgage
managers and building societies. Albatross provides loans to home
buyers. Big Bank Ltd, one of the panel of lenders whose loan
products are introduced and brokered by Albatross, writes numerous
mortgage loans through Albatross Loans and pays a trailing
commission to Albatross.

345.  The acquisition of services for which the trailing commission
is paid to Albatross is a reduced credit acquisition under item 11(c).

Item 11(d) — arranging syndicated loans

346. Essentially, a syndicated loan is a large loan made by a
group of banks to a single borrower.>

347. A syndicated loan originates where a borrower issues a
mandate letter in favour of a bank, authorising the bank to arrange
the loan on its behalf. This bank is generally called the lead bank
and it is the lead bank’s role to seek the necessary finance from other

* Dictionary of International Banking and Finance Terms, Financial World
Publishing, United Kingdom, 2001.
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lenders. This involves the lead bank entering into a negotiation
process with other lenders.”’ Where the lead bank participates in the
syndicate as a lender, it is a financial supply provider in its own
right.

348.  Where the lead bank undertakes the supply of arranging the
syndicated loan for the borrower, the acquisition of this service is a
reduced credit acquisition under item 11(d).

349.  Arranging in the context of this item must be by a financial
supply facilitator. The lead bank normally has a role in managing
and negotiating terms with the borrower and may assist the borrower
in procuring relevant information for the other potential syndicate
members. As such, the lead bank is a financial supply facilitator in
relation to the supply of loans by the other participants.

350. The service of arranging a syndicated loan typically ends
when the loan contract has been entered into with all of the relevant
parties. This is normally when the loan documentation is signed and
executed. However, certain activities that take place after this time
may still be part of the arranging of syndicated loans. An example of
this is a post completion evaluation of the lead bank’s performance
in arranging the syndicated loan.

351.  Once the loan documentation is executed the lead bank may
be appointed as the agent of the other syndicate members to provide
them with further services. Where these services include providing
information and reports, channelling funds advanced by the lenders
to the borrower and distributing repayments among the members, the
lead bank is providing loan agency services covered by item 11(a).

Item 11(e) — introducing and broking

352. The expression introducing is not defined in the GST Act or
the Dictionary and therefore takes its ordinary meaning. The
expression broking is explained at paragraph 337.

353.  For the purposes of item 11, a supply of introducing must be
by a financial supply facilitator, which requires that the service is
directed towards a specific supply. It follows that introducing
borrowers to lenders in a general sense is not sufficient to satisfy this
requirement.

354. Item 11(e) does not include the word loan or loans. As such,
the paragraph could be read as any supply of introducing and
broking by a financial supply facilitator, regardless of whether it is a
supply in relation to a loan or some other financial product.
However, given the context of item 11(e), which is an item headed

' O’Donovan, James, Lender Liability, LBC Information Services, NSW, 2000.
>2 The lead bank may also be a financial supply provider in its own right.
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‘loans services’, we consider that the introducing and broking
services referred to are services provided in relation to loans.

355. Introducing services are typically (though not exclusively)
supplied as an incidental element within a supply of another service.

Example 46 — introducing by a financial supply facilitator

356. SouthBank is a large non-bank financial institution offering
mortgage home loans. SouthBank enters into an arrangement with a
real estate franchise, Metro Real Estate Ltd, under which Metro
introduces home buyers to SouthBank’s loan products exclusively,
and refers their details directly to SouthBank. SouthBank has agreed
to pay Metro 3400 for each loan written through an application
received via Metro. In relation to each of these applications, Metro
is a financial supply facilitator.

357.  The acquisition of introduction services by SouthBank from
Metro Real Estate Ltd is a reduced credit acquisition under
item 11(e).

Example 47 — not an introduction service by a financial supply
facilitator

358.  Western Loan Bank Ltd (Western) has an agreement with
House Mart Ltd (House Mart), a national real estate franchise to
advertise its home loan products in their weekly auction booklets.
Western pays House Mart $30,000 for 12 months of advertising. This
advertising may introduce Western to prospective borrowers.

