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An Act to implement a New Business Tax System,
and for related purposes

[Assented to 11 April 2003]
The Parliament of Australia enacts:

1 Short title

This Act may be cited as the New Business Tax System
(Consolidation and Other Measures) Act 2003.

2 Commencement

(1) Each provision of this Act specified in column 1 of the table
commences, or is taken to have commenced, on the day or at the
time specified in column 2 of the table.

Commencement information

Column 1 Column 2 Column 3

Provision(s) Commencement Date/Details

1. Sections 1 to 4 The day on which this Act receives the 11 April 2003
and anything in  Royal Assent

this Act not
elsewhere covered
by this table
2. Schedules 1 to Immediately after the commencement of 24 October 2002
3 Schedule 1 to thBew Business Tax System
(Consolidation and Other Measures) Act
(No. 1) 2002
3. Schedule 4 Immediately after the commencement of 24 October 2002
Schedule 21 to this Act
4. Schedules 5 to Immediately after the commencement of 24 October 2002
8 Schedule 1 to thBew Business Tax System
(Consolidation and Other Measures) Act
(No. 1) 2002
5. Schedule 9 Immediately after the commencement of 24 October 2002

Schedule 8 to this Act
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Commencement information

Column 1 Column 2 Column 3
Provision(s) Commencement Date/Details
6. Schedule 10 Immediately after the commencement of 24 October 2002

Schedule 9 to this Act

7. Schedules 11 Immediately after the commencement of 24 October 2002

to 13 Schedule 1 to thBew Business Tax System

(Consolidation and Other Measures) Act

(No. 1) 2002
8. Schedule 14, Immediately after the commencement of 24 October 2002
item 1 Schedule 5 to this Act
9. Schedule 14, Immediately after the commencement of 24 October 2002
items 2 to 12 Schedule 1 to thBew Business Tax System

(Consolidation and Other Measures) Act

(No. 1) 2002
10. Schedules 15 Immediately after the commencement of 24 October 2002
to 18 Schedule 1 to thBew Business Tax System

(Consolidation and Other Measures) Act

(No. 1) 2002
11. Schedule 19, Immediately after the commencement of 24 October 2002
items 1 to 6 Schedule 1 to thBew Business Tax System

(Consolidation and Other Measures) Act

(No. 1) 2002
12. Schedule 19, Immediately after the time specified in the 24 October 2002
item 7 New Business Tax System (Consolidation)

Act (No. 1) 2002or the commencement of
item 34 of Schedule 5 to that Act

13. Schedules 20 Immediately after the commencement of 24 October 2002

to 23 Schedule 1 to thBew Business Tax System
(Consolidation and Other Measures) Act
(No. 1) 2002
14. Schedule 24 Immediately after the commencement of 24 October 2002

Schedule 6 to this Act

15. Schedules 25 Immediately after the commencement of 29 June 2002
to 27 Schedule 13 to thdew Business Tax System
(Consolidation, Value Shifting, Demergers
and Other Measures) Act 2002

16. Schedule 28, Immediately after the commencement of th&9 June 2002
item 1 New Business Tax System (Imputation) Act
2002

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Commencement information

Column 1

Column 2 Column 3

Provision(s)

Commencement Date/Details

17. Schedule 28,
items 2 to 18

Immediately after the commencement of 29 June 2002
Schedule 27 to this Act

18. Schedule 28,
subitem 19(1)

Immediately after the commencement of th9 June 2002
New Business Tax System (Imputation) Act
2002

19. Schedule 28,
subitems 19(2)
and (3)

Immediately after the commencement of 29 June 2002
Schedule 27 to this Act

20. Schedule 29,
items 1to 11

Immediately after the commencement of 29 June 2002
item 13 of Schedule 29 to this Act

21. Schedule 29,
items 12 and 13

Immediately after the commencement of 29 June 2002
Schedule 27 to this Act

22. Schedule 29,
item 14

Immediately after the commencement of 29 June 2002
item 13 of Schedule 29 to this Act

23. Schedule 30

Immediately after the commencement of 29 June 2002
Schedule 13 to thdew Business Tax System
(Consolidation, Value Shifting, Demergers
and Other Measures) Act 2002

Note:

(2) Column 3 of the table is for additional information that is not part

This table relates only to the provisions of this Act as originally

passed by the Parliament and assented to. It will not be expanded to

deal with provisions inserted in this Act after assent.

of this Act. This information may be included in any published
version of this Act.

