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INSTRUCTIONS TO CANDIDATES:

1. Please Do NoT ENTER YOUR NAME anywhere on your answer books; use only
your STUDENT ID NUMBER to identify yourself.

2. This exam paper consists of 4 pages, including this cover page. Please ensure
that you have all 4 pages before you commence.

3. This is an OPEN BOOK EXAM. University Library books are not permitted. You
are also not permitted to use any electronic equipment in the exam room. This
restriction applies equally to computers, handheld computers, PDAs, mobile
phones, and calculators.

4, The exam is worth 70% of the marks for the course. There are three questions,
worth equal marks. You are required to answer TWo QUESTIONS and you should
spend ONE HOUR on each question.

5. In your answer:

o focus on the main issues raised — no marks will be awarded for discussion
of irrelevant or trivial issues;

o do not write out provisions of the legislation — simply refer to the relevant
Division, section, or paragraph number;

o state what further information (if any) you think you would need to fully
answer the question,;

o state any assumptions you have made in answering the question but do
not assume things that are clearly in issue, or which will materially impair
your ability to answer the question.

GST Exam Semester 2 2006 ) 6 November 2006



Page 2 of 4

QUESTION ONE (35 Marks = 1 Hour)

Answer BOTH questions,

{a) Melina runs a small gift shop in Maroubra. She sells cards, stationery, pottery,
and other knick-knacks and also has a corner of the shop set aside as an
Internet café. She decides to expand into selling light snacks to the Internet
café users and buys a used refrigerator from the tuck-shop of her children’s
school. She quickly realises that selling snacks is more trouble than it is worth
and sells the refrigerator, replacing it with a vending machine, which she
hires.

Advice Melina on the GST consequences of the purchase and sale of the
refrigerator and of the sales made through the vending machine.

(b) Costa is a builder who decides to get into property development. He buys an
old house in Coogee, applies for and receives planning permission to knock it
down and build a block of 10 units, and incurs a range of different expenses
including building materials, fees for sub-contractor’s services, registration
fees for the strata plan, legal fees, real estate agent fees, and advertising fees.
When Costa started the work, the property market was booming and he
thought he’d have no trouble selling all the units. By the time the work was
complete eighteen months later, the market had dropped and it was clear that
some or all of the units might have to be rented out prior to sale.

Costa advertises all of the units for sale and/or lease. Six of them sell, but the
remaining four are let out on one year leases. The tenants in all four units stay
on after the end of the lease on continuing tenancies and Costa again
advertises the units, successfully selling all but one of them in the following 12
month period. He lets the remaining unit out for a further four years, and then
sells it.

What are the consequences for Costa in the relevant periods, in terms of his
entitlement to input tax credits for the costs of construction and other inputs,
including estate agent’s fees for selling and/or leasing the properties?
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QUESTION TWO (35 Marks = 1 Hour)

Latoya is a tax agent who runs her own sole practice, making $46,000 per annum
in fees. She is also a bit of an inventor, and has a fabulous idea for developing a
gadget that could be used to apply sunscreen to your own back if you are alone at
the beach. She pays a plastic mouldings company to make 1,000 prototypes and
also engages a consultant to conduct a market survey and feasibility study to loock
into the economic viability of going into business manufacturing the sunscreen
applicators. The study indicates that there is little demand for, or interest in, her
product and Latoya shelves the idea. In recent years, she has had a number of
these bright ideas, some of which have gone into the early stages of production, but
none have come anywhere near to being profitable.

Undeterred, Latoya decides to write a book entitled “Think positively: how you can
turn your ideas into money.” Against all the odds, a publisher takes her up on the
idea, gives her a $5,000 seeding grant (in relation to which she signs a copyright
agreement ceding future copyright to the publisher and treating the $5,000 as
advance royalties). The book is written, published, and sells sufficient copies to go
into a second print run.

Latoya is also keen on miniature lawn bowls, which she plays as an amateur. She
has a fluke win at a major competition and wins $10,000 in prize money.

Advise Latoya on the GST consequences of her various activities.
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QUESTION THREE (35 Marks — 1 Hour)

Computer Inc sells desktop and laptop computers through resellers and
subsidiaries around the world. Computer Oz Pty Ltd, a subsidiary of Computer Inc,
is a reseller who imports the computers and sells them in Australia. A customer
who buys a computer receives a one year warranty from Computer Inc and can
elect to pay an additional sum for a second year of warranty cover.

Computer Inc provides free help desk services as part of the warranties, and paid
help desk services for computers that are out of warranty. The help desks, which
are located in India, Tasmania, and Barbados, operate 24 hours a day, providing
services to clients around the world. The companies providing the help desk
services are independent contractors, who bill Computer Inc directly. Where
customers are paying for the services, the customers are charged by Computer Inc.

If computers in Australia require replacement parts, whether or not under
warranty, Computer Inc subcontracts Computer Oz to provide and install the spare
parts, and to do any related servicing.

Advise Computer Inc, Computer Oz, the help desk companies, and the customers
on the Australian GST effect of these arrangements.
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