359.  House Mart is not a financial supply facilitator as there is no
close connection between the services supplied by House Mart and
particular supplies of interests in loans made by Western. The
acquisition is not a reduced credit acquisition under item 11(e).

Item 12

Lenders mortgage and title insurance

360. Lenders mortgage insurance insures the lender against loss if
the borrower is unable to repay the loan. If the property is sold on
default, and the sale proceeds do not pay out the loan in full, the
insurer may be required to pay the balance of the loan (and then may
seek recovery from the borrower).

361. Lenders title insurance indemnifies a lender against loss in
respect of the lender’s interest in the mortgage and the security
property in the event of a dispute regarding title to the property.
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362. Where a registered mortgage lender acquires either of these
supplies, it makes a reduced credit acquisition under item 12.

Item 13

Loan protection insurance

363. Loan protection insurance may be acquired either by a
borrower or a lender. Such insurance is taken out to ensure the
repayment of a loan in the event of the borrower being unable to
repay it.

364. In some cases, loan protection insurance provides cover in
the event of the borrower’s death or permanent disablement. In such
cases, the acquisition of loan protection insurance may be an
acquisition of life insurance. An acquisition of life insurance
business to which subsection 9(1) of the Life Insurance Act 1995
applies is an acquisition of an input taxed financial supply under
item 6 in subregulation 40-5.09(3) of the regulations, and is not a
reduced credit acquisition under item 13.

365. Loan protection insurance may also take the form of
insurance against the borrower’s inability to repay the loan due to
events such as involuntary unemployment. An acquisition of such
loan protection insurance by a lender or borrower is a reduced credit
acquisition under item 13.

366. Under section 11-15, an entity does not acquire a thing for a
creditable purpose where the acquisition relates to making supplies
that would be input taxed. However, where the thing is acquired to
make a financial supply consisting of a borrowing it may still have a
creditable purpose to the extent that the borrowing relates to making
supplies that are not input taxed.”

367. Where a loan for which an entity acquires loan protection
insurance relates to the making of financial supplies, the acquisition
of the insurance is not for a creditable purpose under section 11-15.
However, the entity may be making a reduced credit acquisition
under item 13 when it acquires such insurance (provided it is not life
insurance).

Item 14

The following loan application, management and processing
services:

(a) loan origination and brokerage;

>3 Subsection 11-15(5).
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(b) settlement and discharge of loans, including document
preparation;

(c) registration of loan documents;

(d) credit reference assessment and credit scoring analysis;
(e) valuations;

(f) property title searches,

(g) registration and certification of titles;

(h) mortgage variations, including name changes; and

(i) adding and deleting caveats to titles

368. Item 14 contains an exhaustive list of loan application,
management and processing services, and is primarily concerned
with the establishment and discharge of loans. There is no
requirement in item 14 that the services, referred to in items 14(a) to
14(1), must be provided by a financial supply facilitator. Nor is the
item limited to acquisitions by lenders: it may equally apply to
relevant services acquired by borrowers.

Item 14(a) — loan origination and brokerage

369. The phrase loan origination and brokerage is to be read as if
the word loan appears before both origination and brokerage.

370. The expression origination in the context of item 14(a)
means the initiating of loans by an entity on behalf of a lender.

371.  Loan origination can also refer to the activities of an entity in
sourcing borrowers and initiating loans in its own right, with the
funds often being sourced through a securitisation entity, bank or
other wholesale lender. However, a loan originator who lends funds
in its own right, (often referred to as a non-bank lender) will be a
financial supply provider. As regulation 70-5.02 relates to
acquisitions made by financial supply providers, loan origination in
the context of item 14(a) refers to a service of initiating loans on
behalf of the lender.

372. The word brokerage is described in the glossary to
GSTR 2002/2 as:

Payment made to a broker™* (an intermediary between buyers and
sellers), usually calculated as a percentage of the amount of the
transaction.

In the context of loans and particularly housing loans, a mortgage
broker is an entity which markets to borrowers a variety of loans

> The term broker is discussed at paragraph 337 of this Ruling.
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from a panel of lenders. The mortgage broker also acts as an
intermediary (or middleman) in establishing the loan contract
between the borrower and lender.

