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7}, Tax Law Rewrite: The Way Forward

O]3}= “Tax Law Rewrite: The Way Forward” H1A12] =8 Y85 Q&
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Y Z(General Principle)’ _%O]'(Draftmg)—J ARgol el =2l ek, Al
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Aok, olof W= Z} Partit Chapter®] AJ2F2gE2 T2 AJAFEA] o=
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48) o5 501, 1988 &5 W HAAHS 19749 Part® %L*t i TRl ofet
o] scheduleo]zt AlF3lol 317H9] Schedules Fal E& 4o Ozt A2 W
8 A= WAL gt 9tk F8K(Section)-2 Sec, & & Schedule-2 Sch. & £
S e =

Schedules:

Schedule 1 Restrictions on Schedule A deductions.

Schedule 2 Premiums etc. taxable under Schedules A and D: special relief for
individuals,

Schedule 3 Machinery for assessment, charge and payment of income tax under
Schedule C and, in certain cases, Schedule D,

Schedule 4 Deep discount securities.

Schedule 5 Treatment of farm animals etc. for purposes of Case I of Schedule D,

Schedule 6 Taxation of directors and others in respect of cars,

Schedule 7 Taxation of benefit from loans obtained by reason of employment.

Schedule 8 Profit-related pay schemes: conditions for registration.

Schedule 9 Approved share option schemes and profit sharing schemes.

Schedule 10 Further provisions relating to profit sharing schemes,

Schedule 11 Relief as respects tax on payments on retirement or removal from
office or employment.

Schedule 12 Foreign earnings.

Schedule 13 Collection of advance corporation tax.

Schedule 14 Provisions ancillary to section 206,

Schedule 15 Qualifying policies.

Schedule 16 Collection of income tax on company payments which are not
distributions,

Schedule 17 Dual resident investing companies.

Schedule 18 Group relief: equity holders and profits or assets available for
distribution,
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Schedule 19 Apportionment of income of close companies,

Schedule 20 Charities: qualifying investments and loans.

Schedule 21 Tax relief in connection with schemes for rationalizing industry and
other redundancy schemes.

Schedule 22 Reduction of pension fund surpluses.

Schedule 23 Occupational pension schemes: schemes approved before 23rd July
1987,

Schedule 24 Assumptions for calculating chargeable profits, creditable tax and
corresponding United Kingdom tax of foreign companies.

Schedule 25 Cases excluded from direction-making powers,

Schedule 26 Reliefs against liability for tax in respect of chargeable profits. .

Schedule 27 Distributing funds.

Schedule 28 Computation of offshore income gains.

Schedule 29 Consequential amendments.

Schedule 30 Transitional provisions and savings.

Schedule 31 Repeals.
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1) 37EX| OIA|

7h) AEE el S0 thiet X=0|SAM| ol

relief)(TCGA 1992; sec. 165—169, Sch, 7)

Z2X|(hold—over

o] ZF-& 3714 o A] ol 7P At} o 2ELE J9l TAe} o]

o] 2| X| Tk reordering @} restructuring ¥ 22 7|52 Al@sH7] {8l sk
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(CHAl &2 M=ol A Hm OflAJ49)

Chapter 5.2
Hold-over relief on gifts of business assets

Plan of Chapter

Overview
5.2.1, Overview of Chapter,

Assets qualifying for relief

5.2.2. Qualifying trade assets,

5.2.3. Qualifying shares,

5.2.4. Qualifying agricultural property.

How the relief works

5.2.5. Claim for relief,

5.2.6. How relief is given,

5.2.7. Outline of calculation,

5.2.8. Actual consideration exceeding deductions.
5.2.9. Period of non-trade use of asset,

5.2.10. Non-trade use of part of building or structure,
5.2.11. Trading company with non-trade assets.
5.2.12. Trading group with non-trade assets.
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How other reliefs affect this relief
5.2.13. Effect of entitlement to retirement relief,
5.2.14, Effect of availability of relief under s, 260,

Exclusion of relief in case of gifts to non residents and certain foreign-controlled
companies,

5.2.15. Gifts to non-residents.

5.2.16, Gifts to foreign-controlled companies,

Recovery of relief if transferee becomes non-resident

5.2.17. Recovery of relief if transferee becomes non-resident.
5.2.18. Exception if non-residence due to employment abroad.
5.2.19. Recovery of relief: liability of transferor.

Other minor provisions

5.2.20. Claw-back of roll-over relief under s, 116,

5.2.21. Recovery of relief on deemed disposal by trustees.
5.2.22. Relief on subsequent disposal if inheritance tax charged.

Supplementary

5.2.23. Extension of "trade" to certain other activities,
5.2.24. Minor definitions,

5.2.25, Index of defined terms,

EREL & 2 o] YFA|(hold over relief) A9} 7] & HHL v w5}t
o] 7|5 Hsl=tl, ol& flall M= 83} 7|& #7380 1hekst Ao
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) 4 AxE
Decide if the transferor A is
165(1) within the scope of the relief, and
) confirm that a valid claim is made
by both A and B.
165(2) Ensure that the business premises

fall within 165(2)(a).

165(3), 166 | Ensure that these sections do not
and 167 apply.

As 165(3) and 166 and 167 do not
apply, 165(1) states that 165(4)
applies in relation to the

165(4)

disposal.

The reader will need to read
165(6) before he realises that
165(4) is itself subject to 165(6).
More importantly, he will learn
165(6) and | from 165(6) that it is subject to
Sch, 7 Part II of Schedule 7 and 165(7).
165(7) does not apply because
there is no actual consideration,
But he must go to Sch. 7 to
discover that paras 4-6 apply.

This is
120,000 (market value)

Return to 50.000 ( h 9
urchase cos
165(4) and | Determine the held over gain, > p ]
©) 10,000 (indexatio)
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Return to

para 5 of
Schedule 7

Because A’s premises were not in
use for the purposes of a trade
throughout the period of his
ownership, the held over gain (as
defined by para 4(4) for the
purposes of Part II Schedule 7)
must be reduced to take account
of the period of non trade use.

The heldover gain of 60,000
calculated under 165(4) and(6) is
multiplied by the fraction A/B
where A =5and B = 10,

The figure of 60,000 is reduced to
30,000.

Return to

Para 6

Schedule 7

Because A’s premises constitute a
building or structure and when
the purposes of A’s trade, they
were only partly so used, the
held over gain, as reduced under
para 5 must be further reduced
under para 6.

The extent of the reduction is
dependent on deciding what
fraction of the unrelieved gain on
disposal it would be just and
reasonable to apportion to the
part of A’s premises that were
used in the trade: the shop.

The reader must return to
$.165(6) and (7) to see that the
unrelieved gain in this example is
60,000, He would have to read to
the penultimate line of para 6(1)
to discover the order in which
reductions under paras 5 and 6
are to be made,

The fraction of the unrelieved gain
(60,000) premises were in use for
the which it seems just and
reasonable to apportion to the
shop, based on the market value
of the whole building and the
shop at the date of disposal is
80/120 = 2/3.

The amount of held over gain
calculated under para 6 s
therefore 30,000 x 2/3 = 20,000,

Return
165(4),
and (7)

to

6)

Apply these provisions to
determine the amount of held

over gain.

A is taxed on a chargeable gain of
40,000 and is entitled to hold over
20,000,

His B's
acquisition cost of 120,000 is

daughter deemed

reduced by the held over gain of
20,000 to 100,000
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=3 +73 Ay
Decide if the transferor A is within
_ the scope the relief and note the
5.2.1 . . . .
circumstances in which the relief
may be recovered,
522 Determine  that the  business
o premises are a qualifying trade asset.
Confirm that a valid claim is made
5.2.5
by A and B.
Discover how the relief works and
note that 5.2.13 does not apply as
5.2.6 . ) e .
there is no retirement relief in this
example,
Thy lieved gain is
Caiculat}e' Ele u?relieved gztin1 arid 1 Zg,(;l(;)re(rlr:rietg\j;i;)
note which sections may a o)
Y app y. 50,000 (purchase cost)
5.2.7 | reduce the amount of the relief, 10.000 (indexation)
indexation
5.2.7(4) sets out the order in which ’
the secti y. |
e sections apply. 60,000
The fi f 60,000 is reduced T
The figure of 60,000 is reduced to © 1gu.re OF DRI IS e uc? Y
. . ) the fraction A/B, where A = 5 and
reflect the period in which the
5.2.9 . " d for th B=10.
remises were not used for the
& The relief is reduced to 30,000,
purposes of the trade.
The proportion of the unrelieved
gain which it is fair to attribute to the
part of the building which was used
for the purposes of the trade, the
shop, must be determined.
The figure of 30,000 is further | The unrelieved gain is 60,000
5210 reduced because part of the | (5.2.6(1)(a)).

premises were not used for the
purposes of the trade,

Based on market value of the shop
and the building at the date of
80/120
proportion of the unrelieved gain to
attribute to the shop.

The relief of 30,000 is therefore
further reduced by 80/120 to 20,000,

disposal, seems a fair
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%3 4 At
A is taxed on a chargeable gain of
Apply the general rule having now | 40,000 and is entitled to hold over
Return . .
o determined the amount calculated in | 20,000,

526 accordance with the subsequent | His daughter B's deemed acquisition
o sections, cost of 120,000 is reduced by the
held over gain of 20,000 to 100,000.

Lp) &rolof| o|gt o|e|AlA SHZ(TMA 1970; Sec. 54)

o] 22 Alell tisl 27801 e w el G = = e
glof] gt F A3 ZFolt}, o]= repudiate = resile from '.T’—]‘ Zro| ok7k

(Taxes Management Act 1970)

54.- Settling of appeals by agreement.

(1) Subject to the provisions of this section, where a person gives notice of appeal
and, before the appeal is determined by the Commissioners, the inspector or
other proper officer of the Crown and the appellant come to an agreement,
whether in writing or otherwise, that the assessment or decision under appeal
should be treated as upheld without variation, or as varied in a particular anner
or as discharged or cancelled, the like consequences shall ensue for all purposes
as would have ensued if, at the time when the agreement was come to, the
Commissioners had determined the appeal and had upheld the assessment or
decision without variation, had varied it in that manner or had discharged or
cancelled it, as the case may be,

(2) Subsection (1) of this section shall not apply where, within thirty days from the
date when the agreement was come to, the appellant gives notice in writing to
the inspector or other proper officer of the Crown that he desires to repudiate or
resile from the agreement,
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(3) Where an agreement is not in writing —

(a) the preceding provisions of this section shall not apply unless the fact that an
agreement was come to, and the terms agreed, are confirmed by notice in
writing given by the inspector or other proper officer of the Crown to the
appellant or by the appellant to the inspector or other proper ofticer; and

(b) the references in the said preceding provisions to the time when the agreement
was come to shall be construed as references to the time of the giving of the
said notice of confirmation,

(4) Where —

(a) a person who has given a notice of appeal notifies the inspector or other proper
officer of the Crown, whether orally or in writing, that he desires not to
proceed with the appeal; and

(b) thirty days have elapsed since the giving of the notification without the
inspector or other proper officer giving to the appellant notice in writing
indicating that he is unwilling that the appeal should be treated as withdrawn,

the preceding provisions of this section shall have effect as if, at the date of the

appellant's notification, the appellant and the inspector or other proper officer had
come to an agreement, orally or in writing, as the case may be, that the assessment
or decision under appeal should be upheld without variation,

(5) The references in this section to an agreement being come to with an appellant
and the giving of notice or notification to or by an appellant include references
to an agreement being come to with, and the giving of notice or notification to
or by, a person acting on behalf of the appellant in relation to the appeal.

(BHAl 2 MEZEo| = i oA

54A. Settling an appeal by agreement

(1) You may reach agreement with the inspector about the assessment or decision
under appeal.

(2) If you do, the effect is that the appeal is treated as decided on the agreed terms at
the time the agreement is made,

(3) If the agreement is not in writing, the terms need to be confirmed in writing,
either by you or by the inspector, The date of confirmation is treated as the date
of the agreement.

(4) You have 30 days from the date of the agreement to change your mind, If you
do, you must tell the inspector in writing within the 30 days or the agreement
will stand,
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(5) “The inspector” includes any officer of the Board authorised to deal with the
matter,

54B, Withdrawing an appeal

(1) You may withdraw the appeal at any time before it is decided.

(2) If you wish to withdraw the appeal, you must tell the inspector. You may do so
orally or in writing.

(3) The inspector has 30 days to object to the appeal being withdrawn, If he tells
you in writing within the 30 days that he objects, the appeal is not withdrawn.

(4) Otherwise, the appeal is withdrawn and the effect is as if you had agreed with
the inspector that the assessment or decision appealed against should be upheld.
The provisions of section 54A (settling an appeal by agreement) apply as if the
agreement was made, orally or in writing, when you told the him that you
wished to withdraw the appeal.

(5) “The inspector” includes any officer of the Board authorised to deal with the
matter.

CH Sick pay(ICTA 1988; Sec. 149)

o] - ofn] mi-%- Frar Fhebsie}, of 71 A= 2] AlRiollAl AtiA e
2 straightforward legislation©] <& ] o]-8A} 2442 wol=X|2) 2913
W 7)o Ao Fat 23 ol A o] 8-E = Ql=A] ZLEaL AREALR}
-GA ol A-85= o] 23" AR ool sl AME 4= =
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{Income and Corporation Taxes Act 1988)

149 Sick pay
(1) Where a person holding an employment is absent from work for any period by
reason of sickness or disability, any sums which —
(a) are paid to, or to the order or for the benefit of, that person (or a member of his
family or household) in respect of any such absence from work; and
(b) are, by reason of his employment, paid as a result of any arrangements entered

into by his employer,
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shall be chargeable to income tax under Schedule E as emoluments of the

employment for that period if, apart from this section, they would not be so

chargeable for that or any other period.

(2) Where the funds for making payments under any arrangements are attributable
partly to contributions made by the employer and partly to contributions made
by the persons employed by him, subsection (1) above shall apply only to such
part of the sums paid as a result of the arrangements as it is just and reasonable
to regard as attributable to the employer’s contributions,

(3) In this section “employment” means an office or employment the emoluments of
which fall to be assessed under Schedule E and related expressions shall be
construed accordingly; and the reference to a person’s family or household is to
his spouse, his sons and daughters and their spouses, his parents and his
dependants,

(CHAl 22 M- M I oAl

149. Payments equivalent to sick pay
(1) If you are absent from work because of sickness or disability, you are chargeable
to tax on payments equivalent to sick pay. The payments are treated as
emoluments of your employment,
(2) Payments equivalent to sick pay are payments in respect of your absence from
work
(a) made to you, or to your order or for your benefit, or
(b) made to, or to the order or for the benefit of, a member of your family or
household,
which are made because of your employment as a result of arrangements made by
your employer,
(3) Your family or household means your spouse, your sons and daughters and their
spouses, your parents and your dependants.
(4) If payments under the arrangements are funded partly by contributions by your
employer and partly by contributions by employees, you are only chargeable to

tax on the amount which it is fair to attribute to your employer's contributions,
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50) 5.2.12, Trading group with non-trade assets
(1) The relief is proportionately reduced if the disposal is of shares in the holding
company of a trading group and the group's chargeable assets include assets
which are not trade assets.
Method: Multiply the amount calculated under the preceding provisions by the
fraction A/B where A is the market value (at the date of the disposal)
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of the chargeable trade assets of the group and B is the market value
(at that date) of all the group's chargeable assets.

(2) A reduction under this section shall be made only if at some time within the
twelve months before the disposal
a, the company has been a personal company of the transferor, or
b. in the case of a disposal by trustees of a settlement, 25% or more of the

voting rights exercisable by shareholders of the company in general meeting
have been exercisable by the trustees.