3 Schedule(s)

Each Act that is specified in a Schedule to this Act is amended or

repealed as set out in the applicable items in the Schedule

concerned, and any other item in a Schedule to this Act has effect

according to its terms.

4 Amendment of income tax assessments

Section 170 of thtncome Tax Assessment Act 1936 does not
prevent the amendment of an assessment made before the

4 New Business Tax System (Consolidation and Other Measures) Act 2003
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commencement of this section for the purposes of giving effect to
this Act.
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 1 Adjustments to restrict step 4 reduction in allocable cost amount in Subdivision
705-B and 705-D cases

Schedule 1—Consolidation: amendments of
various cost base provisions

Part 1—Adjustments to restrict step 4 reduction in
allocable cost amount in Subdivision 705-B
and 705-D cases

Income Tax Assessment Act 1997

1 Section 705-155
Repeal the section, substitute:

705-155 Adjustments to restrict step 4 reduction of allocable cost
amount to effective distributions to head company in
respect of direct membership interests

Object

(1) The object of this section is to ensure that, in working out the
group’s*allocable cost amount for entities that becdmébsidiary
members of the group at the formation time, the reduction under
step 4 in the table in section 705-60 (about pre-formation time
distributions out of certain profits) is made only for profits that
have been effectively distributed to fhead company in respect
of its direct'membership interests in the entities. This ensures
consistency with the ordering rule in section 705-145.

When section applies

(2) This section applies to a distribution (the subject distrib)tion
the extent that the following conditions are satisfied:

(a) the distribution is made by an entity (§ubject entity that
becomes &subsidiary member of the group at the formation
time;

(b) in working out the group™allocable cost amount for the
subject entity there would, apart from this section, be a

6 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
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Consolidation: amendments of various cost base provissmiedule 1
Adjustments to restrict step 4 reduction in allocable cost amount in Subdivision 705-B
and 705-D case®art 1

reduction under step 4 in the table in section 705-60 for the
distribution.

Step 4 reduction only if subject distribution is made to head
company etc.

(3) There is no reduction as mentioned in paragraph (2)(b) for the
subject distribution unless:
(a) the subject distribution is made to thead company of the
group; or
(b) the reduction is in accordance with subsection (5).

Step 4 reduction for effective distribution to head company

(4) If:
(a) at the formation time, tHaead company of the group has a
direct"membership interest in the subject entity; and

(b) the head company acquired the membership interest directly
from another entity, or indirectly as a result of one or more
acquisitions from other entities, where:

() section 160ZZ0 of the Income Tax Assessment Act 1936
applied to each acquisition; or
(if) there was a roll-over under Subdivision 126-B for each
acquisition;
or a combination of these happened; and

(c) while it held the membership interest, the entity, or one of the
entities, mentioned in paragraph (b) (the recipient of the
further distribution) received a distribution (the further
distribution) of some of the subject distribution from the
subject entity;

the consequences in subsections (5) and (6) apply.

Reduction for further distribution that remains with recipient

(5) If:
(a) the following happen:

(i) by the formation time, any of the further distribution
(the eligible reduction amounthad not again been
distributed by the recipient of the further distribution;

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 1 Adjustments to restrict step 4 reduction in allocable cost amount in Subdivision
705-B and 705-D cases

(if) the recipient of the further distribution does not become
a”subsidiary member of the group at the formation
time; or

(b) the following happen:

() by the formation time, any of the further distribution
(the eligible reduction amounthad been distributed by
the recipient of the further distribution to another entity
directly, or indirectly though successive distributions by
interposed entities;

(ii) that other entity does not become a subsidiary member
of the group at the formation time; or

(c) both of the above paragraphs apply;

then, in working out the group’sllocable cost amount for the
subject entity, the reduction under step 4 in the table in

section 705-60 for the subject distribution only takes place to the
extent that it equals the sum of all eligible reduction amounts.

