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GeneralOutline 3

General Outline and Financial Impact of the
Amendments

Theamendmentswill amendthe TaxationLawsAmendment
Bill (No. 3) 1991to:

simpli~thecalculationofprovisionaltax for 1991-92for
thosetaxpayerswhoarewithin theprovisionaltax system
becauseof a shortfall in pay-as-you-earntaxdeductions
from salaryor wagesincomereceivedin 1990-91
[amendment(6)1;

• reducethefrankingcredit thatarisesto a non-mutuallife
assurancecompanyfor aninitial or subsequentpaymentof
tax,andthefrankingdebit in thecaseofarefund,by the
applicationofa formulathat usesthecurrentyear’stax
liability [amendments(1), (2), (8), (4) and (7)]; and

• includea provisionin thecapitalgainstax(CGT)
legislationto enableshareholdersin companiesin
liquidationto realisecapitallossesonvaluelessshares
[amendment(5)].

Theamendmentswill haveno significantimpacton therevenue.



4 Summaryof ProposedAmendments

Summary of proposedamendments 1
A numberof amendmentsto theBill areto bemovedonbehalf
of theGovernment.Theseamendmentsrelateto thecalculation
ofprovisionaltaxin respectof 1991-92for certaintaxpayersand
thechangesto theimputationsystemproposedby theBill.

Theamendmentsalsoincludeanamendmentto theCGT
provisionsof theIncomeTaxAssessmentAct 1936(the
PrincipalAct) to enabletaxpayersto realisecapitallosseson
valuelesssharesheldin companiesin liquidation.

Provisionaltax amendments

Thechangesproposedto theprovisionaltax amendmentsin the
Bill will simplify thecalculationofprovisionaltaxfor those
taxpayerswith a shortfall ofatleast$3000in pay-as-you-earn
tax deductionsfrom 1990-91 salaryor wagesincome.

Imputationchanges

Theeffectsof theproposedamendmentsto theimputation
arrangementsare:

• whenanassessmentis made,life assurancecompanies
will receiveliartherfrankingdebitsandcreditsin respect
of -

• initial paymentsoftax,

• furtherpaymentsoftaxand

• refundsofinitial paymentsof tax.

Capitalgainstax amendment

Theproposedamendmentwill allow shareholdersin companies
in liquidationto realisecapitallosseson theirsharesif the
liquidatorhasindicatedthat thereis no likelihoodof
shareholdersreceivinga distributionin thecourseofwindingup
thecompany.
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Provisionaltax S

- Noteson theproposedamendments I
Provisionaltax amendments

Theprovisionaltaxamendmentsproposedin theBill are
explainedin Chapter13 oftheexplanatorymemorandumto the
Bill.

Theamendmentsproposedin clause71 oftheBill would have
resultedin taxpayersbeingliableto provisionaltax onsalaryor
wagesif theysatisfiedthefollowing testswhicharecontainedin
paragraphs221YAB(a)arid (b)ofthePrincipalAct:

• theirbalanceto payonassessmentwas$3000ormore;
and

• thePAYE tax deductionsmadefrom thatsalaryorwages
incomewereunder-deductedby $3000ormore;

wherethebalanceto payonassessmentwasdetermined
disregardinganyprovisionaltax creditfor theprecedingyearin
respectofsalaryor wages.

Theexistinglegislationallows thewholeofthepreviousyear’s
provisionaltax creditin determiningthebalanceto payon
assessment.Thesearrangementsarenot equitablefor the
reasonsexplainedin paragraph13.3of theexplanatory
memorandum.

Thetechnicalprecisionof clause71 in theBill wouldhave
requiredtaxpayersto splittheprovisionaltax creditinto the
following two components:

(a) provisionaltax onincomeotherthansalaryor wages;and

(b) provisionaltax onsalaryor wagesincome.

This calculationwouldhaveconfusedandimposedan

unacceptableburdenson taxpayers.

To overcomethispotentialproblem,amendment(6) nowbeing
movedwill excludethewhole provisionaltaxcredit from the
calculationofthefirst testcontainedparagraph221YAB(a)of
thePrincipalAct. [Clause71-paragraph 221YAB(a)]



6 Imputation

Imputationchangesandtiming offranking credits

TheBill containsamendmentsto the dividendimputation
previsionsof theAct to changethebasisonwhichcompanies
receivefrankingcreditsfrom theassessmentto the paymentof
companytax. This measurewasannouncedin the1991-92
Budgeton 20August1991andappliesto paymentsoftax made
underassessmentsandamendedassessmentsmadeafterthat
date.