(3) In this section
“chargeable asset’” means an asset on which a gain accruing to a member of
the group would be a chargeable gain, and
“trade asset” means an asset used for the purposes of a trade carried on by a
member of the group.

(4) Ordinary share capital of another member of the group does not count as a
chargeable asset.

(5) If the whole of the ordinary share capital of a 51% subsidiary member of the
group is not owned directly or indirectly by the holding company, the value
of the chargeable assets of the subsidiary taken into account for the purposes
of this section shall be proportionately reduced.

Method: Multiply the value of the chargeable assets of the subsidiary by the
fraction where A is the amount of the ordinary share capital of the
subsidiary owned directly or indirectly by the holding company and B
is the whole of its ordinary share capital.

(6) In subsection (5) “owned directly or indirectly” has the same meaning as in
section 838 of the Income and Corporation Taxes Act 1988,
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51) 5.2.1. Overview of Chapter
(4) The relief applies only if, or to the extent that, other reliefs are not available,
For retirement relief, see section 5.2.13; for relief under section 260 (hold-over
relief if inheritance tax is chargeable), see section 5.2.14.
52) 5.2.17. Recovery of relief if transferee becomes non-resident
(5) If relief under this Chapter has been given on a disposal to trustees who
subsequently become non-resident, the relief is effectively recovered under
section 80 (deemed disposal of trust assets on trustees ceasing to be resident
in UK).
If relief under this Chapter has been given to a company which subsequently
becomes non-resident, the relief is effectively recovered under section 185
(deemed disposal of assets on company ceasing to be resident in UK).
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53) 5.2.25. Index of defined terms

asset section 21(1) and 5.2.24

business assets section 5.2.1

chargeable gain section 15(2)

chargeable transfer section 2 of the Inheritance Tax Act 1984

company sections 99 and 288(1)

control section 288(1)

double taxation relief arrangements section 288(1)

gift section 5.2.1

group of companies section 5.2.24

holding company section 5.2.24

non-resident section 5.2.24

ordinary share capital section  832(1) of the Income and
Corporation Taxes Act 1988

personal company section 5.2.24

potentially exempt transfer section 3A of the Inheritance Tax Act 1984

qualifying agricultural property section 5.2.4

qualifying trade asset section 5.2.2 (and section 5.2.4(4))

qualifying corporate bonds section 117(1)

qualifying shares section 5.2.3

recognised stock exchange section 841 of the Income and Corporation

Taxes Act 1988
retirement relief section 5.2.24



88

Hp) =&el AlM(Tense)et 2 (Mood)

‘ﬂ‘%‘ﬂ]/ﬂ ‘shall 9] Thefet ARg-0] L7 & Kol
R G ebiE U 9gdes EUsc. A% E
“sec.165(4) shall not apply-+-"& “Relief under this Chapter does not appl
"2 A E9F “shall’o] oS Fatsh= oulEh ‘must’ & 4l
A1t

r M
mlo
N
Kt
%2
o
o

it
E

A 2

ro
0

7l

71E A E o] tiiEa A2Q1% 71E R A7) o FAIRE, 19961 7
AREAL == 291 7ol i 232 olsfst= ol dAl = vk Al
QPE-o] St of Ftofl tis kool ot o] A% ARH|e} Sick Pay A
2 A,

0P 1Oo{e} QUOtX}Q| 9FRl(shorthand) Al Z|A S}

7\ A=) e o) gln molLt §Aje] ol HolS A}
g3t} o] ‘repudiate E+= resile from' sk ZEE-2 “change your mind’ 2
A= AT ERE OFA O] ARE-S Y EAF el A ThEZE B o] K] vt A F
77k obd o184} QReIA] BES bt Zrh b thA] 2 el
oF3)o] Ahg-2 2 Aslatet

settled property section 68

shares sections 5.2.24 and 288(1)
51% subsidiary section 5.2.24

trade section 5.2.23

trading company section 5.2.24

trading group section 5.2.24

transferee and transferor section 5.2.24

unrelieved gain section 5.2.6

year of assessment section 288(1)
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% * Exposure Draft No,3 AH2-5A: Partl
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* Exposure Draft No.5 AHEF-A: Part2
* Exposure Draft No.6 245 Part 1
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* Exposure Draft No.7 ZHE-ZA: Part3
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* Exposure Draft No,9 ZHEF-A|: Part4
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* Paper CC/SC (03) 05-deep gains securities
* Paper CC/SC (03) 06-beneficiaries” income from estates
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2004
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* Paper CC/SC (04) 08— Bill 4 scoping
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2005

* Bill 4 &5A

* Paper CC/SC (05) 06-Bill 4 stocktake

* Paper CC/SC (05) 02-deduction of tax by deposit-takers
and building societies

* Paper CC/SC (05) 03— gift aid

* Paper CC/SC (05) 04— charitable trusts

* Paper CC/SC (05) 05~ Ao tigh &4

* Paper CC (05) 09-Schedule 16 ICTA

* Paper CC (05) 10— Heritage maintenance settlements
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* Paper CC (05) 19-Manufactured payments and repos




92

(B 3-7)° A%

HZIARE

2005

* Bill 4 2~5A

* Paper CC (05) 21-HIA] 7jo|d EHAE

* Paper CC (05) 23- AHAEA] 5ol thgt A&, 548, 54k
%o

* Paper CC (05) 24- &7 A EH= A

* Paper CC (05) 25~ 3f| ] A}4to | A

* Paper CC (05) 28-Deduction of tax at source

* Paper CC (05) 29- &4 HEUA, 93 Azt

* Paper CC (05) 30— &5A]] All&

* Paper CC (05) 31-5HA

* Paper CC (05) 33- EA| A=

* Paper CC (05) 34-Sales of occupation income
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2006

* Paper CC/SC (06) 06-various ITTOIA related provisions

* Paper CC/SC (06) 07-ITTOIA related provisions on
Trading, Property and
Partnership Income
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* Bill 5 HAA®
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* Paper CC/SC (07) 03— Company residence
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Part 1 Overview

1 Overview of Income Tax Acts
(1) The following Acts make provision about income tax —

(a) ITEPA 2003(which is about charges to tax on employment income, pension
income and social security income),

(b) ITTOIA 2005(which is about charges to tax on trading income, property
income, savings and investment income and some other miscellaneous
income), and

(¢) this Act (which contains the other main provisions about income tax),

(2) There are also provisions about income tax elsewhere: see in particular —

(a) Part 18 of ICTA (double taxation relief),

(b) CAA 2001 (allowances for capital expenditure), and

(¢) Part 4 of FA 2004 (pension schemes etc).

(3) Schedule 1 to the Interpretation Act 1978 (c, 30) defines “the Income Tax Acts”
(as all enactments relating to income tax),

2 Overview of Act

(1) This Act has 17 Parts,

(2) Part 2 contains basic provisions about income tax including —
(a) provision about the annual nature of income tax (Chapter 1),
(b) the rates at which income tax is charged (Chapter 2), and
(¢) the calculation of income tax liability (Chapter 3).

(3) Part 3 is about taxpayers' personal reliefs including —

(a) personal allowances (Chapter 2),

(b) blind persons' allowances (Chapter 2), and

(¢) tax reductions for married couples and civil partners (Chapter 3),
(4) Part 4 is about loss relief including relief for —

(a) trade losses (Chapters 2 and 3),

(b) losses from property businesses (Chapter 4),

(¢) losses in an employment or office (Chapter 5),

(d) losses on disposal of shares (Chapter 6), and

(e) losses from miscellaneous transactions (Chapter 7).
(5) Part 5 is about relief under the enterprise investment scheme,
(6) Part 6 is about —

(a) relief for investment in venture capital trusts, and

(b) other matters relating to venture capital trusts.
(7) Part 7 is about community investment tax relief,
(8) Part 8 is about a variety of reliefs including relief for —

(a) interest payments (Chapter 1),

(b) gifts to charity including gift aid (Chapters 2 and 3),
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(¢) annual payments and patent royalties (Chapter 4), and
(d) maintenance payments (Chapter 5).
(9) Part 9 contains special rules about settlements and trustees including —
(a) general provision about settlements and trustees (Chapter 2),
(b) special income tax rates for trusts (Chapters 3, 4, 5 and 6),
(¢) rules about trustees' expenses (Chapters 4 and 8),
(d) rules about trustees' discretionary payments (Chapter 7),
(e) rules about unauthorised unit trusts (Chapter 9), and
(f) rules about heritage maintenance settlements (Chapter 10).
(10) Part 10 contains special rules about charitable trusts etc.
(11) Part 11 is about manufactured payments and repos.
(12) Part 12 is about accrued income profits,
(13) Part 13 is about tax avoidance in relation to —
(a) transactions in securities (Chapter 1),
(b) transfers of assets abroad (Chapter 2),
(¢) transactions in land (Chapter 3),
(d) sales of occupation income (Chapter 4), and
(e) trade losses (Chapter 5).
(14) Part 14 deals with some miscellaneous rules about income tax liability,
including —
(a) limits on liability to income tax for non-UK residents (Chapter 1),
(b) special rules about residence (Chapter 2), and
(¢) rules about jointly held property (Chapter 3).
(15) Part 15 is about the deduction of income tax at source,
(16) Part 16 contains definitions which apply for the purposes of the Income Tax
Acts and other general provisions which apply for the purposes of those Acts.
(17) Part 17—
(a) contains provisions to be used in interpreting this Act,
(b) introduces Schedule 1 (minor and consequential amendments),
(¢) introduces Schedule 2 (transitional provisions and savings),
(d) introduces Schedule 3 (repeals and revocations, including of spent
enactments),
(e) introduces Schedule 4 (index of defined expressions that apply for the
purposes of this Act),
(f) confers powers on the Treasury to make orders, and
(g) makes provision about the coming into force of this Act.

SHH o] o] HE O & So|71H Part, Chapter Wof] B R3F 79 73t
A& Tl ATk



A F=r W e B A o] =AY AiEA] 107

Part 3 Personal reliefs
Chapter 1 Introduction

33 Overview of Part

(1) This Part provides for personal reliefs,

(2) Chapter 2 provides for entitlement to a personal allowance and a blind person’s
allowance,

(3) Chapter 3 provides for tax reductions for married couples and civil partners.

(4) Chapter 4 contains provision applicable for the purposes of Chapters 2 and 3, in
particular —

(a) requirements about residence etc of claimants to allowances under Chapter 2
or tax reductions under Chapter 3, and

(b) indexation of the amounts of those allowances and tax reductions,

Part 2 Basic provisions
Chapter 3 Calculation of income tax liability

22 Overview of Chapter

(1) This Chapter deals with the calculation of a person’s income tax liability for a
tax year,

(2) But it does not deal with any income tax liability mentioned in section 32.

(3) This Chapter needs to be read with Chapter 1 of Part 14 (limits on liability to
income tax of non-UK residents).

Lh geld

o
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Part

16 Income Tax Acts definitions etc

Chapter 1 Definitions

988.
989.
990.
991.
992.
993.
994.
995.
990.
997.
998.
999.

1000,
1001,
1002,
1003,
1004,
1003,
1006,
1007,

Overview of Chapter

The definitions

Meaning of “Act”

Meaning of “bank”

Meaning of “company”

Meaning of “connected” persons

Meaning of “connected” persons: supplementary
Meaning of “control”

Meaning of “farming” and related expressions

Meaning of “generally accepted accounting practice” and related expressions
Meaning of “grossing up”

Meaning of “local authority”

Meaning of “local authority association”

Meaning of “offshore installation”

Regulations about the meaning of “offshore installation”
Meaning of “oil and gas exploration and appraisal”
Meaning of “property investment LLP”

Meaning of “recognised stock exchange”

Meaning of “research and development”

Meaning of “unit trust scheme”

Part 2 Basic provisions

Chapter 2 Rates at which income tax is charged

18. Meaning of “savings income”
19, Meaning of “dividend income”

Part 5 Enterprise investment scheme

Chapter 8 Supplementary and general

Interpretation

252,
253,

Meaning of a company being “in administration” or “in receivership”
Meaning of “associate”

. Meaning of “disposal of shares”

. Meaning of “issue of shares”

. Meaning of “the termination date”
. Minor definitions etc
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23 The calculation of income tax liability
LA FAI ] A

To find the liability of a person (“the taxpayer”) to income tax for a tax year, take

the following steps.

U Fore] A5A] IS o7 93 thea 2L 2A1S HEA L

Step 1

Identify the amounts of income on which the taxpayer is charged to income tax
for the tax year.

i BAIGLE Bk Al RAL] A HaTA] A5 TR BH1eHA) 2.
The sum of those amounts is “total income”,

oI5 w42 A7} total income™ YU T,

Each of those amounts is a “component” of total income.,

o3t FHEL ZH7) “total income” Q] “FA] QA" JU T

Step 2

Deduct from the components the amount of any relief under a provision listed in
relation to the taxpayer in section 24 to which the taxpayer is entitled for the tax
year,

A FE2L 7L S A AE St A24Re] 271 Zh FA|(relieh) 2Y-& 4
[ o)A A7 2,

See section 25 for further provision about the deduction of those reliefs,

olelgt FAAT} Belctol 271Hel ZEOR A52E WAL,

Step 3

Deduct from the amounts of the components left after Step 2 any allowances to
which the taxpayer is entitled for the tax year under Chapter 2 of Part 3 of this Act
or section 257 or 265 of ICTA (individuals: personal allowance and blind person’s

allowance).,
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A E2L7T B A AE 52t o] W Part 39] Chapter 2L} 1988 &5
AAIFACTA) A2572 Tz 26520 AEA], BofabsA) o 84E 2k
Al(allowance) N 2TA Fof| F-2 AR 4 FH A Z43HA| L

See section 25 for further provision about the deduction of those allowances,
olelgt BAIX T} Bste] £7HAY 2RO R ARSEE WAL,

H
ar
[¢)

Step 4

Calculate tax at each applicable rate on the amounts of the components left after
Step 3.

3GA Fof F2 R4 FHo ST AEAIER Alde AntstA L.

See Chapter 2 of this Part for the rates at which income tax is charged and the
income charged at particular rates.

SSA7F FaEE e SEAlER FbEE 252 o] Part®] Chapter 28 &
AL

If the taxpayer is a trustee, see also Chapters 3 to 6 and 10 of Part 9 (special rules
about settlements and trustees) for further provision about the income charged at
particular rates,

WA e B9, SEAIER FabE s A5 g 7R Part
99] Chapter 39|14 6, 10(settlements2} =EFALo|| T gt EH1A) S HA|L

Step 5
Add together the amounts of tax calculated at Step 4.
4| AAFEE NG W FHAISHA 2.

Step 6

Deduct from the amount of tax calculated at Step 5 any tax reductions to which
the taxpayer is entitled for the tax year under a provision listed in relation to the
taxpayer in section 20,

Ao AL Bl T AT 57 Al2620] 8748 ZEe Al -E- Al (tax reduction)
TS SHAN A AR Al Aol A ZFESHA .

See sections 27 to 29 for further provision about the deduction of those tax

reductions,

oj2|eh AlggA et e ste] F7HA ] REOZ A27Z0 A A29RE HAIL.

Step 7

Add to the amount of tax left after Step 6 any amounts of tax for which the
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taxpayer is liable for the tax year under any provision listed in relation to the
taxpayer in section 30,

AR Sl TA A B2k A3020) £AL 2 Ao 65
AEEEATRES

The result is the taxpayer’s liability to income tax for the tax year,

1 AT} o A Fore] Al RARe] B,

of e

™

o

ERHHIA e ERAER QY] 97T 2 1S thEat o]l xR
&7] A 2E AHE = ok

274 Requirements for the giving of approval

(1) Subject to section 275, the Commissioners for Her Majesty’s Revenue and
Customs must not approve a company for the purposes of this Part unless it is
shown to their satisfaction that the conditions mentioned in subsection (2) —

(a) are met in relation to the most recent complete accounting period of the
company, and

(b) will be met in relation to the accounting period of the company which is
current when the application for approval is made,

(2) The conditions applied by subsection (1) (which are also applied by section
275(1) and other provisions of this Chapter) are set out in column 2 of the
following table together with, in column 1 of the table, the descriptions by
which they are referred to.