Step 1 reduced cost base adjustment to reverse effect of reduction
for further distribution

(6) Also, if subsection 160ZK(5) of the Income Tax Assessment Act
1936 or subsection 110-55(7) of this Act applied to the further
distribution, then for the purposes of step 1 in the table in
section 705-60 in working out the groupalocable cost amount
for the subject entity:

(a) the reference in subsection 705-65(3) to a reduction resulting
from the application of subsection 160ZK(5) of the Income
Tax Assessment Act 1936; and
(b) the reference in subsection 705-65(5) to a reduction that has
taken place under subsection 110-55(7);
include a reference to the reduction in theduced cost base of the
membership interest in the subject entity resulting from the
application of subsection 160ZK(5) of treome Tax Assessment
Act 1936, or subsection 110-55(7) of this Act, to the further
distribution.

2 Section 705-230
Repeal the section, substitute:

8 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
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Consolidation: amendments of various cost base provissmiedule 1

Adjustments to restrict step 4 reduction in allocable cost amount in Subdivision 705-B

and 705-D case®art 1

705-230 Adjustments to restrict step 4 reduction of allocable cost

(1)

(@)

(3)

amount to effective distributions to head company in
respect of direct membership interests

Object

The object of this section is to ensure that, in working out the
group’s*allocable cost amount for the linked entities, the reduction
unde step 4 in the table in section 705-60 (about pre-formation
time distributions out of certain profits) is made only for profits
that have been effectively distributed to thead company in
respect of its dire¢imembership interests in the entities. This
ensures consistency with the ordering rule in section 705-225.

When section applies

This section applies to a distribution to the extent that the
following conditions are satisfied:

(a) the distribution is made by a linked entity;

(b) in working out the group™allocable cost amount for the
linked entity there would, apart from this section, be a
reduction under step 4 in the table in section 705-60 for the
distribution.

Step 4 reduction only if subject distribution is made to head
company

There is no reduction as mentioned in subsection (2) for the
distribution unless it is made to theead company of the group.

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 2 Consequential amendments relating to simplified imputation system

Part 2—Consequential amendments relating to
simplified imputation system

Income Tax Assessment Act 1997

3 Section 705-60 (table item 3, column headed “What the step
requires”)
Omit “frankable”, substitute “taxed”.

4 Subsection 705-90(3)
Repeal the subsection, substitute:

Extent to which tax paid on undistributed profits

(3) Then work out how much of the undistributed profits does not
exceed the amount worked out using the following formula as at
the joining time:

Balance of *franking account 1 —*corporate tax rate
(worked out on assumptionsx
in subsection (4))

*Corporate tax rate

5 Section 705-90 (heading)
Repeal the heading, substitute:

705-90 Undistributed, taxed profits accruing to joined group before
joining time—step 3 in working out allocable cost amount

6 Paragraph 705-90(6)(a)

Omit “, if they had been distributed as dividends at the joining time,
could have been so franked”, substitute “satisfy the requirements of
subsection (3)".

Income Tax (Transitional Provisions) Act 1997

10 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
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Consolidation: amendments of various cost base provissmiedule 1
Consequential amendments relating to simplified imputation sy§tarn?2

7 Subsection 701-30(2)
Omit “unfrankable’, substitute tintaxed'.

Note:  The heading to section 701-30 is altered by omittimfrankable” and substituting
“untaxed’.

8 Subsection 701-30(4)
Omit “unfrankable”, substitute “untaxed”.

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 3 Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to
take account of steps 3 and 5 of allocable cost amount

Part 3—Changes to tax cost setting amount in
Subdivision 705-B and 705-D cases to take
account of steps 3 and 5 of allocable cost
amount

Income Tax Assessment Act 1997

9 Section 705-160
Repeal the section, substitute:

705-160 Adjustment to allocation of allocable cost amount to take
account of owned profits or losses of certain entities that
become subsidiary members

Object

(1) The object of this section is to prevent a distortion under
section 705-35 in the allocation ‘@fllocable cost amount to an
entity that becomes ‘&ubsidiary member of the group where that
entity has direct or indire¢émembership interests in another entity
that has certain profits or tax losses when it becomes a subsidiary
member.

