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Accounting for Insurance 
 
OVERVIEW  
As bookkeepers, you will no doubt come across a myriad of insurances in the course of recording 
transactions for your client base. It is essential that you are aware of the correct income tax, GST and BAS 
treatments for these.  
 
Insurance has become an increasingly difficult area to account for, in part due to the different styles of 
product that are now available, and in part due to the added complexities of GST. This article has been 
prompted by requests on the part of many of our members to provide coverage to this crucial, yet at times, 
misunderstood topic. The fact that  the Tax Office have released entire Rulings on the subject of insurance 
bear testimony to its complexities. The Tax Office’s flagship GST ruling on the subject, GSTR2000/36, 
features prominently in a later section of this article. 
 
As bookkeepers, your clients are heavily reliant on you recording transactions in a correct manner. Similarly, 
your client’s accountants will place a degree of faith on the accounts you have produced. With the amounts 
relating to insurance being not insignificant, particularly in the area of insurance settlements, a great 
importance is placed on bookkeepers having a strong knowledge in this area. We trust that this article will 
provide you with a theoretical framework, and indeed a practical insight, that will strengthen your knowledge 
of insurance treatments considerably.   
 
Throughout this article, we are making the assumption that as bookkeepers, you are accounting for the 
insured and not the insurer. Because insurance companies are, by their very nature, larger entities, they are 
likely to employ their own staff and/or systems to account for their insurance products. We will from time-to-
time pass comment on the treatment that would be adopted by the insurer, usually in cases where an 
explanation is made clearer by demonstrating the opposite side to the transaction. Certainly, however, the 
accounting treatments to be adopted by the insurance company will not be prominent throughout this article. 
 
TYPES OF INSURANCE 
There are many types of insurance products available, among them: 

 
 General business insurance (plant, premises, stock, loss of profits, etc.) 
 Sickness & Accident Insurance 
 Life Insurance 
 Disability Insurance 
 Trauma Insurance 
 Motor Vehicle Insurance 
 Travel Insurance 
 Public Liability Insurance 
 Professional Indemnity Insurance 
 Workers Compensation 
 Keyman Insurance 
 
In the ensuing section Income Tax Implications of Insurance, we will make some broad observations as to 
the tax deductibility or otherwise of these different strands of insurance. 

 
INCOME TAX IMPLICATIONS OF INSURANCE 
Insurance premiums are deductible under section 8-1 of the Income Tax Assessment Act 1997 in 
accordance with general principles, namely that they have the necessary connection with earning assessable 
income or are necessarily incurred in carrying on a business for the purpose of earning assessable income. 
A snapshot of the deductibility of various insurances follows: 
 
 Workers Compensation – deductible 
 Fire, Theft, Loss of Profits – deductible 
 Public Liability – deductible 
 Professional Indemnity – deductible 
 Motor Vehicle – deductible 



 

 
2                                BOOKKEEPERS KNOWLEDGE BASE  

 Income Protection – deductible 
 Private Health Insurance – non-deductible 
 Life & Total Permanent Disability – non-deductible unless paid by a complying self-managed 

superannuation fund where the fund itself is the owner and beneficiary under the policy 
 Trauma – non-deductible (unless paid by an employer, the policy advances the employer’s business and 

the employer is both the policyholder and beneficiary under the policy) 
 Keyman – deductible if designed to protect revenue items (e.g. to provide for supplemental income to a 

business due to the absence of a critical individual) but non-deductible if protecting a capital loss (e.g. to 
pay a lump sum to the employee’s estate on his or her death) 

 Travel – deductible according to the business portion of the travels. 
 
(Please note that in situations where an employer pays for an otherwise non-deductible insurance policy on 
behalf of employees or their associates, and such payments are captured under the fringe benefits tax 
regime, then the premiums are treated as being deductible to the employer). 

 
Premium Funding, whereby a lump-sum insurance premium is defeased into a number of instalments 
bearing an interest component, is deductible at the point that the lump sum is defeased to another party 
(provided that the underlying style of insurance would itself have been deductible if paid by the insured). The 
interest component of the subsequent instalments are also deductible upon payment. 

 
ASSET IMPLICATIONS OF INSURANCE 
Where an insurance settlement is in respect of a depreciable asset, there also exists the issue of disposing 
of that asset from the books of account. 
 