In each of those conditions “the relevant period” means the accounting period
that is relevant for the purposes of the particular provision by which the

condition is applied.
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Description

Condition

The listing condition

The shares making up the company’s ordinary share
capital (or, if there are such shares of more than one
class, those of each class) have been or will be listed
throughout the relevant period in the Official List of the
Stock Exchange

The nature of income
condition

The company’s income in the relevant period has been or
will be derived wholly or mainly from shares or securities

The income retention
condition

The company has not retained or will not retain an
amount which is greater than 15% of the income it
derived or will derive in the relevant period from shares
or securities

The 15% holding limit
condition

No holding in any company, other than a VCT or a
company that would qualify as a VCT but for the listing
condition, has

represented or will represent at any time during the
relevant period more than 15% by value of the company’s
investments

The 70% qualifying
holdings condition

At least 70% by value of the company’s investments has
been or will be represented throughout the relevant
period by shares or securities included in qualifying
holdings of the company

The 30% eligible shares
condition

At least 30% by value of the company’s qualifying
holdings has been or will be represented throughout the
relevant

period by holdings of eligible shares
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L&l 7|3F e AE Aol A ¢laL ofastr] 7t U of Pk vl
& A4 02 ol g}, SaEd|elol AHe) ofel e AL WAA
v 8 -2 ARl S7IAT1AL, EAIARE Ol Al ofl whet A3
Sk ke ofRAl vkt ASE opleidih 19364 ASIAY
(Income Tax Assesssment Act 1930)< =3t 0] % 19361 ASakA| R
12690 A]o)l A 5,000H[0| A= A 7l e™, W& w-¢- HRFskaL
o127 =oiet

Z£749] 1936 A5 (Income Tax Assesssment Act 1936) 2] B -

2 202 o2 02 S QIgloLt, TEOH] Spke 220 )Y
oL} AVHE Qlstel] BafEe] 1 B4 BIEAYS o7k Alo] o3
A 5 Flolet, 4uke 250] AT AR Qs ZENE HolA Ale] 3}
wate s d

AL, A5 TA Aol AMGElE HES AR tE A
O] FA|7} B ‘;2101 A AL o] alistr| 7} of g Aol qlrt
aldstr] $1gk LAEH Yot *1]‘:”711’5‘33 1984
4 109 21Y0] A|ZFE|iT) 19844 109 21 A Ed|Ue]o} AR 2
APPSR ol tiet JPAE skl eAE de]obe] x| xyfﬂ%g
o] Asflefl 71zt ZAA =] 2L HES AABHA H ULt

198519 78 A Fgo] Ao= JHHE AL, 1985 9Fel 2AI7HH 2
Hheto] RERE|QIh /o] HA = Al BE e AEd djoRlo] T 4
A olagt 4= Al StaA} B, EA|(Tax Evasion)9} ZAM|%])(Tax
Avoidance) & o1 HA THE|oF $hth= W80l 3Tt
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71 o]% AN HANYS 1993 11€17Y 9] JCPA(Joint Committee on
Public Accounts)7} @HFe]&]of| HAUAE A|lEsHHA 24402 A2ty
Qe o] WA JOPAL ofehet 22 2714 Ae] et Hele]
24 82 At e

O Number 22 A WSl WAL vhFOR 1936 ST
(Income Tax Assessment Act 1936)-2 A|7]2Fs}7] €8t task forceS -
e

O Number 23: AH = 214 Qlof

1 - T
ool eBta S BT T 5 QRS SHA 42 AT A

919k -2 jopao] Hre] wet 19931 129 A7 &2 13)(Tax Law
Improvement Program: TLIP)& 4~ 3lal Z2 A EE-S JLAJ5HA] & it

Hon. John Dawkins A|F-FATS A/ 2 A EE d1s1¢ =1,
1 717 19948 1978 3|t Aoz, 1936 2] 25AW 5,000
oA & AZHds= AlZ o] it} TLIP(Tax Law Improvement Program) 2]
5242 71 AR AL AISHAA 1A= she Aol gleH, Al
W HHEE e She 212 obd Qi) whehA] ZRAEHL A28 Al
WS =AY AL A S vt S ?“i?’é‘}% M oL,
AR =518 Sl A & wfo Al

of s} glo] AL FFHAIA 5 G 2z
of SfalAl wAE 5 QUeke WS APk oS Sol, AFEZel o
AR TRAERLS @Al FRRT AZAAL A9

=}
HEY 8d5S A Bzt AL

!
E



A F=r W 2B d]ore] =AW AEAR] 115

. 24

TLIP(Tax Law Improvement Program)ofl+= 2714] 5 Q.38F 5327} QIS+
o, A HiAl= =888 EHE= S0l A F HARs Hoh 47
ofsfistal FAAFE A Hrt o] 347t AlHE v o] it

oot BEH = t] U2 JLZ(a better structure), B U2 ZEHST A A|(a

o A oL

better numbering system), H< © A 2 4 e 7|s(easier

navigation around the law), ©]-8x} YE& o] QW (more user friendly

legislation) 5 5o

TLIP(Tax Law Improvement Program) o] A]+= A of| 4] Ex}s}al g es}
> EHZ ARESH] Mgt PAle-gH|-go] ARkl X4 skaL, o]
EE@-%] JEro 2 AR So] ZAAIAe] 48t ] B )
gl dejopda| o] Hl-8-& Astal ZAAIA ol et FAle-3-©]
7H’ﬂ£a] Aoz 7|5kt

_4

=)
lﬂ'l

2. 7179 74

TLIP %2} the Assistant Treasurer, ZZ 2 E ¥ (Project Team), A=
23](Consultative Committee) 2] 37} 2 FAE T} I 3= the Assistant
Treasurer= TLIPY] 3t 99 Al T2 AEEL 2] U3 2E2]¢
3](Consultative Committee) L= A5y 7]e} FAAQ] 2L |
= 98 Y5t on, T2 A EE(Project Team)< TLIP A HAC.2
Ao WS AR AR QRS PSn, ZRAEe oy
olitel At Ao TaE Bk 27)e] Nk HAEE o] 2o e,
AEE.L Y FE (the Treasury)2} =A% (Australian Taxation Office),
T1E]al QSR o] AlYojsjd SR AT Z2REY ni7Rfo]

=
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1‘%4(Australian Taxation Studies Program)’o]] Zoslal Q= A5 1L
=2 A" wAo]ar, E ohE v 552 Coopers and Lybrand
/\}94 Brisbane XA} A& ZA|AEIIE0]9 ) AR 3] (Consultative
Committee)+= 149 2] WY oz LA Eo] Z2AEH gt AR
Y=, AR e] A2 2AHETE AFA A, A,
3t A7 Ao d &4} Fo] EE T A= 2loll= TLP S| Y=
vk O gl BA ST ESHE e, tj3E2]Q] 9|2 the Motor Trades
Association of Australia, the Australian Council of Trade Union, the
Federation of Ethnic Community Council of Australia 5-©] ¢It}, o|2gt &}
EA¥3]ol= ‘Al thA] 2A27] T2 IWM(Rewriting Program) < A {5}7|
91 of2] 51 1Bl So] 2455lo] A,
TLIP(Tax Law Improvement Program) 324 E O] 4] 2 X[ 5.9] 15| o]
UTHILE & 4= =T, o3 TLIP A= g3 ofl= A Eok, AlF 5 2

T 2oFe] EAER FAE] e F7|F R vhiA Y& HES)
1 ZRAEGA o WYt Xﬂ’\lﬁ © A4S T A E
£ Tt ZRAER S ARASd) WIS 25A 41t -8
et ofHesS = o olsiE =+ 3= @7} UL, ZRAEFL A
& HA] 2 ol A7 01343—9 2318 = Qs AVIE nhE
AT, EH ARE A HB] oM o] 2 Foto] ZHAARle] Aol miZlE
of Teuls $3to] ok 4= qllem, Aol & H 4w £4E
o] Rl A= AI717F = ek

A B A7 A2 yess

TLIP(Tax Law Improvement Program) oAl Ted| -3, Z2|AllE|o]

58) A, TesEde]of 2AMAl ARlEAl 7123 4V 4 =AM vk W
b A, SAEHBIILEA(|ZFY), 2009.
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A5 (Income tax assessment Act 1997)2] A

% sie

o
= &
o]

flo X
o rd
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©

oX

e

7F A2 I =2

19978 AEITFAH(Income tax assessment Act 1997: ITAA97) 2] A =&
Y fefulE 22 ofefe] TRlolA ki ol

[12! 3—1] 19979 ASntM|EH Q| m|2to|=(Section 2—5 ITAAS?)

A
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M2 HET20] Fie 1S 7 webrial o857 deshA st

L AOR BAEo] B 414 ofaE 4 UES sha We] AuAolx
FEH 22 DY A7) 9ok 4 9lom, B} Foell 2R &
Db S U A 2 4 Uk PR PE Jolglth, E g
A Bepel gJio] 7EBtE YNTR HEUX FES SH
B4 Gl TR WS S WETRS BEE AT 2 U
o wela A BeY e SHHOR, B e F4H0R
Aelgt Zlolth, 7120 wollt vt Wl BAke WSo] AR Hxs)
A Ao glolA HA7t 9l ofshak ] ofelgo] 9igick

EG L AR 9T FE 2 WES YEo| YA Fo =
W F28 Ngo] FRH=S stech tebd 78 we] THRASS 3

u}
S, dejxzddol = Itks 237 A OM] o
Joleh. 54 Tielo] Qs g5} of

o182 Telol W T A ol TR,

19979 &SI (Income tax assessment Act 1997) 2] Zjgpu]=9] SF
ZE AuEy W 9= ZAF o) HAIF ] HE 7]|<&Eal o=
Wele s 9 AEAQ FAE TGS Pa 02 Trsbelo] drk

19979 AEIFAH (Income tax assessment Act 1997)> A 37H4] 52
2 Wrols 4 Sl=dl, A B Solxs 3 2@t E(the core
provisions) 0|, = HA| Zo)| A= AWk17 E(the general provisions)©], Al
HA Zol A= 5 FA o g 1+ =(the Specialist topics) ©] =0
AL}, ol2|ek 37kx] ] 8 Fofl et AMFEES 3719 HE TA o
A BStstal de=dl, vl A Chapter 494 A5AQ] A=
(collection) o] T8+ Y-8-o]w thal & H 3921 Chapter 594+ LAEH Y
2lot AA =] B of] thske] thRaL Ik, of Al WA 59 Chapter 6
-GolAbdolnt,

W24 2A$S(the top layer) 5 45F4(the core provisions) I}t

ol)« r
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HH5}] 1996 AEITRA - QHthe Income Tax Assessment Bill 1996) o] A
ool W82 & ©f AAI6] Ao, ohsa Ak JAl QA e
H3loJof gl= AEAE HAA R HHSH, “income tax=(assessable
income-deductions)Xtax rate-offsets” .2 2| 4> 9l=d, o] 3t H-A A
I} BHE= BE ¥ E(assessable income, deductions )2 HAHA
(core provisions) &2 Z| A & o] mlatu]|=9] 2|AFQ]Z(the top layer)of 7+
e it AT (core provisions)©] g2 A AEA et 27
AT G 272 U0l 2 % ek, 1A Uhgol T ALE AL
HHEH, @ the Income Tax Assessment Act+= F-S1o] I3+ Y-8-0]31, 1 1
< o]-8ok= Wiof I3t ARRNE, @ F7F income taxE GH-8to of BfaL,
A 281 o]® HPH O F income tax S 'GSto]of sH=x| o] T3t ALY,
@ vt B2 income tax & F-5H0F S=A] 11 AR ol wet AR,
@ income tax GF-EJ5 of A A Fgsh= ThE o, @ HA9
safol IR Aolol =4o] 9l A S AAske Hh Sof Ba
AR} 5ol of7]of sfiEtech, A A1 A8 5= Ao R s O a5
(taxable income)S AAFSH= HH, @ assessable incomel} WHA|AE
(exempt income) 2] A, @) assessable income©] &G 7| ordinary income
I} statutory income &2 AT =A], ZHE 250 A1 A Q1 HE-2 HAl <]
527} o A= Qelo} AFARNA ofF o3 A5 0] UHlo] uet of
Al FEpAl Aol thigk AR}, @ HAAS(exempt income) 2] W-g-of] 2t
AR, & SAIRES] AREAL AR A QL AlFARSY, © HAIS A
7h dRkA Sl %Xﬂﬁo‘% 'F{‘Z—] Oﬂ whef FARRS > e AR, @ a5, HAL

o)

H 2114 (the core provisions) oA ARE-Sl= 52 7l'd(concepts)< 2
A 77 H o] e = s FAE & Ae 8 WEEE W
o] A& P & F& Joll= &S(income) o] FAARI 7id
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(ordinary concepts), 2x50] AA| 71 A2 & ZR1A|, v]-g-o] AA| A&
H Ao & AR Sk 22 WA o] o] on|7} 23Tk

A& Qo= HEol A= o] Blo] ol B A AbEE=A ol Wste] 7id 4
oA = AEAR S5 AlFst=tl, NdTF2A 215 the top layer)
= A7 AE(checklist)y TAOIA= AS(income), HA|AS{exempt
income), & A &E(deduction), Al|H-FA|(offsets)of] Ha}o] FEFE v|A|=
N 2229 ALY 2ES Al

N+ 7 WA F(the second layer)of| A= UWFEQ1 114 (the
general provisions) < THF=t, & bl FThe] HA| | Al=ol A8
TR G E2AE A HA Z(the third layer) ] A2 o] 31 B3}
& UF7] A4 5HA] o7t gA| ol FAe Al A8-E= A Solth AR
o] 7+ (the general provisions)> E43F £57.9] A5 FA| AA3A 5
__% 1’4’—‘:7'—‘24, oh:]]—?(—] o] .ﬁLx%oﬂ q] _4 0404§L54. granL 7}7]_;\].7_ILO
L A ar3z0] Aol TAE A 2fqf2]o] 223 E o] GGl

Mdtz8] vpAe) SAIQL Al §A S-(the third layer) ©A| A= S
e 250 HAlO ARl Al A =AY 58T HA ol et W E= AR
52 thF= AEA 0|3 E<gl Bolo] 1A (the specialist provisions) 21

d), 2 o8-S 27 obehe} 2e Hobz 5 4= olrk

-

Hm
]

-

—_

A o] SA|(capital gains tax)

A AL QB o] SR
HEYA 9 =4 9] &
AIEFS]) AK(trusts) 2 AIEFS]ALO] SLEL
e A A

=87 & (financial transactions)
AH(superannuation)

=Y

O 0O O O O O O ©

oEI:I
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- | 2510 0, 1 olel Aol Fdause 95161 9
£ VI el ol 1ol 714 A o S 1A
HHZ]EJ‘H Ao, HIHsHA| 2hol= go5 Shale sl 8017k A&
= 2ol A asterisk 2 FEA|S}O] clause 995-10f|4] ZlolE 4= Q=2 &}
Sk, of= HIHSHA AME-E= 8019 o= mlE] M= HES o
2ol L gof7F Ao u= B AR oY AL dok
ZF(footnote) & asterisk A A7} 71 8l 8-0]9] Ao E Zolrt=
f 222 F= "o 2 o] &5t Z(footnote) = 1997 AETHA|
H(Income tax assessment Act 1997) section 2-15(2) of|A] 1 A& o=

7} glet

{Income tax assessment Act 1997 section 2-15)

Section 2-15 When terms are not identified
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(1) Once a defined term has been identified by an asterisk, later
occurrences of the term in the same subsection are not usually
asterisked.

