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SupplementaryExplanatoryMemorandum

GENERALOUTLINEANDFINANCIAL IMPACT

Thissupplementaryexplanatorymemorandumexplainstheamendments
proposedto theTaxationLawsAmendmentBill (No. 3) 1993.

Deductions allowable to life assurance companies

Thisproposedamendmentis to ensurethattheformulawhich allocatescertain
deductionsto thevariousclassesof assessableincomeof a life assurance
companyallocatesall therelevantdeductions.

TheBill asit presentlystandsincludescertainamountsin thedenominatorof
theformula, butnotall thoseamountsare includedin thetotalof the
numeratorsusedto apportion the non-exclusivedeductionsof alife assurance
companyto itsvariousclassesof assessableincomewhich are taxedat
differentrates.Thefesultmaybethat notall thedeductionsallowableto a life
assurancecompanywould beallocatedto n classof assessableincome.This
wasnotthe intentionof theamendment.

Financialimpact: Thereis no revenueimpactof this amendment.

Sales Tax: Credit for pads used in repair of business inputs

Providesa creditfor taxpaid onpartsusedin therepairof Australian-used
goods:

thepropertyinwhich will betransferredto anotherperson,whowill use
thesegoodsasbusinessinputsin theprimaryproduction,mining or
manufacturingindustries;or

thepropertyinwhich will betransferredto anotherpersonduring the
courseof repairof otherAustralian-usedgoods,wherethat otherperson
will usetheseAustralian-usedgoodsasbusinessinputsin theprimary
production,mining ormanufacturingindustries[amendments2 and3J.

Dateofeffect: 1 January1993.

Proposalannounced:Not previouslyannounced.
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Financial impact: It is estimatedthattheamendmentwill cost$25 million
perannum.
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SupplementaryE.tplanatoryMemorandum

DEDUCTIONS ALLOWABLE TO LIFE ASSURANCE COMPANIES

Summary of the amendment

Theformulacontainedin subsection116CF(2)of theIncomeTaxAssessment
Act 1936operatesto apportionto thevariousclassesof assessableincomeof
alife assurancecompanythosedeductionswhich do notrelateexclusivelyto
anyparticularclass.Theamendmentscontainedin theBill areintendedto
merelychangethecomponentsof thatformula.

Theinvestmentcomponentof RNpolicy premiumstowhich section111AA
appliesareincludedin thedenominatorof theformulaby proposednew
subsection116CP(4)togetherwith otheramountsto which sectionslilA and
111AA apply. Thosetp~’premiumamountsarepartof the ‘CS/RNclassof
assessableincome.Rowever,theBill doesnotincludethosepremiumsin the
numeratorof theformulausedtoapportionnon-exclusivedeductionsto the
‘CSIRA’ classof assessableincome.Thissituationisto becorrectedby the
amendmentnowproposed[Amendment1j

Explanation of the amendment

Proposednewsubsection116CP(6)is to beamendedto providethat, for the
purposesof allocatingdeductionsto theCS/RAclassof assessableincome,
the investmentcomponentof premiumstowhich section111AA applies,being
premiumsin respectof Retpolicies,aretobe includedas assessableincomeof
thatclassinadditiontopremiumsin respectof CSpolicies.
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SupplementaryExplanatoryMemorandum

SALESTAX CREDITFORPARTSUSEDIN REPAIROF
BUSINESSINPUTS

Summary of proposed amendments
Theproposedamendmentswill providea creditfor tax paidonpartsusedin
therepairof Australian-usedgoods:

• thepropertyinwhich will betransferredto anotherperson,who will use
thesegoodsasbusinessinputsin theprimaryproduction,mining or
manufacturingindustries;or

• thepropertyinwhich will betransferredto anotherpersonduring the
courseof repair of otherAustralian-usedgoods,wherethatotherperson
will usetheseAustralian-usedgoodsasbusinessinputsin theprimary
production,mining ormanufacturingindustries[Amendments2 and3j

Background to the legislation

Underthesalestax law,wherea personrepairs,renovatesorreconditionsused
goods,thenew partsusedin thework are appliedto theuseof thepersonat
thelime of therepair,renovationor reconditioning. Thepartsloose their
separateidentityduring the process.If therepaireris notentitledto exemption
atthelime of the repair,thenlatersalestoexemptpersonswill not relievethe
goods(or thepartsusedin their repair)from tax.

In manycases,therepairedgoodsmaybelatersoldto personsentitledto
exemptionfrom salestax on new goods. In othercases,therepairedgoods
maybe usedin therepairof othergoodsusedby personsentitledto exemption
on new goods. Someexamplesof thesecasesare~

agriculturalmachinerydealershavingtraded-inapieceof machineryeg.a

tractor,will carryoutrepairsandthenplacethemachineryin stock At a
laterdate,themachinerymay besold to afarmerentitledto salestax
exemption;

• in themining industry, a repairermayreconditionunitseg.gearboxes,
andplacethesein stockfor lateruse. Duringtheprocessof repairinga
pieceof mining machineryfor a miningcompany,therepairermayuse
thereconditionedunit to replacea damagedpiece.The reconditioned
unitwill besuppliedto theminingcompanyaspart of therepaircontract.
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Theobjectof theproposedamendmentsistoprovidea creditfor anysalestax
thathasbeenpaidby therepaireron partsusedto repair,renovateor
reconditiongoodsthathavebeensold, or wherepropertyin themhaspassed,
to apersonwhowill usethegoodsasabusinessinputin theprimary
production,mining or manufacturingindustries.