Onefeatureofthis changeis thatthefrankingcreditsthatarise
wheninitial andsubsequentpaymentsof companytaxaremade
arenot offsetby frankingdebitswhenthesepaymentsare
appliedin theassessment.Thefrankingcapacityofmost
companieswill notbeaffectedby this thange.However,this is
not thecasefor non-mutuallife assurancecompanies.

Non-mutuallife assurancecompaniesreceivefrankingcredits
andusefrankingdebitsin thesamewayasothercompanies
thathaveshareholders.However,mostof thesecompaniesare
preventedby theLife InsuranceAct1945 from distributingtheir
profits exclusivelyto shareholders.Thefrankingcreditsand
debitsderivedby life assurancecompaniesaretherefore
reduced,by theapplicationofformulae,to takeinto accountthe
taxpaidon incomethatcannotbedistributedto shareholders.

Frankingcreditsanddebitsoflife assurancecompaniesare
generallyreducedby 80% ofthetaxassessedon the statutory
find componentoftaxableincomefor thecurrentyearof
income. However,whena companymakesaninitial or
subsequentpaymentoftax,or partof theinitial paymentis
refunded,thisapportionmentbasiscannotbeusedbecausethe
tax liability of thecompanyfor thecurrentyearis not knownat
thattime. Thepaymentis thereforeapportionedbetween
statutoryandnon-statutoryfund incomeon thebasisofthe
previousyear’staxliability.

Undertheassessmentbasedimputationsystem,thereducing
frankingdebitsfor initial andsubsequentpaymentsare
apportionedon thebasisofthepreviousyeafstax liability.
This achievestheright resultbecausethesedebitsarewritten
backandreplacedby reducingfrankingdebitsbasedon thetax
assessedfor thecurrentyearwhentheassessmentissues.This
doesnotoccurunderan imputationsystembasedon the
paymentoftax.



Imputation 7

Whenthe company’sfrankingcapacityis basedon taxpaidthe
right resultis not achievedif thereducingfrankingdebits
incurredby life assurancecompaniesfor initial andsubsequent
companytax paymentsarecalculatedon thebasisof thetaxable
incomeofthepreviousyear. Althoughno changecanbemadeto
thebasisfor reducingthefrankingcreditswheninitial and
subsequentpaymentsof companytax aremade,theright result
will beachievedif thereducingfrankingdebitsarerecalculated
on thebasisofthecompany’staxliability for thecurrentyear
whentheassessmentis made. A similaradjustmentis also
necessarywhena companyreceivesa refundthatrelatesto its
initial payment.

Thefrankingaccountwill reflect theright frankingcapacityofa
life assurancecompany,aftertaking intoaccountthetaxpaid
on incomethatcannotbedistributedto shareholders,if the
following entriesaremadeto thefrankingaccountwhenthe
assessmentis servedor deemedto beserved:

• afrankingcredit to reversethefrankingdebit that arose
whenthecompanymadeaninitial (orsubsequent)
paymentof tax;and

• areducingfrankingdebitfor theinitial (or subsequent)
paymentthatis recalculatedusingaformulathat
apportionsthepaymenton thebasisofthecompany’stax
liability on statutoryandnon-statutoryfund incomefor
thecurrentyearof income.

In thecaseof refundsofthewholeor partof aninitial payment,
thefrankingaccountwill reflect theright frankingcapacityofa
life assurancecompanyif thefollowing entriesaremadeto the
frankingaccountwhentheassessmentis served,ordeemedto
besewed:

• afrankingdebitto reversethereducingfrankingcredit
that arosewhentherefundwasmade;and

• a reducingfrankingcredit that is recalculatedusinja
formulathat apportionstherefundon thebasisofthe
company’stax liability onstatutoryandnon-statutory
fundincomefor thecurrentyearofincome.



S Imputation

Initial paymentof tax 4
Whena companymakesaninitial paymentoftax afranking
creditarises(sectionI6OAPMA). Wherethecompanyis a life
assurancecompanya reducingfrankingdebit,calculatedonthe
basisoftheprecedingyear’s tax liability, arises
(section16OAQCD).