Where an asset is to be scrapped as a result of an event giving rise to an insurance settlement, then it will be 
necessary to write off that asset in the accounts. The insurance settlement represents the consideration for 
disposal of that asset. Where a replacement asset is provided by the insurer, there will be a new asset to 
take up on the depreciation schedule. 
 
This then begs the question as to what tax implications arise from the disposal of the scrapped asset. There 
would ordinarily be an assessable or deductible balancing adjustment that would result for the amount by 
which the consideration/settlement exceeds the written-down value for tax purposes.  
However, some relief is provided on this front by section 40-365 of the Income Tax Assessment Act 1997, 
but only in those situations where the asset at issue is not part of a pool. 
  
If an assessable balancing adjustment arises on a so-called involuntary disposal of a depreciating asset, 
section 40-365 gives the taxpayer the option of offsetting the assessable balancing adjustment against the 
cost or opening adjustable value of any replacement asset. The effect of this is that an otherwise assessable 
gain is deferred in favour of lower depreciation claims over the life of the replacement asset. The 
replacement asset must be used, or installed ready for use, no earlier than one year before the balancing 
adjustment occurs and no later than one year after the end of the income year in which the event occurs, 
although there is an ability for the Commissioner to exercise his discretion in extending these time limits. 
 
The notion of an involuntary disposal for the purposes of this relief refers to situations where an asset is lost, 
destroyed, or compulsorily acquired by a Commonwealth, State or Territory government. 
 
Example 1 
On 1/5/09, Kellie’s Cannery suffers a total destruction of one of its conveyor belts as a result of a lightning 
strike. The asset is not part of a pool. The original cost of the conveyor-belt was $80,000 and its adjustable 
value  (closing written-down value) was $60,000 at the time of the strike. Kellie received an insurance 
settlement of $75,000 and on 1/8/09, acquired a replacement conveyor belt for $85,000 (GST-exclusive). 
 
The settlement proceeds received by Kellie are treated as the termination value of the asset. As the 
termination value ($75,000) exceeds the adjustable value ($60,000), an assessable balancing adjustment of 
$15,000 has resulted. Kellie has the option of either declaring the $15,000 as assessable income or 
offsetting the assessable balancing adjustment against the cost of the replacement asset. This option is 
available to Kellie because the destruction of the asset qualifies as an involuntary disposal and a 
replacement asset was installed ready for use within one year of the balancing adjustment. 
 
Kellie elects to apply the relief. Her decline in value (depreciation) calculations on the replacement conveyor 
belt will be based not on its cost of $85,000, but rather on its opening adjustable value of $70,000 (being cost 
of $85,000 less assessable balancing adjustment of $15,000). 
 
In her accounts, Kellie may prefer that her fixed asset account reflect the price paid for the new conveyor 
belt. Therefore, she could post the $15,000 balancing adjustment to a non-assessable “Other Income” 
account and bring it to the attention of the accountant so that their depreciation calculations can be adjusted 
accordingly. 
 
Alternatively, Kellie may prefer to apply the balancing adjustment against the cost of the asset. In such a 
case, depreciation calculations can be based on the written-down value per her balance sheet.  
 
Kellie’s journals follow. 
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1 May 2009: 
 

Account Tax 
Code 

Debit Credit 

Bank N-T 75,000.00  
Asset  N-T  80,000.00 
Accumulated Depreciation N-T 20,000.00  
Non-Assessable Other Income N-T  15,000.00 

(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
1 August 2009: 
 
Account Tax Code Debit Credit 
Asset CAP 85,000.00  
GST Paid N-T 8,500.00  
Bank/Creditors N-T  93,500.00 
(Where CAP=Capital Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
If the scrapped asset is part of a pool, whether that is because it is a “low-cost” or “low-value asset” under the 
Uniform Capital Allowances regime or because the taxpayer is part of the Simplified Tax System, then no 
relief under section 40-365 is available. You must reduce the pool closing balance by the taxable purpose 
proportion of the “termination value”. Termination value includes monies received from the sale of an asset or 
insurance monies received as the result of the loss or destruction of an asset. 
 
 
GST & BAS IMPLICATIONS OF INSURANCE 
Arguably the most complicated aspect of accounting for insurance lies in its GST treatment. In this section, 
we address four areas: 
 
1. Accounting for the lump-sum payment of insurance premiums. 
 
2. Accounting for the progressive payment of insurance premiums over the life of the policy. 
 
3. Accounting for the payment of insurance via premium funding. 

 
4. Accounting for insurance settlements and recoveries. 
 
In each case, we will outline the theoretical treatments applicable with reference to the GST legislation. We 
will provide worked examples demonstrating how to post these transactions from a bookkeeping standpoint 
before commenting on the appropriate BAS treatment of the transaction. 
 