Adjustment to allocation of allocable cost amount where direct
interest in entity with profits/losses

(2) It
(a) an entity becomes"aubsidiary member of the group at the
formation time; and
(b) the entity haSmembership interests in a second entity that
becomes a subsidiary member of the group at that time; and
(c) in working out the group™allocable cost amount for the
second entity:

(i) an amount is required to be added (the second entity’s
profit/loss adjustment amountunder step 3 in the table
in section 705-60 (about profits accruing before
becoming a subsidiary member of the group); or

12 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
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Consolidation: amendments of various cost base provissmiedule 1
Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to take
account of steps 3 and 5 of allocable cost amdant 3

(i) an amount is required to be subtracted (alsséduend
entity’s profit/loss adjustment amouptunder step 5 in
the table in section 705-60 (about losses accruing before
becoming a subsidiary member of the group);

then, for the purposes of working out under section 705-3%ake
cost setting amount for the assets of the first entity’ riferket

value of the first entity’s membership interests in the second entity
is reduced (in a subparagraph (c)(i) case) or increased (in a
subparagraph (c)(ii) case) by the first entity’s interest in the second
entity’s profit/loss adjustment amount (see subsection (3)).

First entity’s interest in second entity’s profit/loss adjustment
amount

(3) The first entity’s interest in the second entity’s profit/loss
adjustment amount is worked out using the formula:

*Market value of first
entity's *membership interests
in second entity . Second entity's profit / loss
*Market value of all *membership adjustment amount
interests in second entity

Adjustment to allocation of allocable cost amount for indirect
interest in entity with profits/losses

(4) If:
(a) an entity becomes"aubsidiary member of the group at the
formation time; and

(b) the entity haSmembership interests in a second entity that
becomes a subsidiary member of the group at that time; and

(c) the second entity has, directly or indirectly through one or
more interposed entities that become subsidiary members of
the group at the formation time, membership interests in a
third entity that becomes a subsidiary member of the group at
that time; and

(d) in working out the group™allocable cost amount for the
third entity:
(i) an amount is required to be added (the third entity’s
profit/loss adjustment amountunder step 3 in the table

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 3 Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to
take account of steps 3 and 5 of allocable cost amount

in section 705-60 (about profits accruing before
becoming a subsidiary member of the group); or

(i) an amount is required to be subtracted (alsdhind
entity’s profit/loss adjustment amouptuinder step 5 in
the table in section 705-60 (about losses accruing before
becoming a subsidiary member of the group);

then, for the purposes of working out under section 705-3%ake
cost setting amount for the assets of the first entity, trerket

value of the first entity’'s membership interests in the second entity
is reduced (in a subparagraph (d)(i) case) or increased (in a
subparagraph (d)(ii) case) by the first entity’s interest in the third
entity’s profit/loss adjustment amount (see subsection (5)).

First entity’s interest in third entity’s profit/loss adjustment amount

(5) The first entity’s interest in the third entity’s profit/loss adjustment
amount is worked out using the formula:

Market value of first entity's
membership interests in third
entity held through second entityx Third entity's profit / loss
*Market value of all *membership adjustment amount
interests in third entity

where:

market value of first entity’s membership interests in third entity
held through second entity means tharket value of alll
*membership interests in the third entity that the first entity holds
indirectly through the second entity (including through that entity
and one or more other entities that becésubsidiary members of
the group and are interposed between the second entity and the
third entity).

10 Section 705-235
Repeal the section, substitute:

14 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: amendments of various cost base provissmiedule 1
Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to take
account of steps 3 and 5 of allocable cost amdant 3

705-235 Adjustment to allocation of allocable cost amount to take
account of owned profits or losses of certain linked
entities

Object

(1) The object of this section is to prevent a distortion under
section 705-35 in the allocation ‘@fllocable cost amount to a
linked entity where that entity has direct or indifeaembership
interests in another linked entity that has certain profits or tax
losses.

Adjustment to allocation of allocable cost amount where direct
interest in linked entity with profits/losses

(2) If:
(@) alinked entity hasmembership interests in a second linked
entity; and
(b) in working out the group™allocable cost amount for the
second linked entity:

(i) an amount is required to be added (the second linked
entity’s profit/loss adjustment amouptunder step 3 in
the table in section 705-60 (about profits accruing
before becoming a subsidiary member of the group); or

(i) an amount is required to be subtracted (alseduond

linked entity’s profit/loss adjustment amountinder

step 5 in the table in section 705-60 (about losses

accruing before becoming a subsidiary member of the

group);
then, for the purposes of working out under section 705-35ake
cost setting amount for the assets of the first linked entity, the
“market value of the first linked entity’'s membership interests in
the second linked entity is reduced (in a subparagraph (b)(i) case)
or increased (in a subparagraph (b)(ii) case) by the first linked
entity’s interest in the second linked entity’s profit/loss adjustment
amount (see subsection (3)).

