TAXATION LAW 2017

EXAM SUMMARY NOTES

PERFECT FOR TAKING INTO EXAM



CONTENTS

Personal INCOME....... s 4
BUSINESS INCOME.....iiitrriin s 6
Expansion of business proceeds (isolated transactions) ‘Carrying on Business’

TSttt 8
TTAING STOCK ettt s e s 9
E o L0000 0] 4 01800 0] 0= o 9
=T LT o) 3 10
SPECITIC DEAUCTIONS ..coceeeeeeeeeeeereeree e sseesse s s s ss e s s ssnnaes 10
®  REPAITS i 10
®  BOITOWING EXPEINSES....ciiisisississssssssssssssssssssssssssssssssssss s sssssss st ssssssssssssssns 11
S 0T Tl o1 V=) i 11
®  Travel EXPEISES. ... 11
Depreciation fOr INCOME YEAT .....ereneerreereseessesseessessessesssesseesssssssssssssesssssesssesssssssssssssssanes 12
CaAPILA] GAINS TAX uieurterrerersrereesseseessesssessesssessessssssessesssssssesse s s sss s s s ssssssesssessesasessassssssssssnsanes 13
®  1dentify the COT @VENT... o cereeereeecseeses s s s ssss s sassssssans 14
®  1dentify tyPe Of ASSEL ...t s e 14
*  Modifications to GENETal TULE.......ciereereeeereeeee et ssss e 14
Calculate the COSt DASE.......oer s 15
D0 any CONCESSIONS APPLY7...uiuriereereesreesesseesesseessessessesssesssssssssssssssssssssssssssssssesssesssssssssssssssanes 16
Calculate the net capital GAIN ... serse e es e ssssssssaes 16
fTINGE DENETIES TAX . ruuriueeriereesreeeesseesee e s e ses s s bbb s bbb 17
What is the FBT Hability? ... seesesseesssesessesssesssssesssssssssssssssssssssssssssesssees 18
taxable value of the fringe benefit....... s 19
Debt Waiver fringe DENETItS . ..ot ses e ssss s ssssssssaes 19
®  (Car friNGE DENETILS ..ttt sees et ss e s s 20
LOAn friNGE DENETILS ...cuieececeee ettt ees et es s s s snnaes 20
Expense payment fringe DENELIS .....ceoreuneereeneereereeseeseeseessessesseessessesssesssssssssssssssssanes 21
Property fringe DENELitS. ...t s s ss s ssnsaes 21
GOOAS ANA SEIVICE TAX.uiuuierirrirssirsssssssssissess s 22
Was there a taXable SUPPLY ... seesseseesseesessessss s ssss s s ssssss s ssssssssssees 22
Calculate the GST PAYADIE ...t es e eessssse s sessessessssssssssssssssssaes 22
[s there a creditable aCqUISTEIONT? ...t see s ssesssssaes 23
INPUL LAX CTEAILS ceueerrerrereesrereessereesseesesseesseeeessessse e esse s s s s bbb s bbb snnaes 23
Calculate total GST HabDility ... e ereereeseeeesseesessees s sessesseesseessessessessesssesssssesssesssssssssssssssaes 23
Taxation Of PArtNErSHIP . ses s s sees 24
D0eS @ PArtNETrSHIP EXIST? ....oieceeriereeseesseeeesseesessesssesses s sessses s sss s ssss s s s s ssssssaes 24
Interest in Profit And 10SS ... serse s ss s s ssssssaes 24
00 1 (o101 U0 10 o P 24
TaXAtION Of TTUSTS .cvuiririrsere s 25
Net income of the trust estate (NITE) ....cooneneenreneeseeseesseesesseesesseessessessesssssssssssanes 25
Who is ASSESSED 0N NEt INCOME ....cvureuerirsirsssrssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssesass 25
Taxation Of COTPOTATIONS ....cuieueurrereeeesreeeesseeeesseesseesee s sses s s es s ses s s s sanees 27
Residence of corporations (Three TeSS) ... ernenmeeneesseessesseessesseessessessesssssessssssnes 27
Tax Evasion and TaX Planning .....eeeseesseeseseessesssssssssssssssssssssssssssssssssssseees 29
Anti-avoidance provisions eNerally ... sessseseesssssessessesseees 29

B U= Q240 Lo = 1 Lol < TN 30



Tax assessment process



Ordinary Income
* There are four established categories of income:
1. Income from personal exertion;
2. Income from business;
3. Income from isolated profit-making undertakings; and
4

Income from property.