Explanation of proposed amendments

The amendmentswill insertnewcreditgroundCR22in theSalesTax
AssessmentAct 1992. CR22will introduceanewconceptof “Eligible repair
goods”,to providea creditfor salestaxpaidon partsusedto repairsecond-
handbusinessgoodsthatare:

• soldto aperson;or

• usedin repairwork carriedoutfor a person,where propertyin the goods
suppliedpassesto theperson;

andtheperson(the purchaser),is engagedin the primaiy production,mining
or manufacturing industries. The parts must become integral partsof the
repairedgoods. To be integralpartsthey must be required for the unit to
function, ratherthanberequiredfor actualoperation.Forexample,a cogin a
gearboxis requiredfor thegearboxto function,just asa gearboxisrequiredin
a tractorfor it to function. However,oil in a motoris notanintegralpart,as
the motor will functionwithout theoil, althoughit certainlywill not operate
foranygreatperiodwithout theoil.

Forthecredittoapply, thepurchasermustsupplytherepairer(theclaimant)a
declarationthatthe purchaserwill usetherepairedgoodssoasto satisfyone
or moreof exemptionItems1, 2, 18,23,28,29,33,35,36 or38 in the Sales
Tax(Exemptionsand Classiflcaeions)Act1992[Amendments2and3;
clauses 1344, .7342and135Aj

The Commissioner will provide purchasersandclaimantswith detailsof the
form and mannerof declarationthatwill berequired.

ThestatedexemptionItemscoverthe rangeof businessinput exemptions
availabletogoodsproducersengagedspecifically in the primaryproduction,
mining andmanufacturingindustries. Contractorsto thesegoodsproducers
who would beentitledto exemptionunderItem 36 in theSales Tax
(ExemptionsandClassifications)Act1992,arealsocovered.Item 30,
[Handlingetc.ship’scargoor internationalair cargo],hasnotbeenincludedas
theitemisnotrestrictedto goodsproducers,which is thedesiredscopeof
theseprovisions(Amendment2; clause134BJ
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SupplementaryExplanatoryMemorandum

The purpose of the amendment is toremovetheelementof salestaxthat, but
for thecredit,would bepassedontotheprimaryproduction,mining or
manufacturingindustries.Accordinglyit is intendedthatthebenefitof the
creditbepassedonto theaffectedindustriesthroughlowerchargesfor the
goods.

Contractorswithin thescopeof exemptionItem 36 in theSalesTax
(ExemptionsandClassifications)Act 199Z havebeenincludedwith the
intentionof removingthe indirecteffectofthesalestax emanatingfrom the
repairer,beingpassedonto thegoodsproducer,throughthecontractor.Thus
it is intendedthat thebenefitbepassedfrom therepairerto thecontractorwho
in turn wouldpassit on to thegoodsproducerthroughlower contracting
cbarges.

Thecreditwill be availableto therepairer(theclaimant),wheretaxhasbeen
borneonpartsusedin therepairandall thenecessaryconditionshavebeen
met. Both the passingof propertyandthereceiptof thedeclarationmusthave
occurred,with the timing of availabilityof thecreditbeing tiedto the
occurrenceof thelastof theserequirements[Amendments2 and3; clauses
134A, 1342 and 135A1.

Someexamplesof theworking of thecreditgroundare asfollows:

• a farmmachinerydealertrades-inatractor. Hereconditionsthetractor
usingmotorpartswith salestax paid on themof $200. Thetractor is
placedinstock. Onemonthlatera farmer,entitledto exemption
purchasesthetractorforusein farmingoperations.Thefarmergivesthe
dealercertificationasrequired. Thedealeris now entitledto acredit of
$200. It is intendedthat this creditbepassedonas areductionin the price
of thetractor.

• abulldozerdealeroperatesa replacementservicefor customers.Wherea
bulldozerrequiresrepair thedamagedunitwill beremovedandreplaced
by areconditionedunit. Thedamagedunitwill be takento theworkshep,
repairedandplacedin stockfor lateruse.A landclearingcontractorto
theagriculturalindustrydamagesa gearbox.Tbis is replacedaspartof a
servicecontractwith the dealer.A reconditionedgearboxis suppliedand
fitted. Thedealerhaspaid $400insalestax on gearsusedto repairthe
replacementunit. On receiptof certificationof exemptstatusfrom the
contractor,thedealeris entitled to a creditof $400. It is expectedthat the
$400creditwill bereflectedin thecostof thework to thecontractor.
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Timing

Thecreditis to applytop~susedby therepairerwherethetaxwasborneon
a dealingwith thepartsthat occurredon or after1 January1993[Amendment
4; subclause136(1)j

Consequentialamendment

Clause143 of TaxationLawsamendmentBill (No.3) 1993 providesaspecial
TransitionalcreditgroundCR22for the RSPCAfor tax-bearing dealings with
goodson or after 13 March 1993 andbefore the commencement of Part8 of
that Bill.

Dueto the transitionalnatureof this credit ground, the number will be
amended to CR23 to accommodate the use of CR22for the repair
parts[Amendment5; clause143].
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path used become
E~igib1eRepairGoods
at the later oL
• propertypassingor
• receiptof writtendeclaration.

9