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Schedule 1 Consolidation: amendments of various cost base provisions
Part 3 Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to
take account of steps 3 and 5 of allocable cost amount

First linked entity’s interest in second linked entity’s profit/loss
adjustment amount

(3) The first linked entity’s interest in the second linked entity’s
profit/loss adjustment amount is worked out using the formula:

*Market value of first linked
entity's *membership interests
in second linked entity Second linked entity's
*Market value of all profit / loss adjustment amount
*membership interests
in second linked entity

Adjustment to allocation of allocable cost amount for indirect
interest in linked entity with profits/losses

(4) If:
(a) a linked entity hasmembership interests in a second linked
entity; and
(b) the second linked entity has, directly or indirectly through
one or more interposed linked entities, membership interests
in a third linked entity; and

(c) in working out the group™allocable cost amount for the
third linked entity:

() an amount is required to be added (the third linked
entity’s profit/loss adjustment amouptuinder step 3 in
the table in section 705-60 (about profits accruing
before becoming a subsidiary member of the group); or

(i) an amount is required to be subtracted (alsdhind

linked entity’s profit/loss adjustment amountinder

step 5 in the table in section 705-60 (about losses

accruing before becoming a subsidiary member of the

group);
then, for the purposes of working out under section 705-3%ake
cost setting amount for the assets of the first linked entity, the
*market value of the first linked entity’s membership interests in
the second linked entity is reduced (in a subparagraph (c)(i) case)
or increased (in a subparagraph (c)(ii) case) by the first linked
entity’s interest in the third linked entity’s profit/loss adjustment
amount (see subsection (5)).

16 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
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Consolidation: amendments of various cost base provissmiedule 1

Changes to tax cost setting amount in Subdivision 705-B and 705-D cases to take

account of steps 3 and 5 of allocable cost amdant 3

()

First linked entity’s interest in third linked entity’s profit/loss
adjustment amount

The first linked entity’s interest in the third linked entity’s
profit/loss adjustment amount is worked out using the formula:

Market value of first linked entity's
membership interests
in third linked entity
held through second linked entityx Third linked entity's
*Market value of all profit/ loss adjustment amount
*membership interests
in third linked entity

where:

market value of first linked entity’s membership interests in third
linked entity held through second linked entity means therket
value of all'membership interests in the third linked entity that the
first linked entity holds indirectly through the second linked entity
(including through that entity and one or more other linked entities
that are interposed between the second linked entity and the third
linked entity).

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
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Part 4 Adjustment to allocable cost amount for certain pre-joining time roll-overs from
foreign residents

Part 4—Adjustment to allocable cost amount for
certain pre-joining time roll-overs from
foreign residents

Income Tax Assessment Act 1997

11 Section 705-60 (after table item 3)

Insert:
3A For each step 3A amount (if any)  To adjust for certain intra-group
under section 705-93 (which is aboutroll-overs from foreign companies
pre-joining time intra-group before the joining time
roll-overs from foreign resident
companies):

(a) if the step 3A amount is an
increase amount under that
section—add to the result of step
3 (as affected by any previous
application of this step) the step
3A amount; or

(b) if the step 3A amount is a
reduction amount under that
section—subtract from the result
of step 3 (as affected by any
previous application of this step)
the step 3A amount

12 Section 705-60 (table item 4, column headed “What the
step requires”)
Omit “step 3", substitute “step 3A”".

13 At the end of section 705-60
Add:

Note: The head company may be taken to have made a capital gain,
depending on the amount remaining after applying step 3A: see CGT
event L2.

14 After section 705-90
Insert:
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705-93 If pre-joining time roll-over from foreign resident
company—step 3A in working out allocable cost amount

When there is a step 3A amount

(1) For the purposes of step 3A in the table in section 705-60, there is
a step 3A amount if:
(a) before the joining time:
() there was a roll-over under Subdivision 126-B (a
Subdivision 126-B roll-overin relation to dCGT
event that happened in relation to an asset (the roll-over
assey}; or

(i) section 160ZZ0 of the Income Tax Assessment Act 1936
applied in relation to a disposalgaction 160ZZ0O
roll-over) of an asset (also the roll-over agsend

(b) the originating company in relation to the Subdivision 126-B
roll-over, or the transferor in relation to the section 160220
roll-over, was a foreign resident; and