ACCOUNTING FOR THE LUMP-SUM PAYMENT OF INSURANCE PREMIUMS. 
Accounting for a lump-sum payment of insurance is a relatively straight-forward transaction, except for the 
fact that the GST will rarely, if ever, represent a neat 1/11th of the total premium. This is due to the fact that 
stamp duty is typically imposed upon a contract for insurance. 
 
This then begs the question as to whether the stamp duty component of an insurance contract is a GST-free 
acquisition, and therefore an item which would be reportable on the BAS, or whether in fact it is non-
reportable. In this regard, the Tax Office have advised that stamp duty is not to be reported on the BAS. This 
is due to the fact that stamp duty is an Australian tax, fee or charge which has been specifically excluded 
from the GST by Determination 2000 of the Treasurer 
 
The other possible impediment to what would otherwise be a simple recording of an insurance premium is 
that of the compulsory third party (CTP) insurance – often levied on motor vehicles as part of the payment of 
a vehicle’s registration. A special transitional rule denies an input tax credit for CTP insurance for premiums 
paid prior to 1 July 2003. Apparently, this is to allow insurers sufficient time to adjust their administrative 
systems to take account of the GST treatment of insurance. As entities are not entitled to claim input tax 
credits during the special transitional period, they have no need to request or hold a tax invoice during this 
period. For this reason, CTP insurers are not required to issue tax invoices for premiums paid before 1 July 
2003. 
 
As far as the BAS is concerned, the GST-inclusive amount of CTP insurance is not reportable. The 
remaining component of a registration payment would be considered a GST-free acquisition and would be 
reported at BAS label G11 and, through the GST calculation sheet, would be excluded at label G14. 
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Example 2 
Katrina’s Butchery pays its public liability insurance on 1 May 2009. The premium for the period 1 May 2009 
to 30 April 2004 is $570, comprising base premiums of $500, GST of $50, and Stamp Duty of $20. Katrina 
would record her payment of insurance as per the journal below. On her BAS, $550 would be included in 
label G11. The $20 of stamp duty would be disregarded for BAS purposes. 

 
 

 
 
 
 

Account Tax Code Debit Credit 
Insurance Expense GST 550.00 
Insurance Expense N-T 220.00 
Bank/Creditors N-T 570.00 

(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
Example 3 
Katrina’s Butchery pays its motor vehicle registration on 1 May 2009 in the amount of $540. The supporting 
documentation reveals that this comprises $260 of CTP insurance, $26 of GST on this CTP insurance, and 
$254 of a range of other amounts representing registration itself. 
  
Katrina would record her payment of registration as per the journal below. On her BAS, $254 would be 
included in label G11 and at label G14 on her GST calculation worksheet. The $286 of CTP insurance would 
be disregarded for BAS purposes. 
 
Account Tax Code Debit Credit 
Motor Vehicle Registration FRE 254.00 
Motor Vehicle Registration N-T 286.00 
Bank/Creditors N-T  540.00 
(Where FRE=Acquisition with no GST in the price; N-T=outside the scope of the GST system) 
 
 
ACCOUNTING FOR THE PROGRESSIVE PAYMENT OF INSURANCE PREMIUMS OVER THE 
LIFE OF THE POLICY 
In recent years, it has become increasingly popular for insurers to offer policy holders a “pay-by-the-month” 
arrangement as an alternative to paying an annual premium in one lump sum. This variable complicates the 
issue from a GST standpoint. 
 
If you are operating on the cash basis, then nothing really changes as a result of a “pay-by-the-month” 
arrangement as, in any event, you would have only received any applicable input tax credits at the time of 
payment.  
 
If  you are operating on the accruals basis, you would be used to receiving an input tax credit based on the 
date of the invoice (or in the case of insurance the premium renewal notice/tax invoice) irrespective of when 
physical payment takes place (provided that it is within 12 months). However, Division 156 of the GST Act 
provides a special rule to agreements where a single supply or acquisition is made for a period or on a 
progressive basis, and the payment is made on a progressive or periodic basis. “Pay-by-the-month” 
insurance is envisaged by such a division, as are annual subscriptions paid on a monthly basis, building and 
construction contracts, real estate property management contracts, or office equipment maintenance 
contracts. 
 