Wheretheassessmentfor theyearofincometo which theinitial
paymentrelatesis servedor deemedto be servedafter
20August1991,the life assurancecompanyreceivesafurther
frankingcreditandfrankingdebit. Theseare:

• a frankingcreditequalto thefrankingdebit that arose
undersubsection160AQCD(1)whentheinitial payment
wasmade(Clause57A - new section160APVFJ,and

• a newreducing frankingdebit calculatedusingthe
formulaprovided. This formula will calculatethe franking
debit on the basisofthetaxliability for theyearofincome
to which the initial payment relates.
(Clause61A. - newsubsections16OAQCD(3)and (4)1

Subsequentpaymentsof tax

When a companymakesa subsequentpaymentoftax a franking
credit arises(section1GOAPM:B). Where the companyis a life
assurancecompanya reducing frankingdebit,calculatedon the
basis ofthe precedingyear’s tax liability, arises
(section16OAQCE).

Where the assessmentfor the yearofincometo which the
subsequentpayment relatesis servedor deemedto be served
after20August 1991,the life assurancecompanyreceivesa
further frankingcredit and franking debit. Theseare:

a frankingcredit equal to the franking debit thatarose
under subsection1COAQCE(1) when thesubsequent
p~ymentwasmade(ClauseSIA - newsection
160APVGJ,and

a new reducingfrankingdebit calculatedusingthe
formula provided. This formula calculatesthe franking
debit on thebasisof the taxliability for theyearofincome
to which the subsequentpayment relates(Clause61B -

newsubsectionsJBOAQCE(3) and (4)1.



Imputation 9

Refundsofcompanytax

When a companyreceivesa refundofan initial paymentoftax a
frankingdebit arises(section16OAPYB). Wherethe companyis
a life assurancecompanya reducingfrankingcredit,calculated
on the basisoftheprecedingyear’s tax liabifity, arises
(section 16OAPVC).

When the assessmentfor the yearofincometo which the refund
ofthe initial paymentrelatesis served,or deemedto be served,
after20 August 1991, the life insurancecompanyreceivesa
further frankingcreditand franking debit. Theseare:

a frankingdebit equalto the frankingcredit that arose
under subsection16OAPVC(1)when therefundwasmade;
(Clause62-new section16OAQCM1and

a newreducingfrankingcredit calculatedusingthe
formulaprovided. This formulacalculatesthefranking
crediton the basisofthetax liability for theyear ofincome
to which the refundrelates.
(Clause57- new subsections16OAPVC(3) and (4)1



10 CapitalGainsTax

Capitalgainstaxamendment 4
TheCOTprovisionsof PartlilA ofthePrincipalAct allow a
taxpayerto realiseacapitallosson thedisposalofanasset.
However,wherea companyis placedin liquidation,the
CorporationsAct1990restrictsthetransferof sharesin the 4
company.This meansthat shareholderswhoseshareshave
becomevaluelessareunableto disposeoftheirsharesand
realisea capitalloss.

To overcomethis problemclauseGSA proposesanamendment
to theCOTprovisionsto ensurethatwhere:

• ataxpayerownsasharein a companyin liquidation;and

• theliquidatormakesa writtenstatementthatthereare
reasonablegroundsto believethatthereis no likelihood
thattheshareholderswill receiveanydistributionin the
courseofwindingup thecompany;

thetaxpayermayelectto havethesharetreatedashavingbeen
disposedof (andimmediatelyreacquired)for nil considerationat
thetime theliquidator’sstatementwasmade.
(Clause63A - newsection760WAJ

Theamendmentalsooperateswherethereis morethanone
classof sharesin a companyandtheliquidatormakesthe
declarationin relationto a particularclassofsharesonly. In
this situationtheamendmentappliessolely to that classof
shares.

An electionby ataxpayerhastheeffectof deemingthetaxpayer
to havedisposedof thesharesfor no consideration,thereby
crystallisinganycapitalloss. Thesharesaredeemedto be
immediatelyreacquiredby thetaxpayerfor no consideration
which ensuresthat, if a distributionis subsequentlyreceived, 4
thedistributionis subjectto theexistingprovisionsofthe
PrincipalAct.

Theamendmentwill applyafter11 November1991(i.e. thedate
of introductionof this amendment)to sharesownedby
taxpayersin companiesin liquidation,whethertheliquidation
commencedbeforeor afterthattime. However,thetaxpayer’s
electionandtheliquidator’sstatementmustbe madeafter
11 November1991.
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