(c) the recipient company in relation to the Subdivision 126-B
roll-over, or the transferee in relation to the section 160220
roll-over, was an Australian resident and was not the entity
that became ththead company of the joined group; and

(d) between the Subdivision 126-B roll-over, or the
section 160ZZ0 roll-over, and the joining time, no other
CGT event happened in relation to the roll-over asset for
which there was not a Subdivision 126-B roll-over or a
section 160ZZ0 roll-over; and

(e) the roll-over asset is notpre-CGT asset at the joining time;
and

(f) the roll-over asset becomes that of the head company of the
joined group because subsection 701-1(1) (the single entity
rule) applies when the joining entity becomésubsidiary
member of the group.

What the step 3A amount is

(2) The step 3A amount is:
(a) if, as a result of the Subdivision 126-B roll-over mentioned in
subparagraph (1)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (1)(a)(iif,capital loss of the
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originating company was disregarded or a capital loss of the
transferor was not incurred—an increase amount equal to the
capital loss; or

(b) if, as a result of the Subdivision 126-B roll-over mentioned in
subparagraph (1)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (1)(a)(iiy,capital gain of the
originating company was disregarded or a capital gain of the
transferor did not accrue—a reduction amount equal to the
capital gain.

15 After section 705-145
Insert:

705-147 Adjustment in working out step 3A of allocable cost amount
to take account of membership interests held by
subsidiary members in other such members

Object

(1) The object of this section is to modify the effect that
section 705-93 (step 3A of allocable cost amount) has in
accordance with this Subdivision so that it takes account of
*membership interests that entities that bectsubsidiary
members hold in other such entities.

Apportionment of step 3A amount among first level interposed
entities

(2) It
(a) under section 705-93, in its application in accordance with
this Subdivision, there is a step 3A amount for the purpose of
working out the group’&allocable cost amount for an entity
(the subject entitythat becomes ‘subsidiary member of the
group at the formation time; and

(b) at that time one or more entities (the first level enjitidat
become subsidiary members of the group and in which the
*head company holdsnembership interests, are interposed
between the head company and the subject entity;

then the step 3A amount is apportioned among the first level
entities and the subject entity on the following basis:
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Adjustment to allocable cost amount for certain pre-joining time roll-overs from foreign
residentsPart 4

(c) each first level entity has the following proportion of the step
3A amount:

Market value of first level entity’s
direct and indirect membership
interests in subject entity

Market value of all membership
interests in subject entity

where:

market value of all membership interests in subject entity
means thémarket value, at the formation time, of all
“membership interests in the subject entity that are held by
entities that becomémembers of the group at that time.
market value of first level entity’s direct and indirect
membership interests in subject entity means so much of the
market value of all membership interests in the subject entity
(as defined above) as is attributablérr@mbership interests
that the first level entity holds directly, or indirectly through
other interposed entities that becoteebsidiary members of
the group at the formation time; and

(d) the subject entity has the remainder of the step 3A amount.

Step 3A amount for assets consisting of membership interests held
by subsidiary members in other subsidiary members

3) I
(a) before the formation time:
() there was a roll-over under Subdivision 126-B (a
Subdivision 126-B roll-overin relation to dCGT
event that happened in relation to an asset (the roll-over
assey}; or
(i) section 160ZZ0 of the Income Tax Assessment Act 1936
applied in relation to a disposalgaction 160ZZ0O
roll-over) of an asset (also the roll-over agsend
(b) the originating company in relation to the Subdivision 126-B
roll-over, or the transferor in relation to the section 160ZZ0O
roll-over, was a foreign resident; and
(c) the recipient company in relation to the Subdivision 126-B
roll-over, or the transferee in relation to the section 160ZZ0
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(d)

(€)

then,

roll-over, was an Australian resident and was not the entity
that became ththead company of the group; and

between the Subdivision 126-B roll-over, or the

section 160ZZ0 roll-over, and the formation time, no other
CGT event happened in relation to the roll-over asset for
which there was not a Subdivision 126-B roll-over or a
section 160ZZ0 roll-over; and

the roll-over asset is"membership interest in an entity that
becomes dsubsidiary member at the formation time, other
than one that is held at that time by the entity that becomes
the head company of the group;

subject to subsection (5), there is under section 705-93 a step

3A amount for the purpose of working out the grodplfocable
cost amount for the entity (the subject entiiyat holds the
roll-over asset at the formation time.