373. It follows that loan origination, in the sense referred to in
paragraphs 371 and 372, being the initiating of a loan, may be seen
as having a meaning similar to brokerage. As such, the expression
loan origination and brokerage can refer to the service of initiating a
loan with a borrower on behalf of a lender, being a loan application
or processing service.

374. The expression ‘origination’ is often used interchangeably
with brokerage, though it can also apply to other services acquired
by a lender in initiating a loan (see example 48).

375. It is important to note that item 14 refers to services. As
discussed at paragraph 90, the word services when interpreted in
conjunction with the word processing is more than an alternative to
supply. It connotes the active involvement of the entity in the
processing of loan applications. As such, the acquisition of a loan
origination software package is not a reduced credit acquisition
under item 14(a).

376. The services of a loan originator or broker are often provided
to the lender on a commission basis. As such, the acquisition of these
services may also be a reduced credit acquisition under items 27 or
28.

Example 48 — loan origination

377. Original Pty Ltd (Original) is a mortgage origination agent
for a wholesale finance provider, Profunder Ltd (Profunder). Under
the terms of its agency agreement with Profunder, Original has a
great deal of flexibility and control over the retail loan products it
can offer its clients.

378.  Under an arrangement, a mortgage securitisation company,
Mosec Ltd (Mosec) formulates base loan products and provides them
at set interest rates to their mortgage loan originator clients who are
called Favoured Lenders — Profunder is one such client. The
Favoured Lenders have their own retail clients to whom they market
the loan products, as well as external agents like Original, to assist
in marketing the loans.

379.  Under the contract between Original and Profunder,
Original has the ability to determine its own retail loan product
interest rates, and may charge application and settlement fees on its
own account. The risk on the loans is borne by Mosec and not by
Original or Profunder.
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380. Mosec is a financial supply provider of the loan and is
acquiring loan origination services from Profunder. This is a
reduced credit acquisition under item 14(a). Original is supplying
taxable agency services to Profunder. As Original is not a financial
supply provider in relation to the supply of the interest in the loan,
the application and settlement fees charged to clients by Original
are consideration for taxable supplies and thus GST is payable on
the supply.

Item 14(b) — settlement and discharge of loans, including
document preparation

381. The settlement and discharge of loans involves a number of
administrative activities, including handing over the certificate of
title of a mortgaged property to the borrower, and preparing and
issuing a document to the borrower certifying that the loan has been
discharged.

382. The acquisition of document preparation services, otherwise
than as a service of managing or processing loans, is not a reduced
credit acquisition to which this item applies. Document preparation,
in this context, refers to preparation of documents as part of the
settlement and discharge of loans, and does not extend to preparation
of letters of advice or legal opinions.

Item 14(c) — registration of loan documents

383. Where a loan is to be secured by a mortgage and the land is
held under Torrens title, the mortgage is registered on the certificate
of title.””

384. In the context of item 14(c), the registration of loan
documents includes the registration of any mortgages or
encumbrances on the title of property which is held at the relevant
state Registry or Land Titles Office or equivalent.

385. In the context of general law land dealings, registration of
loan documents may involve the registration of deeds transferring
title and deeds of mortgage™ with the relevant state Registry or Land
Titles Office.

386. Item 14(c) also covers the registration of loan documents in
relation to loans secured by mortgages over personal property, such
as motor vehicles. These mortgages are required to be registered

55 Latimer, Paul, Australian Business Law 2000, CCH 19" ed, Sydney NSW, 2001,
13-040.

°6 Latimer, Paul, Australian Business Law 2000, CCH 19" ed, Sydney NSW, 2001,
3-410.
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under either bills of sale or chattel securities legislation of a State or
Territory.

Item 14(d) — credit reference assessment’’ and credit scoring
analysis58

387. The acquisition of credit reference assessment services in the
course of processing loans is a reduced credit acquisition under
item 14(d).

