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General outline and financial impact

Capital gains tax - increase in personal-use asset thresholds

AmendstheBill to ensuretheproposedsafeguardingprovisionrelatingtothe
joint ownershipof listedpersonal-useassetsappliesaswasintended.

Date of effect: The safeguardingmeasurefor jointly held listedpersonal-use
assetswill applyto assetsacquiredafterRoyal Assentof theBill.

Amendmentannounced: Not previouslyannounced.

Financial impact: None.

Compliancecostimpact: None.

Dividend imputation

AmendstheBill to ensurethatproposednewsubsection1 6OASN(1)of the
IncomeTaxAssessmentAct 1936will achieveits intendedeffect. Subsection
16OASN(l)allowscompaniesto varya declarationin respectof a dividend
wherethedeclarationwasmadebeforetheclassC conversiontimebut the
dividendto which thedeclarationrelateshasareckoningday after
conversion.

Dateofeffect: 1 July 1995.

Amendmentannounced: Not previouslyannounced.

Financial impact: None.

Compliancecostimpact: None.

I



TaxationLawsAmendmentBill (No. 4)1995- Supplementary&planatoryMemorandum

Forestry plantations

Amendstheproposedprovisionapplyingwheretaxpayerswho conduct
timberoperationssellstandingtimberwhich theypurchasedasanexisting
forestorplantation.Theproposedprovisioncorrectsananomalyunderwhich
grossratherthannetproceedsmight betaxed;this amendmentputsbeyond
doubtthematchingtreatmentof net lossesandnetgains.

Dateofeffect: Applies to salesof standingtimberafter9 May 1995.

Proposalannounced: Not previouslyannounced.

Financial impact: None.

Compliancecostimpact: None.

Trust losses

Makesthreecorrectionsto thetrustlossprovisionssetout in Schedule7
of theBill. Theseamendments:

• changethe generalapplicationprovisionfor prior yearlossessoit is
clearthatthe arrangementspreventingretrospectivitynotonly apply
to the 1994-95incomeyearbut to laterincomeyearsaswell;

• replacetheword ‘individuals’ with ‘persons’in thedefinitionof ‘fixed
trust’,

• replacethewords‘would be satisfied’with thewords ‘would notbe
satisfied’ inoneof theanti-avoidanceprovisionsthat relateto the
definitionof ‘widely heldunit trust’.

Dateofeffect: 9 May 1995.

Amendmentannounced: AssistantTreasurer’sPressReleaseof
17 October1995.

Financial impact: The amendmentsensurethat theprovisionsoperateas
intended.Accordingly,thereis no additional financial impact.

Compliancecostimpact: None.
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Amendments1 and2

If~J~JICapital gains tax - in crease in

11111 personal-use asset thresholds
Purpose of the amendments

1.1 Amendments1 and2 will ensurethatproposednew
subsectionI 60B(2A)operatesasintendedin relationtojointly owned
listedpersonal-useassets.

Background to the legislation

1.2 Thecapitalgainstax (CGT) provisionsapply to both listedand
non-listedpersonal-useassetswhich exceeda certainthreshold.

1.3 A personal-useassetis definedin subsection160B(1)of the
IncomeTax AssessmentAct 1936asanassetwhich is keptprimarily for
thepersonaluseandenjoymentofthetaxpayeror associatesofthe
taxpayer.A ‘listed’ personal-useassetis definedasanassetwhich costs
morethan$100andwhich is listedin subsection1 60B(2).Examples
includea stamp,coin andanantique.Theamendmentproposedby item
19 of TaxationLawsAmendmentBill (No.4) 1995 (theBill) will increase
thethresholdto $500.

1 4 Subparagraph1 60B(2)(a)(vn)providesthatan interestin a listed
assetis itself a listedpersonal-useasset.Therefore,wherea listed
personal-useassetisjointly owned,thefull thresholdis currently available
to eachpartownerof theasset.As a result,anassetcouldfall outsidethe
CGTprovisionseventhoughits totalcostexceedstheproposed$500
threshold.

1.5 A safeguardingprovisionis thereforeproposedto ensurethat,
whereataxpayerownsaninterestin ajointly held listedpersonal-use
assetandthemarketvalueof theunderlyingassetatthetimeof
acquisitionis morethan$500,the interestwill alsobe alistedpersonal-
useassetwhetherornot it exceedsthe$500threshold.