In such a situation, the contract for insurance is treated as a series of contracts for supplies that are paid 
separately. From the recipient’s point of view, it means that the input tax credit for each progressive or 
periodic payment is attributed to the tax period in which the payment is made or earlier invoiced.  
 
Example 4 
Katrina’s Butchery receives its public liability insurance premium renewal notice/tax invoice on 1 May 2009. 
The premium for the period 1 May 2009 to 30 April 2010 is $600, comprising base premiums of $520, GST of 
$52, and Stamp Duty of $28. The insurer provides that Katrina can pay for her cover in 12 equal instalments 
of $50 per month. 
 
Although Katrina is on the accruals basis for GST, Division 156 views such an arrangement to be a 
progressive or periodic supply. Katrina must therefore apportion her input tax credits according to the period 
in which she either makes payment or is invoiced (provided the invoice relates to the period in question), 
whichever is earlier. 
 
Katrina’s invoice for the month of May 2009 provides for a payment of $50, split as $47.67 of insurance 
(GST-inclusive) and $2.33 of stamp duty. 
 
Katrina would record her payment of insurance as per the journal below. On her BAS, $47.67 would be 
included as part of label G11. The $2.33 of stamp duty would be disregarded for BAS purposes. 

 
The journal entry should be entered as follows based on the assumption that you enter the amount as GST-
inclusive.  
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Account Tax Code Debit Credit 
Insurance Expense GST 47.67 
Insurance Expense N-T 2.33 
Bank N-T  50.00 
(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
ACCOUNTING FOR THE PAYMENT OF INSURANCE VIA PREMIUM FUNDING. 
Yet another variable is introduced into the bookkeeping equation when an insured party chooses to finance 
their lump sum insurance premiums under an arrangement commonly referred to as premium funding. 
 
Normally in this case, a third party financier will step into the fray and pay the insured’s premium to the 
insurer. The insured then repays the financier through a certain number of instalments which include an 
inherent interest component. 
 
The burning questions to be answered with this arrangement are: 
 
1. Who claims the input tax credits attributable to the insurance premium and when; 
2. How are the repayments to the financier to be recorded. 
 
In terms of the input tax credit entitlement to the insurance premiums themselves, these rest with the insured 
and not the insurer. One of the requirements for an input tax credit entitlement is that consideration must be 
provided. Consideration means, in effect, just about anything of value. As well as payment, consideration 
encompasses situations where you do something or refrain from doing something. It is not necessary that the 
consideration is provided by the recipient of the goods or service. It may be provided by a third party, which 
is the case when a financier pays the premium on behalf of the insured. 
 
Therefore, consideration is said to be made when the liability for the insurance premium is defeased into a 
debt to the premium funding organisation. This is the case regardless of whether the insured operates on a 
cash or accruals basis for GST. 
 
Essentially then, the repayments to the financier become nothing more than a reduction in a liability. The 
principal component of these repayments is not a supply for GST purposes. However, the component of the 
repayment representing interest is a supply for GST purposes as it represents consideration for a financial 
supply which is being made by the financier. As it is an input-taxed supply, the interest component is to be 
treated as a GST-free acquisition by the insured. 
 
There are no hard and fast rules for determining the apportionment of interest over the life of a premium 
funding contract but given that most premium funded insurance policies are of a years duration or less, a 
straight-line apportionment of interest over the number of repayments is a reasonable position to take. 
 
Example 5 
As for example 2, Katrina’s Butchery receives its public liability insurance renewal notice on 1 May 2009 
which is due for payment by 31 May 2009. The premium for the period 1 May 2009 to 30 April 2010 is $570, 
comprising base premiums of $500, GST of $50, and Stamp Duty of $20. 
 
Katrina takes out premium funding through Ace Premium Funders on 15 May 2009. Ace makes payment to 
the insurer on Katrina’s behalf. Katrina repays Ace through 10 monthly instalments of $70 commencing 1 
June 2009. 
 
By the end of her arrangement with Ace, Katrina will have paid some $700 for a policy with a face value of 
$570. As such, it can be said that there is some $130 of interest which is inherent in her arrangement with 
Ace. Given that there are 10 instalments to be made, Katrina can assume that each instalment of $70 
represents $13 interest and $57 of principal. 
 