388. The expression credit reference assessment refers to a written
or electronic report, which details the credit history of a particular
entity, for risk management purposes. A service of providing a
credit reference assessment generally involves the supplier
accessing, including through a credit bureau, public and/or private
databases, which store credit reference data.

389.  Credit scoring analysis refers to an analysis of the loan
applicant’s credit score. In the context of processing services in
relation to account applications, credit scoring assessment 1is the
provision of a numerical score that predicts the risk associated with a
particular entity’s loan application.

390. Item 5 refers to credit scoring assessment while, item 14(d)
refers to credit scoring analysis. The Macquarie Dictionary defines
these words as follows:

‘assessment’ — is the noun for the verb ‘assess’ — which means
to..... estimate officially the value of (property, income, etc) as a
basis for taxation; to determine the amount of.

‘analysis’ means separation of a whole, whether a material
substance or any matter of thought into its constituent elements.

391.  The process of deriving credit scores can be described as the
analysis of data from various sources. It is arguable that credit score
‘analysis’ is a step taken prior to the making of a credit score
‘assessment’. If this is so, item 14(d) may not extend to the actual
making of a credit score assessment, as described in relation to

item 5. That is, the production of a written or electronic report
detailing the credit score attributable to the loan applicant.

392. Asaloan is generally provided in connection with an
account, the acquisition of credit reference assessment services is a
reduced credit acquisition under item 5.

393. A credit reference or a credit scoring analysis service is a
processing service where the entity supplying the service is actively
involved in the steps or actions that contribute to the production of

*7 Credit reference assessment is discussed at paragraph 232.
¥ Credit scoring is discussed at paragraphs 233 to 235.
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the report. The fact that the account (or in this case, loan) provider
acquires a fully automated service, or deals with the supplier purely
through an electronic interface, does not alter the conclusion that a
processing service has been acquired.

394. The acquisition by a lender of the capacity to obtain credit
reference assessments or credit scoring analysis (such as an
acquisition of software, or a licence to use software) is not the
acquisition of a loan application, management or processing service
for the purposes of item 14(d).

Item 14(e) — valuations

395. Valuation services are often required to establish the value of
property used as security for a loan. Where valuation services are
provided in connection with the application, management or
processing of a loan, the acquisition of the services is a reduced
credit acquisition under item 14(e).

Item 14(f) — property title searches

396. Property title searches are normally provided as part of the
legal or conveyancing services acquired in relation to transfers of
property connected with mortgage loans or in the preparation of
mortgage or loan documents.

397. A property title search normally involves an examination of
the relevant folios, dealings, instruments and other records, to
confirm title, and to determine whether there are any encumbrances
or other qualifications attaching to it. Such records are held by the
relevant state Registry or Land Titles Office.

398. An acquisition of the services of a solicitor or other service
provider to conduct property title searches is a reduced credit
acquisition under item 14(f) where the services are acquired in
respect of property used as security for a loan.

Item 14(g) — registration and certification of titles

399. The acquisition of the service of having titles of mortgaged
properties that are used as security for loans registered and certified
by the relevant State Registry or Land Titles Office is a reduced
credit acquisition under item 14(g).

400. This service is normally acquired within a broader
acquisition of loan processing services, but where acquired in
isolation it is still a reduced credit acquisition under item 14(g).
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Item 14(h) — mortgage variations, including name changes

401.  Services covered by item 14(h) include legal services for
documenting variations to mortgages, including consents to leases,
second and third mortgages and name changes. However, to be
within item 14, these services must be supplied in the context of loan
management or processing services.

Item 14(i) - adding and deleting caveats to titles

402. A caveat is described in Australian Business Law 2000%° as
follows:

A caveat is a written warning, or entry made in a register, to
prevent action without notice being given to the person who lodged
it (the caveator). A caveat operates like an injunction and may be
lodged by a person holding a legal or equitable interest in land, by
the Registrar-General, Registrar of Titles for equivalent, and by
creditors in some jurisdictions.