1.6 Thissafeguardingprovisionwas introducedasproposednew
subsectionI 60B(2A)of theBill fitem 201.However, thenewprovision
doesnotproperlygive effectto thepolicy outlinedin paragraph1.5. Thus,
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newsubsectionI 60B(2A)will beamendedtoensurethat it achievesthe
desiredeffect.

Explanation of the amendments

1.7 Newsubsection160B(1A)(item18AJprovidesthat
subsectionI 60B(2)andproposednewsubsection160B(2A)definewhat
arelistedpersonal-useassetsfor thepurposesof theCGTprovisions.
(Amendment11

1.8 Newsubsection160B(2A)is amendedto providethataninterest
ina listedpersonal-useassetwill alsobealisted personal-useassetif the
marketvalueof theunderlyingassetatthetimetheinterestwasacquired
exceeded$500(newitem20; amendedsubsection160B(2A)J.Wherethis
isthe case,the$500thresholdwill notapply to the interest.
(Amendment2]

1.9 Thefollowing exampleillustrateshow theseprovisionswill
operate.

Example

1.10 An antiqueworth $800,beinga listedpersonal-useasset,is purchased
jointly by two taxpayersfor $400each.Eachtaxpayerhasacquireda listed
personal-useassetfor$400 asrepresentedby hisor herinterestin theantique.
Withoutasafeguardprovision,eachinterestwould notbecaughtby theCGT
provisionsasthecostof the interest($400) is belowtheproposed$500 threshold

1.11 Undertheamendmentproposedby newsubsection160B(2A),each$40
interestwill besubjectto theCOT provisions,asthetotal valueofthe underlying
assetwhentheinterestwasacquiredexceeded$500.
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Amendments3 and4

Dividend imputation

Overview

2.1 Amendments3 and4 will ensurethatproposednewsubsection
16OASN(I)of the IncomeTax AssessmentAct 1936will achieveits
intendedeffect.

Background to the amendments

2.2 Section1 6OAQF of theAct specifiesthecircumstancesin which
a dividendmaybefrankedandhow it is franked.Broadly,afrankable
dividendis frankedif a residentcompanymakesadeclarationbeforethe
reckoningdaythat thecurrentdividendis a frankeddividendto theextent
of acertainpercentage(not exceeding100percent).

2.3 Ordinarily, section16OAQF declarationscannotbevaried
(subsection1 6OAQF(2)).However,subsection1 6OASN(l)will allow
companiesto vary a declarationin respectof adividendwherethe
declarationwasmadebeforetheclassC conversiontime butthedividend
to which thedeclarationrelateshasa reckoningdayafterconversion.

Explanation of the amendments

2.4 Thewords ‘the conversiontimeor timedeclarationmadeor
beginningof reckoningday’ in proposedsubsection1 6OASN(1)are
superfluous.Thereforetheamendmentswill omit themandsubstitute‘that
time’ instead.(Amendment3; amendedproposedsubsection16OASN(1)J

2.5 Theamendmentsalso insert‘the’ before‘reckoningday’. This
will maketheproposedsubsectioneasierto understand.(Amendment4;
amendedproposedsubsectionJ6OASN(1)J
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Amendment5 to 13

Forestry plantations

Overview

3.1 The amendmentspresentlycontainedinPart 2 ofSchedule4 of
thebill amendtheIncomeTax AssessmentAct1936(theAct) sothat
wherethosetaxpayerswho conducttimberoperationssellstandingtimber
which theypurchasedasanexistingforestor plantationtheyaretaxedon
thenetproceedsfrom thesale.TheAct currentlyoperatesto tax thegross
proceeds.Amendment7 operatesto putbeyonddoubtthedeductibilityof
net lossesaswell asthe assessabilityonly ofnetprofits.

Explanation of the amendment

3.2 Amendment7 changestheproposedtaxtreatmentof taxpayers
who areengagedin timberoperationsandwho sellanimmatureforestor
plantation.

3.3 Thetreatmentin the Bill currentlyprovidesfor a nettingoff of
thecostsof acquiringtreesin anestablishedbut immatureforestor
plantation,andassociatedcapitalcosts,againsttheproceedsfromthe sale
of thestandingtrees,wherethosecostswerenot previouslydeductible.
[Item 2 ofPart2ofSchedule4J

3.4 Amendment7 providesthatthosecostswill be deductibleat the
timethetaxpayerdisposesof thosetrees.Thedeductionis available
providedthetaxpayersatisfiescertaincriteriasetout in theBill.