(2) Terms are not asterisked in the non-operative material contained in
this Act,

Note: The non-operative material is described in Subdivision 2-E,

(3) The following basic terms used throughout the Act are not identified

with an asterisk, They fall into 2 groups:

Key participants in the income tax system

Item This term: is defined in:
1. Australian resident section 995-1
2, commissioner section 995-1
3. company section 995-1
4, entity section 960-100
4A foreign resident section 995-1
5 individual section 995-1
6 partnership section 995-1
7. person section 995-1
8 trustee section 995-1
9 you section 4-5

Core concepts

Item This term: is defined in:
1. amount section 995-1
2. assessable income Division 6
3. assessment section 995-1
4, deduct, deduction Division 8
5. income tax section 995-1
6, income year section 995-1
7. taxable income section 4-15
8. this Act section 995-1
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U A2 22T AA Y =AA new numbering

system)

712&2] 19933 AEIA|H(Income tax assessment Act 1993) 2] ZEH
3 AAE GAIYFARE 240 AT SHAEA ok, 2AIHS
ofsfish= dl AlZH ¥l 8-S FHISH T =A17F A ol 71E
T A S B A2E 2ERTE AAFH 0] TSR]
AL, 2L 2T AAlE wEbshr] 4]al At o= A4 = of Qlof

=

!
rE

A B 38 580 9T 74 FUE o|Fe AYE EEL A
% Qw S AU

HE AREo] 98 ZF(Section)
A2 A A= shusht A o2 2EEE w7 W ol diE
o] A, section 73} section 8 Alo]o]] A Z2-E- sectionS A= AL 2
2 Fof Al dfZARS F71sh= " (section 7A) 0] ATt o]
T FofA A= RIHSHA G EA] obdsh= MEQ] A-poll= & 2
TF, ITAA 362 A EE 2] 60d o] Awkar =2t o] 7§74 o] 91317
of| 159GZ2z72ZA2)(b) 2} 22 ZER27F AUA = et o] 23t A
23517] 918k TLIP(Tax Law Improvement Project) §< A 28 =
ol e Bl

TUPES A2 2ENS AAZ AL 2] A o]4Fajel e
S AAZE=7] 15t ZhEojof & A AQl B3-S AEskl=t, 1 W

82 ofefe} et
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B 9] 41200k 5H, B glo] 2 4el Wat 5 ololof 1
A2 28HE AAE AALAIL o2 7H551olof 3t
Sust o|sv} gk £4e] 2EWE AAS SAIT LRt U
W ol FAHe] 2B A A 2URThE o]& Btk
wlRolof 3
O Zi7ke] ZEHBLE 1 28| oL A - A Hof &3k L5}
Al AEE 4= Qlofol 3
O MZ2& 2EH3 AA= HEC] ARE & A et 232 A=
& W80l F7HEAY A E - ool 2 A& 4= Qlofok 3t
et S FEE BT A7) fsto] TuPH o] 7t 28 2
H$ A A= ZA| Chapter-Part-Division-Subdivision-Section & & U1 Q]

o, o5 ZZpo| tiste] Mg Fosh= e At oo dh
Chapter= M2 ¥E2 FANA 7HE =2 2] didwol sidst

U, Chapter®] HE= shte] AR 42T 7|5k A2 Ao, &

A<= Chapter Ato]of] 1 59] 7+ (gap) §lo] YW T2 37|53tk

&=

=91 Chapter 1, Chapter 2, Chapter 3, Chapter 4, Chapter 5, Chapter 6% &

1 HSE FoJsar, W Chapter 52} Chapter 6 Alo|o]| Aj2-8- Chap
F7)5Fo]oF & 7 -9-ofl+= Chapter 5A, Chapter 5B, Chapter 5C2} -

=
ter=

y

o2 Z7lshw B}, Chaptero] Tt Al - T2 ol E 2 gHEE ofze}

EAe
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(H 3-10) Chapter Al - X2 CHH|T

T 2T Wk
Chapter 5 Chapter 5
(M| 28 Chapter A1) Chapter 5A
(M2 Chaper A19) Chapter 5B
(M 28 Chaper A1d) Chapter 5C
Chapter 6 Chapter 6

Sh+2] Chapters= THA] o2 Part 2 AR %=d], Part®] H5+= dash(-) ]|
o84 FEERE 2744 T4 R AR F]5Hs Ao Yokt 2744 74
24 F A= D Part7} 58t ChapterE 2]v|3}al, SIX}2]+= Chapter
9] allg PartE Qu|gltt of| & 59, Part 5-6-2 Chapter 5] QJ+= Part
6= ofmlgtet, o] A ¥ Part®] NS5 27H4] A RAR #7|8h= olf= 4
S22 (cross-references) & Rt} 7HdslA| sl Zlo|th, Part®] HI=
Z}Z+9] Chapter QFoflA =& HE = AlZFsHE, Aol 22 Part7} 5

7k Zo| tiulste] Wzl WE Alolof| 59 7+ 7|2 ARSI
Chapter 2 Yol &= A PartE 9|2 5o] AY3SIHA, Part 2-1, Part 2-5,
Part 2104%] Partol] M5 S w7 Z10]ck. Pans} part Atole] 54 7124
o] I w7l Fof| =& PartE AT a7} Q= 9ol gl
GIEALE AFGIITE Part 559 Part 56 Afolo] AZE Par Al

73-9-0]l+= Part 5-5A, Part 5-5B, Part 5-5C &} 22 HH 0 2 =7|51A| ),

3l9] part Yofl= o2 7119] Division®] $*]e 4= 1+=4), Division ¥
= MEY AeFH d&zer Fofsies k1AL, Aol M2
Division®] 712 Ao tjH]5}ed DivisionT} Division AFo]e] 59 7124-&
F= S Y202 33Tt Divisionof] #eE HSHo] W) T3t ol &
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Chapter 1
Part 1-1

Division 1

Chapter 2

Part 2-1
Division 15
Division 20

Part 2-5
Division 25

Chapter 3

rok

Division &5 S8 ge] ¥ Xdiﬂ off 24 &AL 8 FoSHes
O]fi+= Section HTE Bt} G520z Fojg = Q17| wjo|t), o]
Division?] W& o] HA1S AelslA| EH Division A9 Wd= 1
Division©] 458t Chaptert} Partof] A glo] ¥ AA| S|4 £x14 o= 9
Z]8} Division 3 S UJEFWEZ Section S E 2l x o072 Holg 4= Q)
Al Hek, Ul ¥ 21o] Al F271=] o] Division Abe]9] seApkA 0]
SolAaL, T Atololl thA] =& Divisiong 71 a7k A7)
Division 5A-Division 5B-Division 5C2} -2 14 0 &2 Z=7151H Frt,

3] Division Wjolli= BHA] 2] 7)1 2] Subdivision©] ${A[ & 4
Subdivision- dash(-) & FRE= 27H4] QAR B7)3hc} el
Division HEE 231 FIEEO QL ol ALg35lo] REsl=t], ol&

_-—

il

B ¥

Subdivision 165-B2} Subdivision 165-C Alo]of A 2-&- SubdivisionS A1
g Q7 Qe Ao+ Subdivision 165-B2} Subdivision 165-C Afo]o]
Subdivision 165-BA, Subdivision 165-BB, Subdivision 165-BC2} 22 Wl
oz 37t Hr

Section2 Fugte] HEQ] (ol dF=+=d|, Section HE

|
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dash(=)oll &JsfiA] FiEE= 27 A8z #7ISTh HRES
Division 3.5 ARE-6FL, SIHE-2 8l Section XA 2] HSE oJn|gict
ojuf 3 Section XA ] HEE Fojg wfjof]= Divisiont}t} Section ®H
35 A 15 A& AABHEE 5131, Section} Section AFo]ofl= A28
Section®] F7F2 Aof| tiu|sto] 59 7HAS = oz At A&
S, Section 5-1-2 Division 59] Section 12 2Ju|3}al, Section 5-52}
Section 5-10-2 Division 52] Section 52} Section 102 Z}2F oJu|gic) A=
= HEC] AH Foll thA] MEE Sectione AE a7}
L QM OE section Abolol Sk A 2R 2191, 544 2ol A
A Tof| i 71 Ato]of] A28 Section= J’ég_} a7t = Afole g
a8l g 2AE ARESHA Ht) A& £, Section 5-15%2} Section 5-16 AFO|
of | 2-& SectionS 75} += 74-9-of= Section 5-15A, Section 5-15B,
Section 5-15C2} & HiH o 2 27131t} ZFz2Fo] Section ¥ 3= Division
HE7E HE Ao oAbz ez Foj=7] wlzol 27HA] -4 24 ARA T
OR7%T ThE Section HZFQ} AHEY] dj&Eo tE A9 (Y
Chapter, Part )& ¢1-83t AR Q= §lct

Section®] SFRTEYCl  Subsection($-#Uel HEQ 1EI} JAD,
Paragraph Y Subparagraph+= A Z2-8- W4]S =18 . AJo] A9 ¢lo]
SO A it e AR, ol AEE e 2R
AA= 1997d AEIAH|H(the Income Tax Assessment 1997)2]
Subdivision 2-D(Section 2-252} Section 2-30)°f] H&E0 2 QI 3}=]of Qi)

Ir

_‘

Subdivision 2-D - The numbering system
Section 2-25 Purposes

Two main purpose of the numbering systems in this Act are:
* To indicate the relationship between units at different levels,

For example, the number of Part 2-15 indicates that the Part is in Chapter 2,
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Similarly, the number of section 165-70 indicates that the section is in Division
165.

* To allow for future expansion of the Act. the main technique here is leaving gaps
between numbers,

Section 2-30 Gaps in the numbering

There are gaps in the numbering system to allow for the insertion of new Divisions

and Sections,

Mg BN E A2 A7) A ZA, 19974 2E 2 (Income tax
assessment Act 1997) 2] Chapter 12] U-8- At R H ofgfj e} 2t}

CHAPTER 1-Introduction and core provisions
PART 1-1--PRELIMINARY
Division 1--Preliminary

Section 1-1 ~ Short title [see Note 1]

Section 1-2  Commencement

Section 1-3  Differences in style not to affect meaning
Section 1-7  Administration of this Act

PART 1-2--A GUIDE TO THIS ACT
Division 2--How to use this Act
Subdivision 2-A--How to find your way around
Section 2-1  The design
Subdivision 2-B--How the Act is arranged
Section 2-5 The pyramid

Subdivision 2-C-- How to identify defined terms and find the definitions
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Section 2-10 When defined terms are identified
Section 2-15 When terms are not identified
Section 2-20 Identifying the defined term in a definition

Subdivision 2-D--The numbering system

Section 2-25 Purposes
Section 2-30 Gaps in the numbering

Subdivision 2-E--Status of Guides and other non-operative material

Section 2-35 Non-operative material
Section 2-40 Guides
Section 2-45 Other material

Division 3--What this Act is about

Section 3-1  What this Act is about

Section 3-5 Annual income tax

Section 3-10 Your other obligations as a taxpayer
Section 3-15 Your obligations other than as a taxpayer

PART 1-3--CORE PROVISIONS

Division 4-How to work out the income tax payable on your taxable

income

Section 4-1  Who must pay income tax

Section 4-5 Meaning of you

Section 4-10  How to work out how much income tax you must pay
Section 4-15 How to work out your taxable income

Section 4-25 Special provisions for working out your basic income tax liability
Division 6--Assessable income and exempt income

Section 6-1  Diagram showing relationships among concepts in this Division
Section 6-5 Income according to ordinary concepts (ordinary income)
Section 6-10 Other assessable income (statutory income)

Section 6-15 What is not assessable income

Section 6-20 Exempt income
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Section 6-23 Non-assessable non-exempt income

Section 6-25 Relationships among various rules about ordinary income
Division 8--Deductions

Section 8-1  General deductions
Section 8-5  Specific deductions
Section 8-10 No double deductions

PART 1-4--CHECKLISTS OF WHAT IS COVERED BY CONCEPTS USED IN THE
CORE PROVISIONS

Division 9--Entities that must pay income tax

Section 9-1A  Effect of this Division

Section 9-1  List of entities

Section 9-5 Entities that work out their income tax by reference to something
other than taxable income

. Guide®} Signposts 59 =Y

TLIPHS 78] Al 1% -8-(plain language) & 114 2= ZIT
o] Aol A HshaL o]se 4= =S 517 o E5Ealct
1=}

i
rr
_l-Ll
mTﬂ

a3 —a}aiﬂ, TLIPEH-S AlHQ] o] 827t A2 HES Fast FES
hslar, Qs HES Aslel gl ALsH Zopts ¢ B8-S & 4= Q)
H

@ Guides

L AEF Ao} Ao A Guides+= Subdivision®| Y Division 5¢| TF
= fj-go] Falelx] Qtgl= ZE(Sections)©] ™, 1 Subsection2 A 2]
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o] 82 stoJg Subdivision®]L Division 5] XHAlE3 T 0] Q=A]
o8 AL o 88 F Urk

A2E Ao =UE= Guides 5 7PF EAZAQ AL theme
statements 1], 0122 7L Fo] e 2E-E50] F41 42 -2 7t
oFst 2Eolch o]l theme statements= 7] ZroHE 4= 9=t
“what this Division is about” 52} 72 A vEZ Wof Jx|skAY A
eFo] wkA Qbol 9tk 1997\ ASIFAR(Income tax assessment Act

1997)2] Division 25 22| Guide(Section 25-1)& |2 ¥ th3 At}

Division 25- Some amounts you can deduct
Section 25-1 What this Division is about
This Division sets out some amounts you can deduct. Remember that the general

rules about deductions in Division (which is about general deductions) apply to
this Division

Theme statements+= HE2] T2 FES Zrxa I Q glo] I XA ZA
Ou|7} A== ALt theme statements?] & =
ol EA Subdivision®]W DivisionS sk I Q7| 91=X]

QE= k= Ao|t} 0|23l theme statements+= THE H 71| SHO|A =
al

F-83 o] Gt 4 AE ol g3k ASo] 1 MBS A<
ANLE st o] oS- -85t tlgEo] | 4= 9, g WEe] AT

=
Hopr} ojujgr T Aol YA & 5 UES FF0], 1 e Bt
AA NEH 2 AG R 22 WAE HojFe Holke =gl E 5
ek

71 ol theme statements ﬂoﬂi EA ZFHpurpose  or  object
statements), Section®] HE 9 A =L 2 9= A 35T (flow chart)

Z-2 tho]o| T1gl(diagram) 52 @% A=0] 2A=H, o127t Guide= A=
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& WEo mE R Hgs= o] oy} g Subdivisiono]tt
Division®] o] Fof wpe} A Al oz gt

19979 &SI (Income tax assessment Act 1997) oAl SFE7} AF
S5 279 9| 2= Section 165-30 & = Utk

Section 165—30 Flow chart showing the application of this
Subdivision

Did the company experience a change in beneficial

ownership or a change in the control of its voting | — No —

power during the income year?

| This
Yes Subdivision
l does not apply.

Did the company carry on the same business during

the rest of the income year as it carried on before the | — Yes — | work out the

change? company's

l taxable
No

income under
| section 4-15,
Did the company incur a notional loss in a period of

the income year before or after the change in | — No—
beneficial ownership or control?

|

Yes

|

This Subdivision applies:
1. Calculate the taxable income under section 165-65, excluding the notional loss

incurred in any period.

