
LAWS3101 Final Notes 
 
Topic 5: Trading Stock 
 
Trading stock:  

- Anything produced, manufactured or acquired that is held for purposes of manufacture, sale or 
exchange in the ordinary course of a business; and livestock. But does not include Div 320 financial 
arrangement. Division 70 is sufficient in the answers.  

- “Anything” could also be intangibles 
- Does not include items held to hire to customers as they are not held for “manufacture, sale or 

exchange” 
- Can be trading stock even if the taxpayer is not the legal owner  
- Land, raw materials, spare parts for a business doing repairs, consumables, intangibles such as shares 

if they are held with relevant purpose. 
Land: 

- Trading stock when it is held by a land developer for the purpose of sale  
Raw materials, partly finished goods: 

- Trading stock for manufacturers  
- However unbilled work in progress of a professional service firm generally does not constitute as 

trading stock.  
Computer spare parts: 

- Track each spare part if possible 
- May treat whole pool of spare parts as trading stock if at least 80% is used as trading stock  

Consumables will be trading stock if: 
- Taxpayer is carrying on a business 
- Items are supplied in the course of providing services  
- Items are separately identifiable things before and after the services are provided 
- Ownership of the items passes to the customers  

Packaging: 
- In conjunction with core goods, necessary to bring core goods into the form, state or condition in 

which they are sold 
 
Acquisition of trading stock: 

- Deductible under s 8-1 
➢ When the stock is “on hand” 
➢ When an amount is included in the taxpayer’s assessable income in relation to the disposal of the 

trading stock 
Non-arm’s length: 

- If purchase price was higher than the market value of the trading stock, market value = deduction in 
that income year 

Arm’s length: 
- Cost of acquiring trading stock = deduction in that income year  

 
Disposals:  

- In ordinary course of business: gross receipts from the disposal of trading stock will be assessable 
when the trading stock ceases to be “on hand”  

- Outside the ordinary course of business: s 70-90. Must include market value of trading stock on the 
day of disposal. Any amount actually received is treated as non-assessable, non-exempt income. 
➢ If it is a gift, deduction may be available under s 30-15, chapter 13.  

 
Trading stock “on hand”:  

- Lay-by arrangement where goods are still in the seller’s possession are trading stock on hand for the 
seller 

- Conditional contract goods sold are trading stock on hand for the buyer if they are in the buyer’s 
possession at year-end. However, they revert to being TS of the seller if returned 

- Goods provided to prospective purchasers or retailers for display purposes only remain TS of the 
wholesaler until the purchaser or retailer enters into a contract of sale or consignment for the goods  
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