403. The adding or deleting of caveats to titles is a service which
is normally carried out by a legal practitioner. Where this is done to
the titles of properties used as security for loans, the acquisition of
the services is a reduced credit acquisition under item 14(i). Where
acquired as a loan application, management or processing service,
the acquisition is a reduced credit acquisition under item 14(i).

Item 15

The following loan management services:
(a) processing of repayments,

(b) statement preparation,

(c) filing and requisitioning of loan file records

404. TItem 15 provides an exhaustive listing of the services
involved in the ongoing management of existing loans. The
acquisition of loan management services not mentioned in items
15(a) to 15(c) is not a reduced credit acquisition unless it is covered
by another item in subregulation 70-5.02(2).

405. As with item 14, there is no requirement in item 15 that the
specified services must be provided by a financial supply facilitator.

406. Item 15 covers those activities undertaken on behalf of the
lender once the loan has been established and is active. These
services are commonly provided by a loan originator or broker, who

%9 Latimer, Paul, Australian Business Law 2000, 19" ed, CCH Australia Ltd,
Sydney, NSW, 2001, 3-280.
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introduces a borrower to a lender, then manages the loan on the
lender’s behalf.

Item 15(a) — processing of repayments

407. Item 15(a) covers the receiving of repayments from
borrowers and the updating of the relevant loan records. Such
processing could involve a range of related activities including
banking of cheques or cash, electronic receipt and recording, issuing
of receipts, or providing safe custody of money.

Item 15(b) — statement preparation

408.  Statement preparation, in this context, refers to the
preparation of summaries of the details of loan accounts to be
provided to borrowers on behalf of lenders.

Item 15(c) — filing and requisition of loan file records

409. The expression requisition in item 15(c) has its ordinary
meaning, which is the state of being required for use or called into
service.” The filing and requisition of loan file records refers to the
record keeping function of the service provider in maintaining the
relevant loan file records in a filing system and making them
available on the lender’s (or borrower’s) request.

Example 49 — loan management services

410.  Wilco Ltd is a broker that introduces borrowers to the
mortgage products of Bilko Ltd, a non-bank lender. Under an
agreement, Wilco manages the loans it introduces to Bilko on their
behalf. Wilco receives loan repayments and prepares monthly
statements which borrowers may access through Wilco's internet
website. Wilco also maintains the loan records in a filing system,
and provides regular reports to Bilko on the performance of all
loans under Wilco’s management.

411.  Wilco also passes information on to the borrowers about
Bilko’s other financial products, such as investment loans, or
insurance, and receives a commission for any business arising from
this service.

% The Macquarie Dictionary (3" Edition). The expression requisition in this sense
does not refer to requisitions on title.
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412.  The acquisition of the processing of loan repayments,
preparation of monthly statements and the maintenance of a filing
system are all reduced credit acquisitions under item 15.

413.  The acquisition of regular reports on the performance of
Wilco’s loan portfolio is not a reduced credit acquisition as it is not
a loan management service specifically mentioned in item 15.
Similarly, the passing-on of information concerning Bilko’s financial
products is not a loan management service under item 15. (However,
it could be a reduced credit acquisition under item 27 if Wilco is a
financial supply facilitator in relation to the particular supply).

Credit union services

414. Item 16 deals with supplies of credit union services by
entities collectively owned by credit unions.

Item 16
Supply to a credit union by:
(a) an entity that is wholly owned by 2 or more credit unions; or

(b) an entity that is wholly owned by an entity mentioned in
paragraph (a)

415. Credit unions make reduced credit acquisitions under item 16
when they acquire services from an entity that is either wholly
owned by two or more credit unions, or one that is wholly owned by
an entity that is wholly owned by two or more credit unions.

416. While item 16 does not specifically refer to the acquisition of
services by a credit union, we consider that under item 16, the supply
to a credit union must by a supply of services. The item does not
apply to make the acquisitions of things other than services reduced
credit acquisitions of the credit union. This interpretation is
consistent with the other items mentioned in subregulation
70-5.02(2). Each other item either uses the word services in the
opening words, or refers to an acquisition that is a service. Items are
grouped in terms of the type of services that may be acquired under
that item as a reduced credit acquisition. Item 16 is listed under
Credit union services.