2, Calculate the tax loss under section 165-70, taking into account each notional loss,

1997 253 H (Income tax assessment Act 1997)©f|A] Tho]o] 154

(diagram) ©] ARSFH ZEF-2 section 6-10] AT},
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Section 6—1 Diagram showing relationships among concepts in
this Division

Assessable income

Ordinary income Statutory income

Non-assessable

\ 71/ non-exempt income NY /

Exempt income

(1) Assessable income consists of ordinary income and statutory
income,

(2) Some ordinary income, and some statutory income, is exempt
income,

(3) Exempt income is not assessable income,

(4) Some ordinary income, and some statutory income, is neither
assessable income nor exempt income.,
For the effect of the GST in working out assessable income, see
Division 17,

(5) An amount of ordinary income or statutory income can have only
one status (that is, assessable income, exempt income or
nonrassessable non-exempt income) in the hands of a particular

entity.
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Guides= HE-2] GFo]7] shARE, A 2-8-H= 2wdthe 2 Eof 3
of, HgE ZHA] =t} LU operative provisiong AT wfo]
Guide'= o}le} 28 A9 shite] 1z oz B8 4 otk

O operative provision 2] 5242 3| 4] &

O operative provision2] 0|7} B2} Tt 2 0] FAFA Q] oJu|l#] o}y
H EL] A st A FA7EE SR aLEsfof sh=A] &
A7 A=

O operative provision®] &Ju|7} © 5k -9 71 ou|5 AT a7t

o=2 =
12
O WY operative provisione FAF It 2 FAA Q] oJu| 2 & 4g 7

S UL U Al FoE Zefp] uhizel 1 s 2o v

S MEA AT 2ok s

o2t Guides= &2 LFol7] dlzol dHEAE AAF 442
Ak

@ Signposts

TUPHS A2 WEY Flayers) FRE ZA3HEA AN A
2RE ARl Ao R $A7MES sk, AR WEdl =Y
9 signpostsi= EAFE0] WE| ST o Hopzie 1o YU o
0] 3 Hok A4 o F ok B we-d 1 girk 19979 A5}

M (Income tax assessment Act 1997) 9l 4] Signpost ¢J|+= Section 4-101 4]
= U

o

l
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Section 4-1 Who must pay income tax

Income tax is payable by each individual and company, and by some other
entities,

Note: The actual amount of income tax payable may be nil.

For a list of the entities that must pay income tax,

see Division 9, starting at section 9-1.

® Headers

HeadersE L{Jsto], gjo|X|ujrt dil SIF-Eo] el “H(Division) I 2

(Section)2 FA|5}aL QL)

@ Examples

Hot 53443 o] ol tistol= A2 <l ARl S0l Eol Ale= AL ek

®) Dictionary

golE= HE dojgo] nAY ol 5502 yd o] 3ok

2 4% 8o AT WA b

@ 12 02 A8

19361 AHOl A B B 140749] o AR} QLo A
oAl B9 407)9] Tol e Zolgo] 9)7)7h olalA Eoch Ee,



2 v 4= Qlrk Higto] A7 H|gL ot AR e
A wiakel 2o sEre] MBS 71 W) olulo] Bge wX|X) o

Hel Yoll A 7= Qlar, wheba] A 2 7]E8] Wit 22 W0 = sjj4
4= gl o R A EE o] b= WSS Explanatory Memorandum©]| A2

w=lo] 9l

HEES AAEl, o Y g ARe
VTS 50600 ER WAFES Bolt ATE wA Hoick
2ge] F42 o[ GAES U BIE HEA WS YT ofsshe ALto]

=7 =l B2 dEe & = A =30

4. 24 ABY URY 22 WE

7F 19949 AN (YS23 HeHTax Law

Improvement(Substantiation) Bill)

HAARE O] 2R MES Bk fA A 5 =S 4t kol
ofe] wAle] kel TS Fatol ol ol e, olzig APl A
HA A Z A 19361 25T Q] 9523 (substantiation provision) ©]
A2 Y=gt JE2FS e AEH U|ote] YA oA JFe F
L z3}o]R|uk o]85}7]7} o] P i 9% o] Pk v|Tho] Wo] 47| =%

7] mZolet, A ETo] 9okt el digh Wk 199449 124
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9)3lof] A7/ EHQHTax Law Improvement(Substantiation) Bill) &2 A
=5k

olgst AH/NEHNTax Law Improvement(Substantiation) Bill)<
19959 49 7o) TAaE =], AS2F2 19361 25T ¥ (Income
Tax Assessment Act 1936 as amended) o] HF-5]+= 412 Fslc7} 1997
H AEIA | (Income Tax Assessment 1997) 0] &=tk =% 7))
Ao] Antz FEFAS0] ZAFUA, 19000719] Tl 27 1100072
sk, R g Belshn Fe Bl Agu e, o BYY B

tho] = 24170l A 3770 & ZH48H3iet.
U 19969 AEIRA|HOKHIncome Tax Assessment Bill 1996)

71 0]% Tax Law Improvement Project & ©] ITAA36 ThA] 227] 212 A
3k ol2) % 33l(nstalments)o] 714 WQHES THERT, Aels)E Fa)
3}o] 1997 AETA|HH (Income Tax Assesssment Act 1997) 0.2 & 2| E| o]
AlBYE L QLY.

B A 2719 3 9 2 19969 5T Kincome
Tax Assessment Bill 1996) 2. 2 A|ZE]Q =1, o7]of|A 2= HPE= o}
e ek ot

O A&EF} FAof gt M4+ A(the key provisions about income and
deductions)

O ool AR E o] Tl 2o FAe 7| AREke] &4
o] (deductions for current and prior year losses and company
group loss transfers)

O ApF 8-S AHgstar, ot B E H]-8-S Y55k 7 Al(the rules

for calculating car expenses and substantiating work-related
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expenses)

O ibdolyy At AoiM BTt A2 A=9| A (the
special capital expenditure write-off)

o Higolyt o AREA o gt AHE-FA|(capital allowances for

buildings and other capital works)

ot 1997¢ AIR7RE K The Tax Law Improvement Bill
1997)

TUPH- = WA THA| 9] 2504 ZiFAd 2 19979 A7)
QH(The Tax Law Improvement Bill 1997)= €Ittt o] ok HES
ool ARESRAL A85h7] s s §I5ke] 1996 S5 QHthe
Income Tax Assessment Bill 1996) of| 4] &gt o HHHA1S I = &5}

), o] 7|04 ThA] 247] A4S 3t Hok ofher et

O assessable income®]] F7}2 3£§FeF thoFslt A5 (including various
miscellaneous amounts in assessable income)

O H|ZA|22E(exempt income)

O FANgel 712 ZJE= ARNdeductions  for  various
miscellaneous amounts)

O trading stock(goods, land, intangible property)d} =% assessable
income ] Atk Bl A &

o olol YiE =}e] mjujE 2%t o]E(profits from the sale of
previously leased cars)

O 49| 7ol tigt -4l (deductions for depreciation of plant)

O A BAOR W AR AES A0 AE) e T

(decutions for capital expenditure of primary producers and some
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land-holders using land for business purposes)

O A djd](entertainment expenses)

O &9 gt F-A|(deductions for gifts)

O FARFS 4= = H]-8-9] FW(the treatment of amounts that recoup
deductible expenses)

0 EAFE] oS B/ A ANHOIAY HENL AYEIRA

)

2} 1998Y AIH7HE ¥ SHThe Tax Law Improvement Bill
1998)

TLPES] Al HA et HES 1998 AIH7NEHeHthe Tax Law
Improvement Bill 1998) 0], o] T&F QkA] =721 % HoFET} 5 U3 QHur
Aoz JrE T o] WMok 1997 ASIAIM((Income  Tax
Assessment Act 1997) 2] YF5 o]F0] 1998 74 1¥of| R =]} F

8 82 offie .

O A}Eo| 5 W AE LAl (Capital gains and losses)

O 3|AFe] oA H A (company bad debts)

O A& A|AHH(intellectual property)

O YdZ=(horticulturea plants)

O 1A} AR FARRFE] A RS Fof 7] §J8t A5t ¥ (averaging
of primary producers tax liability)

O 37 H 59} WHH F-A|(environment protection)

O Bt 45 oike] AEA FApAe| 250 tigh FAl@bove-average

special profession income)
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al 199739 AEIN|H(Income tax assessment Act 1997)

1997 A5 H(Income tax assessment Act 1997)-= 9]¢} Zo] Al &
Al(instalment) & A& gFS0]7l Heton, HHFe] 3] S Ealsto] A3 =] a1
)tk 1997 AETA|H(Income tax assessment Act 1997)-2 A o] Ht

3k RS AR A 24 4 RS S e 2
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Yge] T2 1 W 47 vl Agsr) Bl sk Aol &
[} ExpSo] Hrk 41 ofset 4

o)
A==
ol =Eoks WS Bt 4| 2hs & e 25 e gl e s

B9 2007 A5A 25 AHEW, Part 2, 7]iE25} 0] o] HojlA]
S5 A QL A ALPEAI Ale 8L, Part 3~157H4] &
Alof] T3t AR S-S 23FSHH, Part 16, 179 AAA1Q1 A9

TS 7ol =A7L olsfistr] Heh 2= A= Qe

L AEH A o}] 1997 AEIHA| R (Income tax assessment Act 1997)
slep|s T 2A5o] Qe W 915 FA1Holw Al Ay
P\eshn ofel 2 el 245 A ARAR FAS FAHE B0
S

o

o rlo

3. MEtde &8

o] &2t YAl & uff AlHoll A 2o E= W-8o] ojtof l=AE =
ol FARE Hotok AR5 AGsr| sl fES] AAZ A Wt
, ALY AR S Holgs AL vl Fast), olg g3k
Aol vtz ZfEtolct,
=9] A A A = HTRES ARESEL el HEY W
URHo| ZRH Part2 “Part 1. Overview & F0] o] HE|A thFi1x}

Bh= parte] TAIL Hojza 9k Eat 2007 254N A2Ee) 7

B
N H
Loy 2

ol
-

oR rr

59) 22 Overview of Chapter,
(1) This Chapter deals with the calculation of a person’s income tax liability for a
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Olt

F91EA1Q1 Chapterof A &= 7R3

< 701 3T ChapteroflA] TFFA]
F23 3 Chapter®] 14 HEE 9

ABtel BAhe] ol3E Hn

32§

u) F[[‘

e AEH Yo o= Guide i (section) oAl o]2]gh 7HE-&-
52 Jal 9t} Guides = 7 EA A2l A 0] theme statements©|H, 0]
of &= 259 AHUARI W8S IHEFsHA| Qoksto] HAER
= EA Subdivision®| Y DivisionS 258 I @7} 9 =X] o2& Ttk
F 4 e E ohfisk= ZEo|tl theme statements QoE EX 2}
(purpose or object statements), section®] & U A& TxHZE THE F,
% (flow chart) 2-& tho]o] 18l (diagram) 52 5’5}04 ol @+= &
== A5kl Sl ol2fjt Guide= W& A 4-85k= Zlo] ofzt
|t Subdivision®| Y Division] Ho]| & Sof ule} AHA o g2 AR8-=c)

[;

P
fo
dn

£

et

]
o (i

4 AT TE

ol o] et flAl= MY ﬂ ojsfizof & = n|XItk §oi7t
oJu|sh= v} AT B8HA13E 79 g-0] 9] oJu|E P sh= A o] A o]
olths E2l20] F|4o] 7]._0}1—,} E3F AL ¢l7] Ao HlEA] o}
oF k= -gof7} s+t ol YAISHA| e st AEshA
olsfjd o~ ¢l Hrh

F=ro] AW FHEAR A= oS AS
oS 50, 2007 AEAIHE £ 1207719 Z8Fo g LA E 0] Q=]

tax year,
(2) But it does not deal with any income tax liability mentioned in section 32,
(3) This Chapter needs to be read with Chapter 1 of Part 14 (limits on liability to
income tax of non-UK residents).
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< Aolt7go] 14070t Hek 3 7] & A o] thek ZFH(Part 3. Chapter 3.
Tax reductions for married couples and civil partners) F-5-0f| A= RIEA]
eotol & ZAFN(the minimum amount) 2] &Ju]E 3o Chapter?] SFH5-
Hol| A A S= ghH, Al-8(Part 2, Chapter 2, Rates at which income tax is
charged) F-2ollA] F23HA] g2 80121 vidaS(Dividend income)<
3% Chapter ] SlF-2of| 4] g oskar it

eAEFLe]oke] 1997 ASIAH (Income tax assessment Act 1997)
o] 79 A1 vpE} F-ol FolApo] GAElolA A Goi5e] Ak
S 9lck, e o Wl BE Solel ezt SolAHe] g RS
OF o, 4] GOl 11 Bl 74 2 ol 4 gl iAol WA=
o 9ick,
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20079 ASAH A202 The starting rate limit and the basic rate limit
(1) The starting rate limit is &£2,150,
(2) The basic rate limit is £ 33,300,
(3) The basic rate limit is increased in some circumstances: see — .
(a) section 414(2) (gift aid relief), and
(b) section 192(4) of FA 2004 (relief for pension contributions),
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62) The Parliament of the Commomwealth of Australia, Explanatory memorandum to
the Income Tax Assessment Bill 1996, the Income Tax(Transitional Provisions) Bill
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(Overview of Act)& Fi1 ¢t} 1 Y88 tf2} et

1. Overview of Act
(1) This Act imposes charges to income tax under-
(a) Part 2 (trading income),
(b) Part 3 (property income),
(¢) Part 4 (savings and investment income), and
(d) Part 5 (certain miscellaneous income).

(2) Those charges to tax have effect for the purposes of section 1(1) of
ICTA (the general charge to income tax),

(3) Exemptions from those charges are dealt with in Part 6 (exempt
income) but any Part 6 exemptions which are most obviously
relevant to particular types of income are also mentioned in the
provisions about those types of income.

(4) What is or is not mentioned in those provisions does not limit the
effect of Part 6,

(5) This Act also contains-

(a) provision about rent-a-room relief and foster-care relief (see Part 7),
(b) special rules for foreign income (see Part 8),
(¢) special rules for partnerships (see Part 9), and
(d) certain calculation rules and general provisions (see Part 10).
(6) For abbreviations and defined expressions used in this Act, see

section 885 and Schedule 4.
(L) 2t &o| s+

A3z A2H(PART 2 TRADING INCOME) 9] 7j#zgo|t} I 8L
= p= dau g



A4 271 e 24 ZERet 173

p

3 Overview of Part 2

(1) This Part imposes charges to income tax under-

(a) Chapter 2 (the profits of a trade, profession or vocation which
meet the territorial conditions mentioned in section 6),

(b) Chapter 17 (amounts treated as adjustment income under section
228), and

(¢) Chapter 18 (post-cessation receipts that are chargeable under this
Part).

(2) Part 6 deals with exemptions from the charges under this Part,

(3) See, in particular, the exemptions under sections 777 (VAT
repayment supplements) and 778 (incentives to use electronic
communications).

(4) The charges under this Part apply to non-UK residents as well as UK
residents but this is subject to sections 6(2) and (3) and 243(3) and
(4) (charges on non-UK residents only on UK income),

(5) The rest of this Part contains rules relevant to the charges to tax
under this Part,

(6) This section needs to be read with the relevant priority rules (see

sections 2 and 4),

@ AEge] oA
Y 25 A ATAL Sl et ool Hatol
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AEA 5722 2 (FEAEA AR)
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[3& 4-1] INCOME TAX ASSESSMENT ACT 197 — Sec. 165-30

Flow chart showing the application of this Subdivision

Did the company experience a change in beneficial
ownership or a change in the control of its voting | — No —

power during the income year?

| This
Yes

|

Did the company carry on the same business during

Subdivision

does not apply.

the rest of the income year as it carried on before the | — Yes — | Work out the

change? company's
l taxable
No income under
! section 4-15,

Did the company incur a notional loss in a period of
the income year before or after the change in | — No—

beneficial ownership or control?

|

Yes

This Subdivision applies:
1. Calculate the taxable income under section 165-65, excluding the notional loss
incurred in any period.