PERSONAL INCOME
1. Income from Personal Exertion
¢ 1.1 Salary and wages
o Receipts for personal services (i.e. salary and wages) are generally ordinary

income: Dean v FCT

o Relevant factors in deciding whether receipts are salary and wages from Dixon’s

Case:
i. Must be relationship between services provided and payment;
ii. Periodicity, recurrence and regularity;
jii. s relied on by the taxpayer to survive;
iv. Money or money’s worth; and
v.“Comes” to the taxpayer.
* 1.2 VOLUNTARY PAYMENTS THAT RELATE TO PROFESSIONAL ACTIVITIES

o Relevant factors:
i. The degree of connection to employment or services rendered;
ii. Reasonable expectation payment would be made;
iii. Dependence upon payment to meet usual living expenses;
iv. Payment replaces income;
v. Motive of the payer or the donor (though this isn’t decisive: see Hayes v
FCT);
vi. Periodical, concurrent and regular; and

vii. Whether the payment is money or convertible into money.



1.3 Payments for relinquishing rights
o Amounts received for relinquishing rights are generally of a capital nature:
Jarrold v Boustead
=  Payment to a rugby player for giving up his amateur status was capital:

Jarrold v Boustead

= Inducement (in the form of shares) paid to an accountant to leave
private practice and work for a company was a capital receipt (as his
employment was not to commence for six months and he might have

died before services were rendered): Pritchard v Arundale

1.4 Payments for entering into restrictive covenants
o Payments received for entering into restrictive covenants are generally capital:

Higgs v Olivier

o Payments received for entering into restrictive covenants may be income where

that is a normal incident of the particular type of employment: FCT v Woite

1.5 Compensation payments
* Compensation payments will take the form of the thing they replace: Van den
Berghs v Clark
o Compensation to replace salary while injured will be income;
o Compensation for loss of a limb will be capital.

e Compensation for contractual losses

o Compensation for loss or destruction of an asset is capital, but compensation for
temporary disablement of a revenue-producing asset is income: Beak v Robson
1.6 Payments that are a substitute for salary
o Payments made by previous employers have been held to be of an income
nature where they can be relied upon to substitute or supplement salary or
wages: FCT v Dixon
1.7 lllegal or immoral receipts
o lllegal or immoral receipts may be ordinary income: Lindsay v IRC

1.8 Section 15-2 ITAA 1997 (Statutory income)

o Section 15-2 ITAA 1997 makes the value of allowances, gratuities,
compensation, benefits, bonuses and premiums provided in respect of
employment to be income, regardless of whether they are convertible to
money.



BUSINESS INCOME
¢ 2.11sthe taxpayer carrying on a business?
o The business indicators from TR 97/11 are generally relevant:

An activity that is a business will generally be organised and have a
system associated with it, including the following:

i. System and organisation of record keeping

= Use of accountancy systems;

=  Expert advice;

=  Professional membership; and

= Use of methods and procedures similar to other businesses.

ii. Scale of activities

= A business generally operates on a scale beyond that of domestic
needs: Rutledge v IRC

= The scale of an operation is not determinative, and a business may
still be carried on despite a small scale: FCT v Walker

iii. Commercial character of transactions

= Businesses typically trade on the open market, but not necessarily:
TR 2005/1 (art business)

= Relevant if taxpayer’s conduct is characteristic of other businesses
of similar type: TR 97/11

iv. Sustained, regular and frequent transactions

= Businesses typically have regular transactions over a lengthy period
of time.

= A sufficiently large one-off transaction will sometimes be sufficient:
FCT v Shield

v. Profit motive

= Businesses are typically motivated by a profit motive but a lack of
profit is not decisive:

= The absence of profit-motive is not determinative: Stone v FCT

vi. Characteristics/quantity of goods

=  There will typically be a business where the character of goods (or
the quantity thereof) is inherently unsuited to domestic use:
Rutledge v IRC

vii. Inherent characteristics of taxpayer (hobby, a form of recreation, or sporting
activity)

= If the activity is better described as a hobby, recreational activity, or

sporting activity, it is probably not a business: Stone v FCT (javelin



