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Tax News, Views and Clues


Deductions for Interest

The Tax Office has released a draft taxation ruling addressing the availability of deductions for interest incurred before the commencement of, and following the cessation of, relevant income-earning activities.

Broadly, the draft ruling provides that interest incurred before assessable income is derived, will be deductible if:

· the interest is not preliminary to the income-earning activities;

· the period of interest outgoings prior to the derivation of assessable income is not so long that the necessary connection between outgoings and assessable income is lost;

· the interest is business related and incurred with a view to deriving assessable income; and

· continuing efforts are undertaken in pursuit of deriving assessable income.

Where interest is incurred after borrowings have been lost and income-earning activities have ceased, the draft ruling states that a deduction will still be allowed if the nexus between interest and the income-earning activities remain.

· 
Tip: Interest will still be deductible even if:

· the loan is not for a fixed term;

· the taxpayer has a legal entitlement to repay before maturity the principal with or without penalty; or 

· the original loan is refinanced.

No Exemption from CGT on Share Sale

The Administrative Appeals Tribunal (AAT) has rejected a taxpayer’s claim that the capital gain realised on the disposal of his AMP shares was exempt from capital gains tax (CGT).

The taxpayer took out a life insurance policy with the AMP Society in 1961. As a consequence of the demutualisation of AMP on 20 November 1997, the taxpayer was issued with AMP shares. The taxpayer sold the shares on 
1 September 1998 which generated a capital gain.

The taxpayer put forward three alternative arguments as to why the gain did not represent assessable income. The arguments were: 
· the gain was similar to amounts of a kind received in respect of certain life assurance policies which are offered some tax relief;

· the date of acquisition of the shares should be backdated to the time when the policy was issued, thereby making the shares pre-CGT assets (and hence exempt from CGT); and

· the capital gain resulted from an event that happened in relation to an interest in rights under a policy of insurance and therefore should be excluded from tax.

The AAT rejected all three arguments put forward by the taxpayer.

In considering the taxpayer’s claim that the shares were not subject to CGT the AAT held that the shares were acquired on the date of demutualisation and not in 1961 when the insurance policy was issued. 

Accordingly, CGT applied to the entire amount of the gain.

· Tip: Generally, if a taxpayer holds shares for at least 12 months and disposes of them after 21 September 1999, a 50% discount may apply to any capital gain on disposal.

Simplifying Business Deductions

The Tax Office recently released a Practice Statement announcing changes to make it easier for businesses to claim deductions for depreciating low cost assets, such as office equipment and small tools.

Businesses that use a large number of consumables and low cost assets will potentially benefit from the new deduction rules. 

The changes introduce the Threshold Rule and the Sampling Rule as two alternative methods available to businesses (other than businesses using the Simplified Tax System) for categorising items as either revenue or capital expenditure. The changes apply from 1 July 2000.

Revenue expenditure is deductible in the year in which it is incurred, while capital expenditure must be depreciated over the effective life of the relevant asset. 

Under the Threshold Rule, tangible depreciating assets costing $100 or less (including GST) will be categorised as revenue expenditure. Accordingly, an immediate deduction will be available for the cost of these assets.

The Sampling Rule allows taxpayers to determine, based on a statistical sample, the amount of total revenue expenditure as a proportion of total expenditure. This determines how much the business can claim as an immediate deduction. 

· Caution: The new rules do not apply to expenditure on:

· trading stock;

· assets acquired for lease or hire to another entity;

· stockpiling assets;

· assets held under lease or hire purchase;
· 
spare parts; or

· any asset that forms part of a collection of assets that is dealt with commercially as a collection.

GST and Credit Card Surcharge

Since 1 January 2003, merchants have been permitted to charge their customers a surcharge for using a credit card to pay for the supply of goods and services.

According to the Tax Office, the surcharge forms part of the price for the supply made by the merchant, therefore, the surcharge takes on the character of that supply. 

On this basis, where a supply is taxable, GST must be charged on the full price of the supply including the surcharge. Alternatively, where the supply is GST free, the surcharge will also be GST free. 

Reporting Superannuation Contributions to Employees

Readers will recall our July edition of Client Alert when information was provided regarding the new employer superannuation guarantee contribution (SGC) obligations that came into effect from 1 July 2003. 

In addition to employers being required to make contributions at least quarterly on behalf of all eligible employees (equal to 9% of the employee’s earnings), employers are also required to provide written details of the contributions to employees in each quarter.

The written report provided to employees must be made within 30 days of making the final contribution for the quarter and must detail:

· the amount of contributions made;

· the name of the superannuation provider; and

· the employee’s membership or account number (if known).

There is no specific format for the written report. Some examples of how an employer may report to its employees are:

· a letter to each employee signed and dated by the employer or authorised person;

· if communication with employees is usually via email, email can be used to send the written report; or

· on employees’ pay slips. 

Trading Stock: Goods Taken For Private Use

The Tax Office has released a taxation determination (TD) outlining amounts it will accept as estimates of the value of goods taken from trading stock for private use by taxpayers in the 2003/04 income year.

Generally, when trading stock is taken by a taxpayer for private use, it is treated as if it had been sold. Accordingly, the TD provides an estimated value for stock that the taxpayer should include in assessable income.

The types of businesses covered by the TD include those with a high turnover of low value goods such as bakeries, restaurants/cafes and mixed businesses such as general and convenience stores. 

The TD provides estimates for the value of goods taken on an industry basis for persons over 16 years of age and for children between 4 and 16 years of age. 

· Tip: Where taxpayers believe that the actual amount of goods consumed privately will be less than the Tax Office’s estimates, they may choose to maintain suitable records to support the amount included in their assessable income.
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