2. Calculate the tax loss under section 165-70, taking into account each notional loss,

&0 AEH Y 0}9] Income Tax Assessment Act 97 section 6-1

<L
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[12 4-2] Diagram showing relationships among concepts
in this Division

Assessable income

Ordinary income Statutory income

Non-assessable

\ 71/ non-exempt income \\T /

Exempt income

(1) Assessable income consists of ordinary income and statutory
income,
(2) Some ordinary income, and some statutory income, is exempt
income,
(3) Exempt income is not assessable income,
(4) Some ordinary income, and some statutory income, is neither
assessable income nor exempt income,
For the effect of the GST in working out assessable income, see
Division 17.
(5) An amount of ordinary income or statutory income can have only
one status (that is, assessable income, exempt income or
non-assessable non-exempt income) in the hands of a particular

entity.
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Section 5. Cross references relating to tax on individuals
(a) Other rates of tax on individuals, etc,
(1) For rates of tax on nonresident aliens, see section 871,
(2) For doubling of tax on citizens of certain foreign countries, see
section 891,
(3) For rate of withholding in the case of nonresident aliens, see
section 1441,
(4) For alternative minimum tax, see section 55,
(b) Special limitations on tax
(1) For limitation on tax in case of income of members of Armed
Forces, astronauts, and victims of certain terrorist attacks on
death, see section 692,
(2) For computation of tax where taxpayer restores substantial

amount held under claim of right, see section 1341,

Section 61, Gross income defined
(a) General definition
Except as otherwise provided in this subtitle, gross income means
all income from whatever source derived, including (but not limited
to) the following items:

(1) Compensation for services, including fees, commissions, fringe
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benefits, and similar items;
(2) Gross income derived from business;
(3) Gains derived from dealings in property;
(4) Interest;
(5) Rents;
(6) Royalties;
(7) Dividends;
(8) Alimony and separate maintenance payments;
(9) Annuities;
(10) Income from life insurance and endowment contracts;
(11) Pensions;
(12) Income from discharge of indebtedness;
(13) Distributive share of partnership gross income;
(14) Income in respect of a decedent; and
(15) Income from an interest in an estate or trust,
(b) Cross references For items specifically included in gross income, see
part Il(sec, 71 and following). For items specifically excluded from

gross income, see part 111 (sec, 101 and following),
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Treasury Regulation Sec, 1.701-2 Anti-abuse rule

(a) Intent of subchapter K. Subchapter K is intended to permit

taxpayers to conduct joint business (including investment) activities

through a flexible economic arrangement without incurring an

entity-level tax. Implicit in the intent of subchapter K are the

following requirements--

1

(2)

3

The partnership must be bona fide and each partnership
transaction or series of related transactions (individually or
collectively, the transaction) must be entered into for a
substantial business purpose.

The form of each partnership transaction must be respected
under substance over form principles,

Except as otherwise provided in this paragraph (a)(3), the tax
consequences under subchapter K to each partner of partnership
operations and of transactions between the partner and the
partnership must accurately reflect the partners’ economic
agreement and clearly reflect the partner's income (collectively,
proper reflection of income), However, certain provisions of

subchapter K and the regulations thereunder were adopted to
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promote administrative convenience and other policy objectives,
with the recognition that the application of those provisions to a
transaction could, in some circumstances, produce tax results
that do not properly reflect income. Thus, the proper reflection
of income requirement of this paragraph (a)(3) is treated as
satisfied with respect to a transaction that satisties paragraphs
(a)(1) and (2) of this section to the extent that the application of
such a provision to the transaction and the ultimate tax results,
taking into account all the relevant facts and circumstances, are
clearly contemplated by that provision, See, for example,
paragraph (d) Example 6 of this section (relating to the
value-equals-basis rule in Sec. 1,704-1(b)(2)(iii)(c)), paragraph
(d) Example 9 of this section (relating to the election under
section 754 to adjust basis in partnership property), and
paragraph (d) Examples 10 and 11 of this section (relating to the
basis in property distributed by a partnership under section 732),
See also, for example, Sec. Sec. 1.704-3(e)(1) and 1,752-2(e)(4)

(providing certain de minimis exceptions).

(b) Application of subchapter K rules. The provisions of subchapter K
and the regulations thereunder must be applied in a manner that is
consistent with the intent of subchapter K as set forth in paragraph
(a) of this section (intent of subchapter K). Accordingly, if a
partnership is formed or availed of in connection with a transaction
a principal purpose of which is to reduce substantially the present
value of the partners’ aggregate federal tax liability in a manner that

is inconsistent with the intent of subchapter K, the Commissioner
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can recast the transaction for federal tax purposes, as appropriate to

achieve tax results that are consistent with the intent of subchapter

K, in light of the applicable statutory and regulatory provisions and

the pertinent facts and circumstances. Thus, even though the

transaction may fall within the literal words of a particular statutory
or regulatory provision, the Commissioner can determine, based on
the particular facts and circumstances, that to achieve tax results that

are consistent with the intent of subchapter K--

(1) The purported partnership should be disregarded in whole or in
part, and the partnership's assets and activities should be
considered, in whole or in part, to be owned and conducted,
respectively, by one or more of its purported partners;

(2) One or more of the purported partners of the partnership should
not be treated as a partner;

(3) The methods of accounting used by the partnership or a partner
should be adjusted to reflect clearly the partnership's or the
partner's income;

(4) The partnership’s items of income, gain, loss, deduction, or
credit should be reallocated; or

(5) The claimed tax treatment should otherwise be adjusted or

modified.

(¢) Facts and circumstances analysis; factors, Whether a partnership
was formed or availed of with a principal purpose to reduce
substantially the present value of the partners” aggregate federal tax
liability in a manner inconsistent with the intent of subchapter K is

determined based on all of the facts and circumstances, including a
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comparison of the purported business purpose for a transaction and
the claimed tax benefits resulting from the transaction. The factors
set forth below may be indicative, but do not necessarily establish,
that a partnership was used in such a manner. These factors are
illustrative only, and therefore may not be the only factors taken into
account in making the determination under this section. Moreover,
the weight given to any factor (whether specified in this paragraph
or otherwise) depends on all the facts and circumstances, The
presence or absence of any factor described in this paragraph does
not create a presumption that a partnership was (or was not) used in
such a manner, Factors include:

(1) The present value of the partners’ aggregate federal tax liability
is substantially less than had the partners owned the
partnership’s assets and conducted the partnership’s activities
directly;

(2) The present value of the partners’ aggregate federal tax liability
is substantially less than would be the case if purportedly
separate transactions that are designed to achieve a particular
end result are integrated and treated as steps in a single
transaction. For example, this analysis may indicate that it was
contemplated that a partner who was necessary to achieve the
intended tax results and whose interest in the partnership was
liquidated or disposed of (in whole or in part) would be a
partner only temporarily in order to provide the claimed tax
benetfits to the remaining partners;

(3) One or more partners who are necessary to achieve the claimed

tax results either have a nominal interest in the partnership, are
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(4)

)

(6)

@)

substantially protected from any risk of loss from the
partnership’s ~ activities  (through  distribution  preferences,
indemnity or loss guaranty agreements, or other arrangements),
or have litle or no participation in the profits from the
partnership’s activities other than a preferred return that is in the
nature of a payment for the use of capital;

Substantially all of the partners (measured by number or
interests in the partnership) are related (directly or indirectly) to
one another;

Partnership items are allocated in compliance with the literal
language of Sec. Sec. 1.704-1 and 1,704-2 but with results that
are inconsistent with the purpose of section 704(b) and those
regulations, In this regard, particular scrutiny will be paid to
partnerships in which income or gain is specially allocated to
one or more partners that may be legally or effectively exempt
from federal taxation (for example, a foreign person, an exempt
organization, an insolvent taxpayer, or a taxpayer with unused
federal tax attributes such as net operating losses, capital losses,
or foreign tax credits);

The benefits and burdens of ownership of property nominally
contributed to the partnership are in substantial part retained
(directly or indirectly) by the contributing partner (or a related
party); or

The benefits and burdens of ownership of partnership property
are in substantial part shifted (directly or indirectly) to the
distributee partner before or after the property is actually

distributed to the distributee partner (or a related party),
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Examples. The following examples illustrate the principles of
paragraphs (a), (b), and (¢) of this section, The examples set forth
below do not delineate the boundaries of either permissible or
impermissible types of transactions. Further, the addition of any
facts or circumstances that are not specifically set forth in an
example (or the deletion of any facts or circumstances) may alter
the outcome of the transaction described in the example. Unless
otherwise indicated, parties to the transactions are not related to

one another,

Example 1. Choice of entity; avoidance of entity-level tax; use of

partnership consistent with the intent of subchapter K.

(i)

(ii)

A and B form limited partnership PRS to conduct a bona fide
business. A, the corporate general partner, has a 1% partnership
interest. B, the individual limited partner, has a 99% interest. PRS is
properly classified as a partnership under Sec, Sec. 301.7701-2 and
301.7701-3. A and B chose limited partnership form as a means to
provide B with limited liability without subjecting the income from
the business operations to an entity-level tax,

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section,
Although B has retained, indirectly, substantially all of the benefits
and burdens of ownership of the money or property B contributed
to PRS (see paragraph (c)(6) of this section), the decision to

organize and conduct business through PRS under these
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circumstances is consistent with this intent, In addition, on these
facts, the requirements of paragraphs (a)(1), (2), and (3) of this
section have been satisfied, The Commissioner therefore cannot

invoke paragraph (b) of this section to recast the transaction,

Example 2, Choice of entity; avoidance of subchapter S shareholder

requirements; use of partnership consistent with the intent of subchapter

K.
(i)

(i)

A and B form partnership PRS to conduct a bona fide business. A is
a corporation that has elected to be treated as an S corporation
under subchapter S. B is a nonresident alien. PRS is properly
classified as a partnership under Sec. Sec. 301,7701-2 and
301.7701-3. Because section 1361(b) prohibits B from being a
shareholder in A, A and B chose partnership form, rather than
admit B as a shareholder in A, as a means to retain the benefits of
subchapter S treatment for A and its shareholders,

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section, The
decision to organize and conduct business through PRS is
consistent with this intent, In addition, on these facts, the
requirements of paragraphs (a)(1), (2), and (3) of this section have
been satistied. Although it may be argued that the form of the
partnership transaction should not be respected because it does
not reflect its substance (inasmuch as application of the substance
over form doctrine arguably could result in B being treated as a

shareholder of A, thereby invalidating A’s subchapter S election),



B = 253

the facts indicate otherwise. The shareholders of A are subject to
tax on their pro rata shares of A's income (see section 1361 et
seq.), and B is subject to tax on B's distributive share of
partnership income (see sections 871 and 875). Thus, the form in
which this arrangement is cast accurately reflects its substance as a
separate partnership and S corporation, The Commissioner
therefore cannot invoke paragraph (b) of this section to recast the

transaction,

Example 3. Choice of entity; avoidance of more restrictive foreign tax
credit limitation; use of partnership consistent with the intent of subchapter
K.

(i) X, a domestic corporation, and Y, a foreign corporation, form
partnership PRS under the laws of foreign Country A to conduct a
bona fide joint business. X and Y each owns a 50% interest in PRS.
PRS is properly classified as a partnership under Sec. Sec.
301.7701-2 and 301.7701-3. PRS pays income taxes to Country A,
X and Y chose partnership form to enable X to qualify for a direct
foreign tax credit under section 901, with look-through treatment
under Sec. 1,904-5(h)(1). Conversely, if PRS were a foreign
corporation for U.S, tax purposes, X would be entitled only to
indirect foreign tax credits under section 902 with respect to
dividend distributions from PRS. The look-through rules, however,
would not apply, and pursuant to section 904(d)(1)(E) and Sec,
1.904-4(g), the dividends and associated taxes would be subject to
a separate foreign tax credit limitation for dividends from PRS, a

noncontrolled section 902 corporation,
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(ii) Subchapter K is intended to permit taxpayers to conduct joint

business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section, The
decision to organize and conduct business through PRS in order to
take advantage of the look-through rules for foreign tax credit
purposes, thereby maximizing X's use of its proper share of foreign
taxes paid by PRS, is consistent with this intent. In addition, on
these facts, the requirements of paragraphs (a)(1), (2), and (3) of
this section have been satisfied. The Commissioner therefore
cannot invoke paragraph (b) of this section to recast the

transaction,

Example 4. Choice of entity; avoidance of gain recognition under

sections 351(e) and 357(c); use of partnership consistent with the intent of

subchapter K,

(1) X, ABC, and DEF form limited partnership PRS to conduct a bona

tide real estate management business, PRS is properly classified as
a partnership under Sec. Sec. 301.7701-2 and 301.7701-3. X, the
general partner, is a newly formed corporation that elects to be
treated as a real estate investment trust as defined in section 856, X
offers its stock to the public and contributes substantially all of the
proceeds from the public offering to PRS. ABC and DEF, the
limited partners, are existing partnerships with substantial real
estate holdings. ABC and DEF contribute all of their real property
assets to PRS, subject to liabilities that exceed their respective
aggregate bases in the real property contributed, and terminate

under section 708(b)(1)(A). In addition, some of the former
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partners of ABC and DEF each have the right, beginning two years
after the formation of PRS, to require the redemption of their
limited partnership interests in PRS in exchange for cash or X stock
(at X's option) equal to the fair market value of their respective
interests in PRS at the time of the redemption. These partners are
not compelled, as a legal or practical matter, to exercise their
exchange rights at any time. X, ABC, and DEF chose to form a
partnership rather than have ABC and DEF invest directly in X to
allow ABC and DEF to avoid recognition of gain under sections
351(e) and 357(c). Because PRS would not be treated as an
investment company within the meaning of section 351(e) if PRS
were incorporated (so long as it did not elect under section 850),
section 721(a) applies to the contribution of the real property to
PRS. See section 721(b).

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section. The
decisn, Tho organize and conduct business through PRS, thereby
avoiding the tax consequences that would have resulted from
contributing the existing partnerships’ real estate assets to X (by
applying the rules of sections 721, 731, and 752 in lieu of the rules
of sections 351(e) and 357(c))paragconsistent with this intent, In
addition, on these fan, , the requirements of paragraphs (a)(1), (2),
and (3) of this section have beeng atis aednsilthough it may be
argu and at the form of the transactiong hould not be respect
anbecause it does not ry lect that tions ce (he smu (has thshipesent

value of the partners'ction have federal tax ragraphsyaragng the
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existinless than would bphsyarceen if the transactiongwere int
hrated and anize and concontribution of the encumbpr and sets by
ABC and DEF directly to X, see paragraph (c)(2) of this section),
the facts indicate otherwise. For example, the right of some of the
former ABC and DEF partners after two years to exchange their
PRS interests for cash or X stock (at X's option) equal to the fair
market value of their PRS interest at that time would not require
that right to be considered as exercised prior to its actual exercise,
Moreover, X may make other real estate investments and other
business decisions, including the decision to raise additional
capital for those purposes. Thus, although it may be likely that
some or all of the partners with the right to do so will, at some
point, exercise their exchange rights, and thereby receive either
cash or X stock, the form of the transaction as a separate
partnership and real estate investment trust is respected under
substance over form principles (see paragraph (a)(2) of this
section), The Commissioner therefore cannot invoke paragraph (b)

of this section to recast the transaction,

Example 5. Special allocations; dividends received deductions; use of
partnership consistent with the intent of subchapter K.