What the step 3A amount is

(4) The step 3A amount is:
(a) if, as a result of the Subdivision 126-B roll-over mentioned in

(b)

subparagraph (3)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (3)(a)(iif,capital loss of the
originating company was disregarded or a capital loss of the
transferor was not incurred—an increase amount equal to the
capital loss; or

if, as a result of the Subdivision 126-B roll-over mentioned in
subparagraph (3)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (3)(a)(iif,capital gain of the
originating company was disregarded or a capital gain of the
transferor did not accrue—a reduction amount equal to the
capital gain.

Apportionment of step 3A amount among first level interposed
entities

(5) If at the formation time one or more entities, that become
*subsidiary members of the group and in which'tread company
holds*membership interests, are interposed between the head
company and the subject entity, then the step 3A amount is
apportioned among those entities and the subject entity in the same
way as a step 3A amount is apportioned under subsection (2).
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16 Section 705-150 (heading)
Repeal the heading, substitute:

705-150 Adjustment to result of step 3A in working out allocable
cost amount where pre-formation time roll-over from
head company to member of wholly-owned group

17 Subsection 705-150(3) (heading)
Repeal the heading, substitute:

Adjustment to result of step 3A in allocable cost amount for head
company roll-over recipient

18 Subsection 705-150(3)
Omit “step 3", substitute “step 3A”".

19 Subsection 705-150(4) (heading)
Repeal the heading, substitute:

Adjustment to result of step 3A in allocable cost amount for
interposed entity

20 Subsection 705-150(4)
Omit “step 3", substitute “step 3A”".

21 Subsection 705-150(4) (note)
Repeal the note, substitute:

Note: If, after applying this section, the amount remaining as a result of step
3A in the table in section 705-60 is negative, the head company makes
a capital gain equal to that amount: see CGT event L2.

22 After section 705-225
Insert:
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705-227 Adjustment in working out step 3A of allocable cost amount
to take account of membership interests held by linked
entities in other linked entities

Object

(1) The object of this section is to modify the effect that
section 705-93 (step 3A of allocable cost amount) has in
accordance with this Subdivision so that it takes account of
*membership interests that linked entities hold in other linked
entities at the time (thienked entity joining timg when the linked
entities becomésubsidiary members of the group.

Apportionment of step 3A amount among first level interposed
entities

(2) If:
(a) under section 705-93, in its application in accordance with
this Subdivision, there is a step 3A amount for the purpose of
working out the group’&allocable cost amount for a
paticular linked entity (thesubject entity; and

(b) at the linked entity joining time, one or more of the linked
entities (the first level entiti@sn which the"head company
holds*membership interests are interposed between the head
company and the subject entity;

then the step 3A amount is apportioned among the first level
entities and the subject entity on the following basis:

(c) each first level entity has the following proportion of the step
3A amount:

Market value of first level entity’s
direct and indirect membership
interests in subject entity

Market value of all membership
interests in subject entity

where:

market value of all membership interests in subject entity
means thémarket value, at the linked entity joining time, of

all “membership interests in the subject entity that are held by
entities that becomémembers of the group at that time.
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market value of first level entity’s direct and indirect
membership interests in subject entity means so much of the
market value of all membership interests in the subject entity
(as defined above) as is attributablért@mbership interests
that the first level entity holds directly, or indirectly through
other linked entities; and

(d) the subject entity has the remainder of the step 3A amount.

Step 3A amount for assets consisting of membership interests held
by linked entities in other linked entities

3) I
(a) before the linked entity joining time:
() there was a roll-over under Subdivision 126-B (a
Subdivision 126-B roll-overin relation to dCGT
event that happened in relation to an asset (the roll-over
assey}; or

(ii) section 160ZZ0 of the Income Tax Assessment Act 1936
applied in relation to a disposalgaction 160ZZ0O
roll-over) of an asset (also the roll-over agsend
(b) the originating company in relation to the Subdivision 126-B
roll-over, or the transferor in relation to the section 160ZZ0O
roll-over, was a foreign resident; and
(c) the recipient company in relation to the Subdivision 126-B
roll-over, or the transferee in relation to the section 160ZZ0
roll-over, was an Australian resident and was not the entity
that became ththead company of the group; and