Katrina’s Journals follow. 
 
1 May 2009 – To record insurance premiums payable: 
 
Account Tax Code Debit Credit 
Insurance Expense GST 550.00 
Insurance Expense N-T   20.00 
Creditor - Insurer N-T 570.00 
(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
15 May 2009 – To record defeasance of liability to Ace Premium Funders: 
 
Account Tax Code Debit Credit 
Creditor – Insurer N-T 570.00 
Premium Funding Liability N-T 700.00 
Unexpired Interest Liability N-T 130.00 
(Where N-T=outside the scope of the GST system) 
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1 June 2009 through 1March 2009 – To record monthly payment to Ace: 
 

Account Tax 
Code 

Debit Credit 

Interest Expense FRE 13.00 
Unexpired Interest Liability N-T 13.00 
Premium Funding Liability N-T 70.00 
Bank N-T 70.00 

(Where FRE=Acquisition with no GST in the price; N-T=outside the scope of the GST system) 
 
 

ACCOUNTING FOR INSURANCE SETTLEMENTS AND RECOVERIES. 
Without doubt, the greatest complexity of accounting for insurance surrounds settlements. The Tax Office’s 
GST Ruling 2000/36 Goods and Services Tax: insurance settlements by making supplies of goods or 
services is the governing document on this issue. 
 
When an insurance settlement occurs, there are any one of a number of courses of action which may take 
place: 
 
1. The insurer may make a cash settlement to the insured; 
2. The insurer may provide the insured with a voucher for the supply of a replacement item (more commonly 

the case with smaller electrical items, furniture, etc); 
3. The insurer may replace the damaged items (e.g. provide the insured with a replacement vehicle); 
4. The insurer may arrange for a supplier to provide a service (e.g. repair) to the insured, and pay the 

settlement monies directly to the service provider. 
 
Another variable is that of the excess which is typically payable by the insured when making a claim. In the 
case of points 1 and 2 above, it is expected that the insurer would reduce their cash or voucher settlement by 
the amount, if any, of the excess payable by the insured. In the case of point 3 above, the excess would 
normally be paid by the insurer to the insured. In the case of point 4 above, the excess could be paid by the 
insured to either the insurer or the supplier providing the service. 
 
We will now address each of these four scenarios in turn. In each case, we will summarise the income tax 
and GST implications before providing a worked example. 
 
Scenario 1 - The insurer may make a cash settlement to the insured 
 
Under this scenario, the insured is technically making a supply to the insurer. That supply is the forfeiture of 
its rights under the policy.  
 
However, section 78-20 of the A New Tax System (Goods and Services Tax) Act 1999 (the “GST Act”) 
provides that a settlement of a claim by an insurer in not treated as consideration. Consideration represents 
one of the six  necessary ingredients for a taxable supply to take place under section 9-5 of the GST Act. 
Thus, the settlement of an insurance claim is not a taxable supply. 
 
Accordingly, the insurer is not entitled to an input tax credit on the settlement. Likewise, the insured does not 
have a GST liability for the amount paid on settlement of a claim. As the settlement transaction is not a 
taxable supply per se, the classification of it for BAS purposes is that of non-reportable, as distinct from being 
that of GST-free.  
 
It is worth noting that when an insurer pays out a cash settlement, it is common practice for them to reduce 
the settlement amount by 1/11th if the insured is entitled to a full input tax credit. The rationale for doing this 
would appear to be that the insurer considers they are only required to indemnify the insured for the actual 
loss incurred. If the insured is entitled to an input tax credit on the replacement item, the insurer would 
consider that the insured’s actual loss will be 10/11th of the cost of the replacement item. 
 
From the insurer’s perspective, Division 78 of the GST Act provides them with some relief on settlements. At 
the outset of an insurance policy, the insurer will query the insured as to the extent by which they can claim 
input tax credits on premiums. If there is no entitlement to claim a full input tax credit for premiums paid on 
the insurance policy, the insurer is entitled to a decreasing adjustment of 1/11th of the settlement amount 
under subsection 
 78-15(1). On the other hand, if there is an entitlement to a full input tax credit for premiums paid, the insurer 
is not entitled to a decreasing adjustment under section 78-10. 
 