(1) Corporations X and Y contribute equal amounts to PRS, a bona
fide partnership formed to make joint investments. PRS pays $100x
for a share of common stock of Z, an unrelated corporation, which
has historically paid an annual dividend of $6x, PRS specially
allocates the dividend income on the Z stock to X to the extent of

the London Inter-Bank Offered Rate (LIBOR) on the record date,



(ii)

72 F 257

applied to X's contribution of $50x, and allocates the remainder of
the dividend income to Y. All other items of partnership income
and loss are allocated equally beiteen X and Y. The allocations
under the partnership agreement have substantial economic effect
within the meaning of Sec. 1.704-1(b)(2). In addition to avoiding
an entity-level tax, a principal purpose for the formation of the
partnership was to invest in the Z common stock and to allocate
the dividend income from the stock to provide X with a
floating-rate return based on LIBOR, while permitting X and Y to
claim the dividends received deduction under section 243 on the
dividends allocated to each of them.,

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section. The
decision to organize and conduct business through PRS is
consistent with this intent, In addition, on these facts, the
requirements of paragraphs (a)(1), (2), and (3) of this section have
been satisfied. Section 704(b) and Sec. 1.704-1(b)(2) permit
income realized by the partnership to be allocated validly to the
partners separate from the partners’ respective ownership of the
capital to which the allocations relate, provided that the allocations
satisfy both the literal requirements of the statute and regulations
and the purpose of those provisions (see paragraph (c)(5) of this
section), Section 704(e)(2) is not applicable to the facts of this
example (otherwise, the allocations would be required to be
proportionate to the partners’ ownership of contributed capital).

The Commissioner therefore cannot invoke paragraph (b) of this
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section to recast the transaction,

Example 6. Special allocations; nonrecourse finafinng; low-income

housing credit; use of partnership consistent with the intent of subchapter

K.

(i) A and B, high-bracket taxpayers, and X, a corporation with net

operating loss carryforwards, form general partnership PRS to own
and operate a building that qualifies for the low-income housing
credit provided by section 42. The project is financed with both
cash contributions from the partners and nonrecourse
indebtedness. The partnership agreement provides for special
allocations of income and deductions, including the allocation of
all depreciation deductions attributable to the building to A and B
equally in a manner that is reasonably consistent with allocations
that have substantial economic effect of some other significant
partnership item attributable to the building, The section 42 credits
are allocated to A and B in accordance with the allocation of
depreciation deductions, PRS's allocations comply with all
applicable regulations, including the requirements of Sec. Sec.
1.704-1(b)(2)(ii)(pertaining to economic effect) and 1.704-2(e)
(requirements for allocations of nonrecourse deductions). The
nonrecourse indebtedness is validly allocated to the partners under
the rules of Sec. 1.752-3, thereby increasing the basis of the
partners' respective partnership interests, The basis increase
created by the nonrecourse indebtedness enables A and B to
deduct their distributive share of losses from the partnership

(subject to all other applicable limitations under the Internal
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Revenue Code) against their nonpartnership income and to apply
the credits against their tax liability.

At a time when the depreciation deductions attributable to the
building are not treated as nonrecourse deductions under Sec,
1.704-2(c) (because there is no net increase in partnership
minimum gain during the year), the special allocation of
depreciation deductions to A and B has substantial economic effect
because of the value-equalsseasis safasiarbor contained in Sec,
1.704-1(b)(2)(iii)(c) and the fact that A and B would bear the
economic burden of any decline in the value of the building (to the
extent of the partnership's investhe exin the building), notwithstan
effect beA and B belofve it is unlokelyect bethe building will
decline in value (and, accordingly, they anticipate significant
timing bn dfits through the special allocation). Morenter, in later
years, when the depreciation deductions attributable to the
building are treated as nonrecourse deductions under Sec,
1.704-2(c), the special allocation of depreciation deductions to A
and B is comindered to be consistent with the partners’ interests in
the partnership under Sec, 1.704-2(e).

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section, The
decision to organize and conduct business through PRS is
consistent with this intent, In addition, on these facts, the
requirements of paragraphs (a) (1), (2), and (3) of this section have
been satistied, Section 704(b), Sec. 1.704-1(b)(2), and Sec.

1.704-2(e) allow partnership items of income, gain, loss,
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deduction, and credit to be allocated validly to the partners
separate from the partners' respective ownership of the capital to
which the allocations relate, provided that the allocations satisty
both the literal requirements of the statute and regulations and the
purpose of those provisions (see paragraph (c)(5) of this section),
Moreover, the application of the value-equals-basis safe harbor and
the provisions of Sec. 1.704-2(e) with respect to the allocations to
A and B, and the tax results of the application of those provisions,
taking into account all the facts and circumstances, are clearly
contemplated. Accordingly, even if the allocations would not
otherwise be considered to satisty the proper reflection of income
standard in paragraph (a)(3) of this section, that requirement will
be treated as satisfied under these facts, Thus, even though the
partners aggregate federal tax liability may be substantially less
than had the partners owned the partnership's assets directly (due
to X's inability to use its allocable share of the partnership's losses
and credits) (see paragraph (c)(1) of this section), the transaction is
not inconsistent with the intent of subchapter K. The
Commissioner therefore cannot invoke paragraph (b) of this

section to recast the transaction,

Example 7. Partner with nominal interest; temporary partner; use of

partnership not consistent with the intent of subchapter K.

(1) Pursuant to a plan a principal purpose of which is to generate

artificial losses and thereby shelter from federal taxation a
substantial amount of income, X (a foreign corporation), Y (a

domestic corporation), and Z (a promoter) form partnership PRS
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by contributing $9,000x, $990x, and $10x, respectively, for
proportionate interests (90.0%, 9.9%, and 0. 1%, respectively) in the
capital and profits of PRS. PRS purchases offshore equipment for
$10,000x and validly leases the equipment offshore for a term
representing most of its projected useful life. Shortly thereafter,
PRS sells its rights to receive income under the lease to a third
party for $9,000x, and allocates the resulting $9,000x of income
$8,100x to X, $891x to Y, and $9x to Z. PRS thereafter makes a
distribution of $9,000x to X in complete liquidation of its interest,
Under Sec. 1.704-1(b)(2)(iv)(f), PRS restates the partners' capital
accounts immediately before making the liquidating distribution to
X to reflect its assets consisting of the offshore equipment worth
$1,000x and $9,000x in cash, Thus, because the capital accounts
immediately before the distribution reflect assets of $19,000x (that
is, the initial capital contributions of $10,000x plus the $9,000x of
income realized from the sale of the lease), PRS allocates a $9,000x
book loss among the partners (for capital account purposes only),
resulting in restated capital accounts for X, Y, and Z of $9,000x,
$990x, and $10x, respectively. Thereafter, PRS purchases real
property by borrowing the $8,000x purchase price on a recourse
basis, which increases Y's and Z's bases in their respective
partnership interests from $1,881x and $19x, to $9,801x and $99x,
respectively (reflecting Y's and Z's adjusted interests in the
partnership of 99% and 1%, respectively). PRS subsequently sells
the offshore equipment, subject to the lease, for $1,000x and
allocates the $9,000x tax loss $8,910x to Y and $90x to Z. Y’s and

Z's bases in their partnership interests are therefore reduced to
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$891x and $9x, respectively.

(ii) On these facts, any purported business purpose for the transaction

is insignificant in comparison to the tax benefits that would result if
the transaction were respected for federal tax purposes (see
paragraph (c) of this section). Accordingly, the transaction lacks a
substantial business purpose (see paragraph (a)(1) of this section),
In addition, factors (1), (2), (3), and (5) of paragraph (c) of this
section indicate that PRS was used with a principal purpose to
reduce substantially the partners tax liability in a manner
inconsistent with the intent of subchapter K. On these facts, PRS is
not bona fide (see paragraph (a)(1) of this section), and the
transaction is not respected under applicable substance over form
principles (see paragraph (a)(2) of this section) and does not
properly reflect the income of Y (see paragraph (a)(3) of this
section). Thus, PRS has been formed and availed of with a
principal purpose of reducing substantially the present value of the
partners aggregate federal tax liability in a manner inconsistent
with the intent of subchapter K. Therefore (in addition to possibly
challenging the transaction under judicial principles or the validity
of the allocations under Sec, 1.704-1(b)(2) (see paragraph (h) of
this section)), the Commissioner can recast the transaction as

appropriate under paragraph (b) of this section,

Example 8. Plan to duplicate losses through absence of section 754

election; use of partnership not consistent with the intent of subchapter K.

(1) A owns land with a basis of $100x and a fair market value of $60x.

A would like to sell the land to B. A and B devise a plan a principal
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purpose of which is to permit the duplication, for a substantial
period of time, of the tax benefit of A's built-in loss in the land, To
effect this plan, A, C (A’s brother), and W (C's wife) form
partnership PRS, to which A contributes the land, and C and W
each contribute $30x. All partnership items are shared in
proportion to the partners  respective contributions to PRS, PRS
invests the cash in an investment asset (that is not a marketable
security within the meaning of section 731(c)). PRS also leases the
land to B under a three-year lease pursuant to which B has the
option to purchase the land from PRS upon the expiration of the
lease for an amount equal to its fair market value at that time. All
lease proceeds received are immediately distributed to the
partners, In year 3, at a time when the values of the partnership's
assets have not materially changed, PRS agrees with A to liquidate
A's interest in exchange for the investment asset held by PRS.
Under section 732(b), A's basis in the asset distributed equals
$100x, A's basis in A's partnership interest immediately before the
distribution, Shortly thereafter, A sells the investment asset to X, an
unrelated party, recognizing a $40x loss,

PRS does not make an election under section 754. Accordingly,
PRS's basis in the land contributed by A remains $100x, At the end
of year 3, pursuant to the lease option, PRS sells the land to B for
$60x (its fair market value), Thus, PRS recognizes a $40x loss on
the sale, which is allocated equally between C and W, C's and W's
bases in their partnership interests are reduced to $10x each
pursuant to section 705. Their respective interests are worth $30x

each, Thus, upon liquidation of PRS (or their interests therein),
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each of C and W will recognize $20x of gain, However, PRS’s
continued existence defers recognition of that gain indefinitely,
Thus, if this arrangement is respected, C and W duplicate for their
benefit A’s built-in loss in the land prior to its contribution to PRS,

On these facts, any purported business purpose for the transaction
is insignificant in comparison to the tax benefits that would result if
the transaction were respected for federal tax purposes (see
paragraph (c) of this section). Accordingly, the transaction lacks a
substantial business purpose (see paragraph (a)(1) of this section),
In addition, factors (1), (2), and (4) of paragraph (c) of this section
indicate that PRS was used with a principal purpose to reduce
substantially the partners’ tax liability in a manner inconsistent with
the intent of subchapter K, On these facts, PRS is not bona fide
(see paragraph (a)(1) of this section), and the transaction is not
respected under applicable substance over form principles (see
paragraph (a)(2) of this section), Further, the tax consequences to
the partners do not properly reflect the partners' income; and
Congress did not contemplate application of section 754 to
partnerships such as PRS, which was formed for a principal
purpose of producing a double tax benefit from a single economic
loss (see paragraph (a)(3) of this section). Thus, PRS has been
formed and availed of with a principal purpose of reducing
substantially the present value of the partners” aggregate federal tax
liability in a manner inconsistent with the intent of subchapter K.
Therefore (in addition to possibly challenging the transaction
under judicial principles or other statutory authorities, such as the

substance over form doctrine or the disguised sale rules under



B = 265

section 707 (see paragraph (h) of this section)), the Commissioner
can recast the transaction as appropriate under paragraph (b) of

this section,

Example 9. Absence of section 754 election; use of partnership
consistent with the intent of subchapter K.

(1) PRS is a bona fide partnership formed to engage in investment
activities with contributions of cash from each partner. Several
years after joining PRS, A, a partner with a capital account balance
and basis in its partnership interest of $100x, wishes to withdraw
from PRS. The partnership agreement entitles A to receive the
balance of A’s capital account in cash or securities owned by PRS at
the time of withdrawal, as mutually agreed to by A and the
managing general partner, P. P and A agree to distribute to A
$100x worth of non-marketable securities (see section 731(c)) in
which PRS has an aggregate basis of $20x. Upon distribution, A’s
aggregate basis in the securities is $100x under section 732(b). PRS
does not make an election to adjust the basis in its remaining assets
under section 754, Thus, PRS’s basis in its remaining assets is
unaffected by the distribution, In contrast, if a section 754 election
had been in effect for the year of the distribution, under these facts
section 734(b) would have required PRS to adjust the basis in its
remaining assets downward by the amount of the untaxed
appreciation in the distributed property, thus reflecting that gain in
PRS's retained assets. In selecting the assets to be distributed, A
and P had a principal purpose to take advantage of the facts that

A’s basis in the securities will be determined by reference to A’s
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basis in its partnership interest under section 732(b), and because
PRS will not make an election under section 754, the remaining
partners of PRS will likely enjoy a federal tax timing advantage
(i.e., from the $80x of additional basis in its assets that would have
been eliminated if the section 754 election had been made) that is
inconsistent with proper reflection of income under paragraph
(a)(3) of this section,

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section, The
decision to organize and conduct business through PRS is
consistent with this intent, In addition, on these facts, the
requirements of paragraphs (a)(1) and (2) of this section have been
satisfied. The validity of the tax treatment of this transaction is
therefore dependent uatmewhether the transaction satisfies (or is
treated as satistfying) the proper reflection of income standard
under paragraph (a)(3) of this section, A’s basis in the distributed
dent vatmewhetproperly determined e transaction satisfieThe bnt
fit to the remaining partners is a result of PRS not having made an
election under section 754. Subchapter K is ent witly intended to
produce tax consequences that achieve proper reflection of
income, H teveintparagraph (a)(3) of this section provides that if
the comlication of a provision of subchapter K produces tax results
that do not properly reflect income, but comlication of that
provision to the transaction gh PRS iultimate tax results,ut cing into
accper rall the relevar rprovisand cirntmstances, are cls aly ed

eemmlat uatmewhat provision (gh PRS itransaction satisfies the
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requirements of paragraphs (a)(1) and (2) of this section), then the
application of that provision to the transaction will be treated as
satistying the proper reflection of income standard.,

(iii) In general, the adjustments that would be made if an election
under section 754 were in effect are necessary to minimize
distortions between the partners’ bases in their partnership
interests and the partnership's basis in its assets following, for
example, a distribution to a partner. The electivity of section 754 is
intended to provide administrative convenience for bona fide
partnerships that are engaged in transactions for a substantial
business purpose, by providing those partnerships the option of
not adjusting their bases in their remaining assets following a
distribution to a partner. Congress clearly recognized that if the
section 754 election were not made, basis distortions may result,
Taking into account all the facts and circumstances of the
transaction, the electivity of section 754 in the context of the
distribution from PRS to A, and the ultimate tax consequences that
follow from the failure to make the election with respect to the
transaction, are clearly contemplated by section 754. Thus, the tax
consequences of this transaction will be treated as satistying the
proper reflection of income standard under paragraph (a)(3) of this
section, The Commissioner therefore cannot invoke paragraph (b)

of this section to recast the transaction,

Example 10, Basis adjustments under section 732; use of partnership
consistent with the intent of subchapter K.