3.5 Amendment5 relocatestheamendmentspresentlycontainedin
Part2 ofSchedule4 of theBill from following subsection36(1)to
following subsection36(7).

3.6 Amendments6 and 9 to 13 are consequentialon amendment5.
Theychangesubsectionsandparagraphreferencesto reflect therelocation
of theproposedprovisions.A comparativetableshowingthe differing
referencesis below.Amendment8 is consequentialuponamendment7.
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R ference differences
Was Becomes

36(2) 36(7A)

36(2A) 36(Th) -

36(2B) 36(7C)

36(2C) 36(7D)
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Amendments14 to 16
~t.

Trust losses

Overview

4.1 Amendments14to 16makethreetechnicalcorrectionsto the
trustlossmeasuresset outin Schedule7 of theBill.

Explanation of the amendments

Amendment 16: Application provision for certain trusts with fixed
entitlements (prior year losses)

4.2 Underthetrustlossmeasuresa trustwill notbeableto deduct
prioryearlosseswherecertainevents,suchasachangein beneficial
ownershipofthetrust,haveoccurredduring the ‘test period’. The‘test
period’ is madeupof the incomeyearin which thetax losswasincurred,
the incomeyearbeingexaminedandall interveningyears.

4.3 Underthe generalapplicationarrangementfor fixed trustsand
non-fixedtrusts,thetrustlossprovisionsapply for the 1994-95income
yearasif the ‘test period’ for thetrustcommencedjustbeforethe 1995-96
Budgettime.Thearrangementis intendedto ensurethat theprovisions
applyonly wherecertaineventsoccurafterthe 1995-96Budgettime. For
example,if a certaineventoccursduring theperiod from thetime
immediatelybeforetheBudgettimeto theendof the 1994-95 incomeyear
thetrustmaynotbeableto deductits prior yearlossesin that year.

4.4 The applicationprovisionmakesreferenceonlyto the1994-95
yearof incomeandnotto laterincomeyears.This is adeficiencyin the
provisionas it is notclearwhetherthesearrangementsalsoapplyto later
incomeyearsaswasintended.

4.5 Subitem6(2)of Schedule7 will beamendedsoit will be clear
that theprovisionappliesnot only to the 1994-95yearof incomebut to
lateryearsaswell. Consistentwith theGovernment’sBudget
announcement,this will ensurethattheBill will notoperate
retrospectively.
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Amendment 14: Definition of fixed trust’

4.6 In theBill a ‘fixed trust’ is definedasa trustin which individuals
havefixed entitlementsto all of the incomeandcapitalof thetrust.

4.7 Thedefinitioncontainsanerrorin that ‘individuals’ shouldread
‘persons’. Theword ‘individuals’ is incorrectasit includesonly natural
personsandnototherpersonssuchascompanies.It wasintendedthata
trustbea fixed trustwherepersonshavefixed entitlementsto all of the
incomeandcapitalof thetrust. A personmeans,for example,a natural
person,a company,a trusteeor thepartnersin apartnership.

4.8 The definitionof ‘fixed trust’ setoutin section271-35 will be
amendedto replacetheword ‘individuals’ with ‘persons’.

Amendment 15: Definition of ‘widely held unit trust’ - anti-avoidance
provision

4.9 Oneoftherequirementsfor atrustto bea widelyheldunittrust
is thatmorethan20 individualshold,directly or indirectly,75 percentor
moreof thefixed entitlementsto incomeandcapitalof thetrust(20-75
rule).

4.10 Thisrule is affectedby anti-avoidanceprovisions.Oneof these
ruleslooksto anyrightsattachedto theunitsof thetrustandat any
arrangement,contract,etcthatwould affectthoserights in a waythat
would circumventthe20-75 rule. Theprovisionwas intendedto operate
sothata trustwould notbe awidely heldunit trustif it is reasonableto
concludethat rightsattachedto theunitscanbevariedin sucha waythat
therule ‘would not besatisfied’.

4.11 Theword ‘not’ haserroneouslybeenomitted from thephrase
‘would notbe satisfied’.

4.12 Subsection271-55(3)will be amendedto replacethe words
‘would besatisfied’with ‘would not besatisfied’.
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