417.  Credit unions may acquire other things as reduced credit
acquisitions under other items in the table.

418.  An alternative view is that a strict reading of the words of the
item does not limit its application to services provided by the
relevant entities. While this position is arguable, we consider that the
intention underlying subregulation 70-5.02(2) is to provide reduced
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input tax credits for acquisitions of services unless otherwise
specified (for example, transaction cards under item 3).

Example 50 - credit union services

419.  Bountiful Credit Union (Bountiful) is an industry-based
credit union. It acquires a new computer system and IT
administration services from Cataclysm Limited (Cataclysm), an
entity wholly owned by Bountiful and five other industry-based credit
unions.

420.  The acquisition of the computer system is not a reduced
credit acquisition under item 16, as it is not an acquisition of
services.

421.  The acquisition of IT administration services is a reduced
credit acquisition, as it is a supply of services by Cataclysm (an
entity wholly owned by two or more credit unions).

Example 51 — credit union services

422.  Woolly Credit Union (Woolly), together with two other credit
unions owns Demi-union Pty Ltd (Demi-union) a company that
provides services to its parent credit unions. Demi-union acquires a
computer system and related software and, for a fee, provides access
to this facility to Woolly.

423.  The provision of access to the computer facility is a service,
the acquisition of which by Woolly is a reduced credit acquisition
under item 16.

Debt collection services

424. TItem 17 deals with certain specified debt collection services.
Debt collection services are those directed specifically towards
collection of a debt or debts.

Item 17

The following debt collection services:
(a) debt recovery,

(b) litigation;

(c) lodgment of documents;

(d) by financial supply facilitator, managing the recovery of sums
due by borrowers
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425. Item 17 provides an exhaustive list of debt collection
services, the acquisition of which may be reduced credit acquisitions
under that item. Debt collection in this context, refers to taking
action to recover overdue debts. The acquisition of services not
mentioned in items 17(a) to 17(d) is not a reduced credit acquisition
unless it is covered by another item in subregulation 70-5.02(2).

426. Before the acquisition of a particular service can be a reduced
credit acquisition mentioned in item 17, the service must do more
than merely relate, or contribute, to the service mentioned.

427.  Although the relevant service need not be performed by an
entity that specialises in debt collection, the service must be
performed for the purpose of collecting a debt before it can be a
reduced credit acquisition under item 17. It is not enough for the
service to be litigation or lodgment of documents. The litigation or
lodgment must be directly connected to the collection of a debt. This
is because each of the things mentioned is considered within the
context of a debt collection service.

428. Any one debt collection service might fall within more than
one of items 17(a) to 17(d).

Item 17(a) - debt recovery services

429. The acquisition of services that are intrinsic or integral to
recovering a debt is a reduced credit acquisition. The services must
more than merely relate to debt recovery in some way. Where a
service directed towards recovery of a debt is acquired, the service is
a reduced credit acquisition under item 17(a). Where only some of
the activities that lead to the recovery of debt are acquired, the entity
does not acquire debt recovery services for the purposes of this item.
However, these activities may be reduced credit acquisitions under
another item.

430. Examples of activities performed in recovering debt include,
field calls to debtors and the preparation and mail-out of letters
demanding payment.

Example 52 — debt recovery services

431.  Chameleon Limited, a wholesaler, engages Dumfries and
Spline, a firm of solicitors, to write a letter of demand to one of the
retailers it supplies requesting immediate payment of an overdue
account. The services of the solicitors are directed towards the
recovery of a debt. The acquisition of services is a reduced credit
acquisition under item 17(a).
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Example 53 — not a debt recovery service

432. Moodcool Pty Ltd, a motor vehicle finance company
repossesses motor vehicles as part of its recovery activities for
overdue debts. Moodcool Pty Ltd engages Tony’s Towing to tow the
vehicles being repossessed to Moodcool’s holding yard.

433.  The service acquired from Tony’s Towing is a towing service
to recover the vehicles, and is not a debt recovery service under
item 17(a).

434.  If'the service 