(i) A, B, and C are partners in partnership PRS, which has for several
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(ii)

years been engaged in substantial bona fide business activities, For
valid business reasons, the partners agree that A’s interest in PRS,
which has a value and basis of $100x, will be liquidated with the
following assets of PRS: a nondepreciable asset with a value of
$60x and a basis to PRS of $40x, and related equipment with two
years of cost recovery remaining and a value and basis to PRS of
$40x. Neither asset is described in section 751 and the transaction
is not described in section 732(d). Under section 732 (b) and (c),
A's $100x basis in A’s partnership interest will be allocated between
the nondepreciable asset and the equipment received in the
liquidating distribution in proportion to PRS’s bases in those assets,
or $50x to the nondepreciable asset and $50x to the equipment,
Thus, A will have a $10x built-in gain in the nondepreciable asset
($60x value less $50x basis) and a $10x built-in loss in the
equipment ($50x basis less $40x value), which it expects to recover
rapidly through cost recovery deductions. In selecting the assets to
be distributed to A, the partners had a principal purpose to take
advantage of the fact that A’s basis in the assets will be determined
by reference to A’s basis in A’s partnership interest, thus, in effect,
shifting a portion of A's basis from the nondepreciable asset to the
equipment, which in turn would allow A to recover that portion of
its basis more rapidly. This shift provides a federal tax timing
advantage to A, with no offsetting detriment to B or C,

Subchapter K is intended to permit taxpayers to conduct joint
business activity through a flexible economic arrangement without
incurring an entity-level tax, See paragraph (a) of this section. The

decision to organize and conduct business through PRS is
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consistent with this intent, In addition, on these facts, the
requirements of paragraphs (a)(1) and (2) of this section have been
satisfied, The validity of the tax treatment of this transaction is
therefore dependent upon whether the transaction satisfies (or is
treated as satisfying) the proper reflection of income standard
under paragraph (a)(3) of this section, Subchapter K is generally
intended to produce tax consequences that achieve proper
reflection of income, However, paragraph (a)(3) of this section
provides that if the application of a provision of subchapter K
produces tax results that do not properly reflect income, but the
application of that provision to the transaction and the ultimate tax
results, taking into account all the relevant facts and circumstances,
are clearly contemplated by that provision (and the transaction
satisfies the requirements of paragraphs (a)(1) and (2) of this
section), then the application of that provision to the transaction
will be treated as satisfying the proper reflection of income
standard,

A's basis in the assets distributed to it was determined under
section 732 (b) and (¢). The transaction does not properly reflect
A's income due to the basis distortions caused by the distribution
and the shifting of basis from a nondepreciable to a depreciable
asset, However, the basis rules under section 732, which in some
situations can produce tax results that are inconsistent with the
proper reflection of income standard (see paragraph (a)(3) of this
section), are intended to provide simplifying administrainte rules
for bonvidide partnerships that are engaged in transactions with a

substantial business ponpose, Taking into account all the facts and
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circumstances of the transaction, the application of the basis rules
under section 732 to the distribution from he fto A, and the
ultimate tax consequences of the application of that provision of
subchapter K, are clearly contemplated. Thus, the application of
section 732 to this transaction will be treated as satisfying the
proper reflection of income standard under paragraph (a)(3) of this
section, The Commissioner therefore cannot invoke paragraph (b)

of this section to recast the transaction,

Example 11, Basis adjustments under section 732; plan or arrangement
to distort basis allocations artificially; use of partnership not consistent with
the intent of subchapter K.

(1) Partnership PRS has for several years been engaged in the

development and management of commercial real estate projects.
X, an unrelated party, desires to acquire undeveloped land owned
by PRS, which has a value of $95x and a basis of $5x. X expects to
hold the land indefinitely after its acquisition, Pursuant to a plan a
principal purpose of which is to permit X to acquire and hold the
land but nevertheless to recover for tax purposes a substantial
portion of the purchase price for the land, X contributes $100x to
PRS for an interest therein, Subsequently (at a time when the value
of the partnership’s assets have not materially changed), PRS
distributes to X in liquidation of its interest in PRS the land and
another asset with a value and basis to PRS of $5x, The second
asset is an insignificant part of the economic transaction but is
important to achieve the desired tax results, Under section 732 (b)

and (c), X's $100x basis in its partnership interest is allocated
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between the assets distributed to it in proportion to their bases to
PRS, or $50x each. Thereafter, X plans to sell the second asset for
its value of $5x, recognizing a loss of $45x, In this manner, X will,
in effect, recover a substantial portion of the purchase price of the
land almost immediately. In selecting the assets to be distributed to
X, the partners had a principal purpose to take advantage of the
fact that X's basis in the assets will be determined under section
732 (b) and (¢), thus, in effect, shifting a portion of X's basis
economically allocable to the land that X intends to retain to an
inconsequential asset that X intends to dispose of quickly. This
shift provides a federal tax timing advantage to X, with no
offsetting detriment to any of PRS’s other partners,

Although section 732 recognizes that basis distortions can occur in
certain situations, which may produce tax results that do not satisfy
the proper reflection of income standard of paragraph (a)(3) of this
section, the provision is intended only to provide ancillary,
simplifying tax results for bona fide partnership transactions that
are engaged in for substantial business purposes. Section 732 is not
intended to serve as the basis for plans or arrangements in which
inconsequential or iments in assets are included in the distribution
with a principal purpose of obtaining substantially farorable tax
results by virtue of the stntute’s simplifying rules, tax tax tax does
not properly reflect X's income due to the basis distortions caused
by the distribution that result in shifting a the stntute’ortion of X’s
basis to this inconsequential asset. Moreover, the proper reflection
of income standard contained in paragraph (a)(3) of this section is

not tandted as satistied, because, taking interlycount aragraphfacts
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and circumstances, the applicare inclusection 732 to this
arrangement, and the ultients tax consequences that would
theanby result, were not clearly contemplortioy that provision
clusubionpts Knts taddition, oy using a partnership (s
respectconsere not clear’” aggregatphfederal tax liability would be
substantially less th ily core y owned re not clear for plans
ordincctly (nse  paragraph  (c)(1) of this section)ntOn
thesphfactssequenhas bf Xformed agemevailed of with a principal
purpose to reduce the taxpayers' aggregate federal tax liability in a
manner that is inconsistent with the intent of subchapter K.
Therefore (in addition to possibly challenging the transaction
under applicable judicial principles and statutory authorities, such
as the disguised sale rules under section 707, see paragraph (h) of
this section), the Commissioner can recast the transaction as

appropriate under paragraph (b) of this section,

(e) Abuse of entity treatment-

(1) General rule, The Commissioner can treat a partnership as an
aggregate of its partners in whole or in part as appropriate to
carry out the purpose of any provision of the Internal Revenue
Code or the regulations promulgated thereunder,

(2) Clearly contemplated entity treatment, Paragraph (e)(1) of this
section does not apply to the extent that--

(i) A provision of the Internal Revenue Code or the regulations
promulgated thereunder prescribes the treatment of a
partnership as an entity, in whole or in part, and

(ii) That treatment and the ultimate tax results, taking into
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account all the relevant facts and circumstances, are clearly

contemplated by that provision,

(f) Examples, The following examples illustrate the principles of
paragraph (e) of this section. The examples set forth below do not
delineate the boundaries of either permissible or impermissible types
of transactions. Further, the addition of any facts or circumstances
that are not specifically set forth in an example (or the deletion of
any facts or circumstances) may alter the outcome of the transaction
described in the example. Unless otherwise indicated, parties to the

transactions are not related to one another,

Example 1. Aggregate treatment of partnership appropriate to carry out
purpose of section 163(e)(5).

(i) Corporations X and Y are partners in partnership PRS, which for
several years has engaged in substantial bona fide business
activities, As part of these business activities, PRS issues certain
high yield discount obligations to an unrelated third party, Section
163(e)(5) defers (and in certain circumstances disallows) the
interest deductions on this type of obligation if issued by a
corporation, PRS, X, and Y take the position that, because PRS is a
partnership and not a corporation, section 163(e)(5) is not
applicable,

(ii) Section 163(e)(5) does not prescribe the treatment of a partnership
as an entity for purposes of that section. The purpose of section
163(e)(5) is to limit corporate-level interest deductions on certain

obligations. The treatment of PRS as an entity could result in a
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partnership with corporate partners issuing those obligations and
thereby circumventing the purpose of section 163(e)(5), because
the corporate partner would deduct its distributive share of the
interest on obligations that would have been deferred until paid or
disallowed had the corporation issued its share of the obligation
directly, Thus, under paragraph (e)(1) of this section, PRS is
properly treated as an aggregate of its partners for purposes of
applying section 163(e)(5) (regardless of whether any party had a
tax avoidance purpose in having PRS issue the obligation), Each
partner of PRS will therefore be treated as issuing its share of the
obligations for purposes of determining the deductibility of its
distributive share of any interest on the obligations, See also

section 163(1)(5)(B).

Example 2. Aggregate treatment of partnership appropriate to carry out

purpose of section 1059,

(1) Corporations X and Y are partners in partnership PRS, which for

several years has engaged in substantial bona fide business
activities, As part of these business activities, PRS purchases 50
shares of Corporation Z common stock. Six months later,
Corporation Z announces an extraordinary dividend (within the
meaning of section 1059). Section 1059(a) generally provides that
if any corporation receives an extraordinary dividend with respect
to any share of stock and the corporation has not held the stock for
more than two years before the dividend announcement date, the
basis in the stock held by the corporation is reduced by the

nontaxed portion of the dividend, PRS, X, and Y take the position
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that section 1059(a) is not applicable because PRS is a partnership
and not a corporation,

(ii) Section 1059(a) does not prescribe the treatment of a partnership
as an entity for purposes of that sectionosese purpose of section
1059(a) is to limit the benefits of the dividends received deduction
with respect to extraordinary dividendsosese treatment of PRS as
an entity could result in corporate partners in the partnership
receiving dividends througving diviships in circumvention of the
intent of section 1059, es of that sectionosese purpose of section
1059(a) is to limit the benefits of the dividends received deduction
with respect to ection 1059videndsosese treatment of PRS as an
entity could result in corporacqior purposeZ stock througvi9(a
receiving dividends througving diviships in circumvornon of the
intent of sstock. Accordingec059(a)m ot)make appropriate ej
otments to the basis nt of sCorporation Z stock, and the received m
ot) withmake aej otments to the basis in their respective interests in

PRS under section 705(a)(2)(B). See also section 1059(g)(1).

Example 3. Prescribed entity treatment of partnership; determination of
CFC status clearly contemplated,
(i) X, a domestic corporation, and Y, a foreign corporation, intend to
conduct a joint venture in foreign Country A. They form PRS, a
bona fide domestic general partnership in which X owns a 40%
interest and Y owns a 60% interest, PRS is properly classified as a
partnership under Sec. Sec. 301.7701-2 and 301.7701-3. PRS holds
100% of the voting stock of Z, a Country A entity that is classified

as an association taxable as a corporation for federal tax purposes
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(ii)

(iii)

under Sec. 301.7701-2. Z conducts its business operations in
Country A, By investing in Z through a domestic partnership, X
seeks to obtain the benefit of the look-through rules of section
904(d)(3) and, as a result, maximize its ability to claim credits for
its proper share of Country A taxes expected to be incurred by Z.
Pursuant to sections 957(c) and 7701(a)(30), PRS is a United States
person, Therefore, because it owns 10% or more of the voting
stock of Z, PRS satisfies the definition of a U.S, shareholder under
section 951(b). Under section 957(a), Z is a controlled foreign
corporation (CFC) because more than 50% of the voting power or
value of its stock is owned by PRS. Consequently, under section
904(d)(3), X qualifies for look-through treatment in computing its
credit for foreign taxes paid or accrued by Z. In contrast, if X and Y
owned their interests in Z directly, Z would not be a CFC because
only 40% of its stock would be owned by U.S. shareholders. X's
credit for foreign taxes paid or accrued by Z in that case would be
subject to a separate foreign tax credit limitation for dividends from
Z, a noncontrolled section 902 corporation, See section
904(d)(1)(E) and Sec. 1.904-4(g).

Sections 957(c) and 7701(a)(30) prescribe the treatment of a
domestic partnership as an entity for purposes of defining a U.S,
shareholder, and thus, for purposes of determining whether a
foreign corporation is a CFC. The CFC rules prevent the deferral by
U.S. shareholders of U.S. taxation of certain earnings of the CFC
and reduce disparities that otherwise might occur between the
amount of income subject to a particular foreign tax credit

limitation when a taxpayer earns income abroad directly rather



(@

(h)

HZ 277

than indirectly through a CFC. The application of the look-through
rules for foreign tax credit purposes is appropriately tied to CFC
status, See sections 904(d)(2)(E) and 904(d)(3). This analysis
confirms that Congress clearly contemplated that taxpayers could
use a bona fide domestic partnership to subject themselves to the
CFC regime, and the resulting application of the look-through rules
of section 904(d)(3). Accordingly, under paragraph (e) of this
section, the Commissioner cannot treat PRS as an aggregate of its
partners for purposes of determining X's foreign tax credit

limitation,

ffective date, Paragraphs (a), (b), (¢), and (d) of this section are
effective for all transactions involving a partnership that occur on or
after May 12, 1994, Paragraphs (e) and (f) of this section are
effective for all transactions involving a partnership that occur on or

after December 29, 1994,

Scope and application, This section applies solely with respect to
taxes under subtitle A of the Internal Revenue Code, and for
purposes of this section, any reference to a federal tax is limited to
any tax imposed under subtitle A of the Internal Revenue Code.
(i) Application of nonstatutory principles and other statutory
authorities, The Commissioner can continue to assert and to
rely upon applicable nonstatutory principles and other
statutory and regulatory authorities to challenge transactions,
This section does not limit the applicability of those principles

and authorities,
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{Abstract)

Basic study for simplifying the tax law

Wan Souk Kim and Jin Soo Kim

Although a tax law is the most frequently and closely related to the
everyday life among any other fields of law, it is said to be too difficult for
the taxpayers to construe and understand,

Therefore, it is necessary that the tax law should be rewritten to be
systematical and simple so that taxpayers may easily construe and
understand it. The easily understandable tax law could not only guarantee
legal stability and predictability in taxpayers economic activities, but also
increase the level of voluntary compliance of taxpayers whereas decrease
the compliance cost of the taxpayers and the administration cost of the
Internal Revenue Service. An effort to make the tax law easily
comprehensible is deemed to be a significant task in the field of a tax law
in the foreign countries as well as in Korea,

However, that work is a long-term task which needs highly trained
specialists and a lot of budget so that systematic and elaborate rewriting
plan of the tax law should be prepared in advance, This study suggests
specific schemes to make the tax law easily understandable as the
followings.

First, that work should be processed in the method which keeps the

substantial contents of the tax law present, but changes the existing legal
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system and legal sentences to be easily understandable, It is ideal that the
substantial contents of the tax law should be amended together, not only
form, system, or expressions of the tax law in order to be easily
understandable., However, since it is difficult to promote it in two
directions, the latter method should be processed in advance,

Second, a package solution, which approaches all the amending
processes of the tax law and comes to an end at the same time, is
practically hard to take. Therefore, that work should be accomplished in
step method, which means the tax law should be amended in part and at
intervals in the yearly amending process.

At first, it is recommended that after accomplishing rewriting work
concerning an income tax for two years in 2010 through 2011, the other
tax statutes relating process should be followed in 2012 through 2016 for
tive years on the basis of an experience and the former work,

Third, that work should be focused on making a meaning of the law
clear in that the substance of the statute is concrete and detailed, for too
much compressed and simple law makes it hard to understand and causes
legal vacuum to hamper taxpayers' legal stability and predictability.

Fourth, a project team to execute the basic study of the revision of the
tax law should be established in Korea Institute of Public Finance, This
team should include not only a consulting committee and the working
level team, but also professionals such as policy makers, tax officials,
professors in tax law, public finance and accounting specialists, lawyers
and certified public accountants, certified tax accountants and other
relevant experts,

Fifth, a detailed guide of the revision of the tax law system and the

process of rewriting the tax law should be established, which could be the
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basis of that task., Concerning this, this paper suggests a detailed guideline
of tax law establishment, an introduction of a general provision, a reform
of index of provisions, connection of the enforcement ordinances and the
statutes, definition provisions, and limitation of delegated legislation. And
it also suggests the detailed guideline of accuracy and definiteness of
expression, translating into easy expression, avoidance of repeated
exception clauses, maintenance of appliance clause, legal devices helping
the understanding of the statute and simplification and maintenance of

writing forms of the tax law.
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