If there is entitlement to only a partial input tax credit, then the amount of the decreasing adjustment is 
determined by the extent of the entitlement to claim an input tax credit. This may be the case where the 
insured has a private or input-taxed component to their enterprise. 
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Example 6 
Kelvin damages his canary yellow Mazda and submits to his insurer a repair quote for $550. The insurer 
deducts Kelvin’s standard $200 excess and the $50 input tax credit that Kelvin will be able to claim when 
carrying out the repair, and remits $300 to him as a cash payment. Kelvin then deals with the repairer directly 
in carrying out the repair. 
 
The payment by the insurer to Kelvin is not treated as consideration for a taxable supply and thus while 
assessable for income tax, carries with it no GST implications. Similarly, it is not reportable on Kelvin’s BAS. 
 
Kelvin’s payment to the repairer is treated as a creditable acquisition in the normal manner. 
 
Kelvin’s journals follow. 
 
To record insurance settlement received: 
 
Account Tax Code Debit Credit 
Bank N-T 300.00 
Insurance Proceeds Income N-T 300.00 
(Where N-T=outside the scope of the GST system) 
 
  To record repair: 
 
Account Tax Code Debit Credit 
M/V repairs expense GST 550.00 
Bank./Creditors N-T  550.00 
(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 
 
Scenario 2 - The insurer may provide the insured with a voucher for the supply of a replacement item  
 
Like scenario 1, the supply of a voucher to the insured by the insurer is not viewed as consideration and is 
therefore not a taxable supply. 
 
However, the decision as to where input tax credits lie in this transaction becomes a little more blurred as a 
third party has been introduced, namely the supplier issuing the voucher. 
 
There are, in fact, three supplies taking place: 
 
Supply 1 – the supply of a voucher by a retailer to the insurer; 
Supply 2 – the supply of that voucher from the insurer to the insured; 
Supply 3 – the redemption of that voucher by the insured. 
 
As for the first supply from retailer to insurer, the supply of a voucher by the retailer to the insurer is not 
considered a taxable supply provided that: 
 
1. the voucher entitles the user with the ability to spend a monetary amount as stated on the voucher; and 
2. the consideration provided for the voucher does not exceed the monetary value. 
 
In other words, it would only be if the voucher was for a specific item – rather than the entitlement to spend a 
certain amount – that the supply of the voucher would in itself represent a taxable supply.  
 
As for the second supply from insurer to insured, this is not considered a taxable supply according to section 
100-5 of the GST Act. 
 
As for the third supply from retailer to insured upon redemption of the voucher, this is considered to be a 
taxable supply. An input tax credit would be available to the insured (provided that the underlying item 
purchased attracted GST and that the acquisition was creditable to the insured) and GST would be remitted 
by the retailer. 
 
Again, it would be typical for the insurer to provide the insured with a voucher for the GST-exclusive value of 
the replacement cost of the item insured. 
 
Example 7 
Kelvin has an accident at the water bubbler and damages the cooling unit. He submits to his insurer a repair 
quote for $220. The insurer determines that a new cooling unit would be a more economical course of action 
as they are priced at only $165.  
 
The insurer deducts the $15 input credit that Kelvin will be able to claim upon purchasing the new unit and 
then provides Kelvin with a $150 voucher to be used on any product that he likes at a Retravision store. No 
deduction was made for an excess as, on this particular policy, Kelvin pays an additional premium for a nil 
excess.  
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Because the voucher is for a stated monetary value, there are no GST implications when the retailer supplies 
the voucher to the insurer. Likewise, the providing of the voucher by the insured to Kelvin is not a taxable 
supply. 
 
Kelvin purchases a new cooling unit from Retravision for $165. He pays $150 of the purchase price with the 
voucher provided to him by his insurer and the remaining $15 in cash. Kelvin becomes entitled to input tax 
credits on the full amount of the purchase price.  
 
Kelvin is a Small Business taxpayer and thus can write off any assets costing less than $1,000. 
 
Kelvin’s journals follow. 
 
 To record receipt of voucher from insurer: 
 
Account Tax Code Debit Credit 
Vouchers Redeemable Asset N-T 150.00 
Insurance Proceeds Income N-T 150.00 
(Where N-T=outside the scope of the GST system) 
 
 To record redemption of voucher for a replacement cooling unit: 
 
Account Tax Code Debit Credit 
Equipment < $1000 GST 150.00 
GST Paid N-T 15.00 
Vouchers Redeemable Asset N-T 150.00 
Bank N-T 15.00 
(Where GST=Acquisition with GST in the price;  N-T=outside the scope of the GST system) 
 
 
Scenario 3 - The insurer may replace the damaged item 
 
Under this scenario, the insurer claims an input tax credit, where applicable, on the purchase of the 
replacement item from a retailer. The amount of the settlement is, in effect, the market value of that 
replacement item. 
 
