The ABC of GST!

When the GST system was introduced on 1 July 2000 income was split into three different types. The type of income a business receives determines whether it must charge GST and also if it can claim back the GST it pays as an input tax credit.

Q. If you run a business that is GST exempt do you pay GST?

A. When it comes to the GST system the first thing to understand is that everyone pays GST. It is only businesses that get to claim back the GST they pay, depending on the type of income they earn. The three types of GST income are taxable, GST-free and Input taxed. Most small businesses tend to only have GST taxable income. There are some though that can have a mixture of different types of income.

GST-free income tends to relate to the necessities of life such fresh food, non-flavored milk, education services and most medical services and products including doctors, dentists and prescription drugs. A business receiving GST-free income doest not charge GST on their GST-free income but they can claim the GST paid on the rent of their surgery.

The two main types of input taxed income are financial services and residential rent. A business that earns input taxed income does not charge GSTT on their income they earn and also cannot claim the GST they pay in earning that income. For example a residential rental business wouldn’t charge GST to its tenants but also could not claim the GST it pays on such things as agent’s fees and the cost of repairs.

The best way of working out what is GST taxable is by a process of elimination. If the income your business earns is not GST-free or input taxed it will more than likely be taxable. Businesses that only earn GST taxable income must charge GST on all of their income and can claim back all of the GST they pay on business expenses. 

Q. I am a builder who is thinking of building a ‘spec’ home for first home buyers. How does the GST work with Homes? If I claim the GST I pay on materials and subcontractors, does that mean I have to charge GST on the selling price?

A. For GST purposes residential property is sold 10 per cent GST must be included in the sale price. To offset this all of the GST included in the building costs can be claimed back as input tax credit. For established homes GST is not charged on the selling price.

In your case as you are planning to build a new residential home for the purpose of selling it GST must be included in the price. This will mean that one eleventh of the selling price will be GST. Over the course of building the residential property you will be able to claim a credit on your BAS statement for the GST you pay.
