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Background 

• Financial supplies are a range incl supply of: 

• ownership rights in legal persons and 

relationships (shares in companies and mutual 

funds and interests in fixed trusts) 

• financial pooling services such as insurance 

• loans:  

– credit to borrowers 

– financial assets to lenders 

– intermediary services linking borrowers and lenders 

 
• (H. Grubert & R. Krever “VAT and Financial Services: Competing Perspectives on What Should Be Taxed” (2012) 65 

Tax Law  Review) 

 



Background 

• The problems posed by financial services 

• Traditionally regarded as “too hard to tax” 
– The difficulty – is mainly services charged for in the margin on 

intermediation 

– Regarded as impracticable 

– “Exempt” (in VAT systems) “Input taxed” under 

our GST 

• The common view is this leads to: 

– Under-taxation of consumers (not taxed on the added 

value)  

– Over taxation of businesses (not able to claim input tax 

credits) 

 



Background (Cont.) 

• AFTS Report said current Australian system 

– Over taxes financial suppliers and businesses 

• Business were over taxed on domestic consumption of financial supplies by 

$760 million in 2010-11 

– Under taxes consumers 

• Households were under taxed by $3.9 billion in 2010-11 

• The problem of cascading is another consequence 

• Theoretical agreement/divergence (see Grubert & Krever) 

on aspects 

• supplies of investment assets and services ancillary should 

not be taxed (no consumption) 

•  different conclusions on intermediary services provided to 

individuals borrowing for personal consumption purposes 



Australia’s approach 

• The financial supply definition 

– Restricts and limits our “cons” to a limited group of suppliers 

• The Schedules 

– Restrict and limit our supplies to a relatively small sub set of 

supplies – avoids the “spreading stain” of input taxing seen in 

Europe 

– Tie breaker is default to not a financial supply 

 

• The RITC 

– Limits the impact on the “top of the tree” suppliers 

• Removes the self-supply bias 

• Reduces cascading 

• The FAT 

– Takes small business out of the game reducing compliance costs 

& cascading 

 

 



Australia’s approach 

• Some of the complaints 

– The Schedules introduce rigidity – what to do about new 

products? 

– Changes to RITCs (55% for inputs associated with trustee 

services 75% for others) are in effect an extra two rates 

– The neighbours’ grass looks greener when it comes to B2B 

financial supplies 

 



How New Zealand deals with B2B 

• New Zealand zero rates supplies of financial services to 

registered entities i.e. B2B 

• GST-registered persons may opt to zero rate supplies of 

financial services – provided: 

• Level of taxable supplies made by the recipient in a given 

12-month period ≥ 75% of its total supplies in the period 

• Providers may determine whether their customers meet 

the 75% threshold on the basis of information from the 

customers or on industry codes 

– Can be extended to intermediaries based on information 

exchange between supplier and intermediary 

• Customer’s category thus determines the service 

provider’s overall entitlement to deduct input tax 

 



How Singapore deals with B2B 

• Singapore allows 2 ways for financial institutions to claim 

input tax credits 

• 1) B2B supply of financial services is treated as if it were 

zero rated. Available only to financial institutions 

• 2) Under a fixed input tax recovery method, a financial 

supplier can claim a credit for a fixed percentage of total 

input taxes 

– Percentage depends on the type of financial institution and the 

mix of their registered and unregistered customers 

– Based on a reasonable expectation of the intended use of the 

input – adjustment if there are changes in use 

 



IMF thoughts on taxing financial services 
• Do we want to see banks paying less? 

“The challenge is to ensure that financial institutions bear the direct 

fiscal costs that any future failures or crises will impose—and maybe 

somewhat more, given all the other costs that bank failure can 

impose on the economy.”  
(Claessens, Keen & Pazarbasioglu Financial Sector Taxation The IMF's Report to the G-20 and Background Material September 2010) 

Financial Activities Tax: 

• On sum of the profits and remuneration paid by financial institutions. 

• Profits plus all remuneration is value added therefore this is a VAT 

• Similar suggestion in AFTS 

• May offset tendency for the financial sector to be too large 

• Base could include only remuneration at a high level, and only 

profits above a ‘normal’ rate of return =  a proxy for taxes on ‘rents’ 



The AFTS suggestion for Australia 
• Suggestion 

– Tax financial suppliers on the difference between inputs and 

outputs 

– Inputs are capital and interest going out to repay borrowings 

– Outputs are interest earned and repayments received on sums 

lent to others 

Result – only domestic consumers bear tax on 

consumption of financial supplies 

A problem is the loans already made – will be taxed on 

return but had no credit in the past 

– Is this insuperable? 

 



AFTS 
• The AFTS approach is essentially an R + F approach 

• (IMF) “The R + F base is arrived at by adding to net real flows (sales 

of products, services and fixed assets minus purchases of materials, 

wages and fixed assets) the amount of net financial flows (the 

increase in borrowing plus interest less repayments of borrowing 

and interest paid) 

• These flows correspond to those taxed in a cash flow VAT for Margin 

Based Services 

• Could be automated 

• For the cash flow VAT, flows need to be recorded transaction by 

transaction to integrate into credit-invoice VAT 

• Under the R + F base only aggregate flows need be recorded. 



AFTS Cont. 

• R+F approach = closer to invoice-credit VAT 

• If profits negative in any period the excess should (to mimic the 

standard VAT) be refunded, or carried forward with interest 

• Cascade risk in the case of supplies to non-financial firms as 

invoice/credit does not suit this type of Financial Activities Tax 

• Solution may be to apply a lower rate to moderate this effect or 

apply (ad hoc) credits  



Questions and discussion 
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