Again, however, a supply of goods or services by the insured to the insurer in settlement of a claim is not  a 
taxable supply under section 78-25, so the insured will not remit GST and the insurer will not claim input tax 
credits. 
 
Payment of an excess by the insured to the insurer is not consideration for a supply, and is not subject to 
GST sunder section 78-55. This outflow would be treated by the insured as not reportable for BAS purposes. 
 
Sometimes an insurance company will acquire the damaged item from the insured. GST does not apply to 
this transaction under section 78-60. 
 
Example 8 
As per the previous example, Kelvin’s insurer merely provides him with a replacement cooling unit, the 
market value of which is $165 GST-inclusive.   
 
In this case, the insurer claims the input tax credit upon their purchase of the cooling unit. Kelvin has no input 
tax credits to claim. 
 
Arguably, Kelvin could record no entries whatsoever, but he may wish to record the following transaction to 
show the insurance recovery:   
 
To record replacement of cooling unit by insurer: 
 
Account Tax Code Debit Credit 
Equipment < $1000 N-T 150.00 
Insurance Proceeds Income N-T 150.00 

(Where N-T=outside the scope of the GST system) 
 
Scenario 4 - The insurer may arrange for a supplier to provide a service (e.g. repair) to the insured, 
and pay the settlement monies directly to the service provider. 
 
There are no GST implications whatsoever for the insured in respect to the dealings between the insurer and 
the repairer.  
 
There are, however, two variations possible as to the payment of the excess by the insured, namely payment 
of the excess to the insurer or payment of the excess to the repairer. 
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Payment of an excess by the insured to the insurer is not consideration for a supply, and is not subject to 
GST under section 78-55. This outflow would be treated by the insured as not reportable for BAS purposes. 
 
By contrast, if the insured pays an excess to the repairer, the insured is entitled to an input tax credit on that 
payment, provided that it is registered for GST purposes and it has acquired those repair services for a 
creditable purpose. It will be necessary in such instances for the insured to request a separate tax invoice of 
the repairer for the value of the excess paid to them.  
 
The repairer should also have issued a tax invoice to the insurer for the payment made by them. The insurer 
can claim an input tax credit on this amount provided that the insurer chose the supplier, instructed the 
supplier about the supply of the goods or services to the third party, entered into a contractual relationship for 
a right to have the supply performed (such contract providing that the goods or services be supplied to the 
third party), and is liable to pay for the supply. 
 
Example 9 
Kelvin damages his canary yellow Mazda and submits to his insurer a repair quote for $550 from Pistol 
Pete’s Smash Repairs. The insurer enters into a contract with Pistol Pete to repair the vehicle, advising that 
they will pay $350 and that Kelvin will remit a further $200 directly to them, this $200 representing his excess 
under the policy. The nature of the contract between the insurer and Pistol Pete satisfies the conditions 
outlined above. 
 
Kelvin requests a separate tax invoice from Pistol Pete in respect to his $200 payment and claims an input 
tax credit of $18.18 (being 1/11th of $200). The insurer claims an input tax credit of $31.82 (being 1/11th of 
their $350 payment to Pistol Pete). Pistol Pete remits a total of $50 in GST so the GST impact is neutral 
across all three parties. 
 
The dealings between insurer and Pistol have no impact on Kelvin’s accounting or BAS. 
 
Kelvin’s journals follow: 
 

Account Tax Code Debit Credit 
M/v repairs GST 181.12 
GST Paid N-T    18.18 
Bank/Creditors N-T 200.00 

(Where GST=Acquisition with GST in the price; N-T=outside the scope of the GST system) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer 
The information contained in this edition was written in April 2003, and was last updated in February 2010.  Information 
contained herein is general in nature and is intended to provide guidance to bookkeepers in providing bookkeeping 
services for their clients. It is not intended to be taken as a substitute for you or your clients seeking professional advice in 
relation to their own specific circumstances. 
Copyright 
Except for use with other staff members or contractors of your bookkeeping firm, no part of this publication may be 
reproduced without the express permission of Australian Bookkeepers Network Pty. Ltd. 
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