(d) between the Subdivision 126-B roll-over, or the
section 160ZZ0 roll-over, and the linked entity joining time,
no other CGT event happened in relation to the roll-over
asset for which there was not a Subdivision 126-B roll-over
or a section 160ZZ0O roll-over; and
(e) the roll-over asset is‘membership interest in a linked
entity, other than one that is held at that time by the entity
that becomes the head company of the group;
then, subject to subsection (5), there is under section 705-93 a step
3A amount for the purpose of working out the grodplfocable
cost amount for the linked entity (the subject entihat holds the
roll-over asset at the linked entity joining time.
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What the step 3A amount is

(4) The step 3A amountis:

(@)

(b)

if, as a result of the Subdivision 126-B roll-over mentioned in
subparagraph (3)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (3)(a)(iiy,capital loss of the
originating company was disregarded or a capital loss of the
transferor was not incurred—an increase amount equal to the
capital loss; or

if, as a result of the Subdivision 126-B roll-over mentioned in
subparagraph (3)(a)(i), or the section 160ZZ0O roll-over
mentioned in subparagraph (3)(a)(ii}.capital gain of the
originating company was disregarded or a capital gain of the
transferor did not accrue—a reduction amount equal to the
capital gain.

Apportionment of step 3A amount among first level interposed
entities

(5) If at the linked entity joining time one or more linked entities, in
which the"head company holdsnembership interests, are
interposed between the head company and the subject entity, then
the step 3A amount is apportioned among those entities and the
subject entity in the same way as a step 3A amount is apportioned
under subsection (2).
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Part 5—Technical corrections

Income Tax Assessment Act 1997

23 Subsection 701-25(4)
Omit “, and”, substitute “and”.

24 Subsection 701-45(3)
Omit “*head company”, substitute “entity”.

25 Subparagraph 701-75(3)(a)(ii)
Omit “time.”, substitute “time; and”.

26 Subsections 705-150(3) and (4)

Omit “reduced (if the head company roll-over adjustment amount is an
excess), or increased”, substitute “increased (if the head company
roll-over adjustment is an excess), or reduced”.
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Part 6—Extension of transitional provision relating

to step 3 of allocable cost amount on group
formation

Income Tax (Transitional Provisions) Act 1997

27 Subsection 701-30(1)

Repeal the subsection, substitute:

Section only applies to transitional groups formed at certain times

(1) This section applies if the day on which the transitional group
comes into existence is before 1 July 2003 or is both:
(a) the first day of the first income year of the head company
starting after 30 June 2003; and

(b) before 1 July 2004.

Section only applies to non-chosen transitional entities in such
groups

(1A) This section applies to each transitional entity in the transitional
group, other than a chosen transitional entity. This is so even if
there are no chosen transitional entities at all.
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Part 7—Transitional group’s allocable cost amount
for subsidiary members other than chosen
transitional entities

Income Tax (Transitional Provisions) Act 1997

28 Paragraph 701-20(5)(c)
Omit “in the sub-group held in any other”, substitute “held at or before
that time in any other entity that became a”.

29 Paragraph 701-20(5)(c)

After “in relation to the sub-group”, insert “, and any such entity held
those membership interests during the period when it actually held
them”.
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Part 8—Inclusion in certain transitional provisions of
references to the Income Tax Assessment
Act 1997

Income Tax (Transitional Provisions) Act 1997

30 Subsection 701-5(2)
After “703-50(3)", insert “of the Income Tax Assessment Act”1997

31 Subsection 701-5(2)
After “section 703-50", insert “of that Act”.

32 Section 701-15
After “amount)”, insert “of thdncome Tax Assessment Act 1997".

33 Section 701-15 (note)
After “701-5", insert “of that Act”.

34 Paragraph 701-20(4)(b)
After “705-60", insert “of the Income Tax Assessment Act 1997".

35 Paragraph 701-20(5)(d)
After “705-60", insert “of the Income Tax Assessment Act 1997".

36 Section 701-25
Omit “this Act”, substitute “théncome Tax Assessment Act 1997”.
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Schedule 2—Consolidation: beneficial
ownership

Income Tax Assessment Act 1997

1 After section 703-30
Insert:

703-33 Transfer time for sale of shares in company

(1) This section applies if:
(a) under a contract:

() a person (the sellgstops being entitled to be registered
as the holder of &share in a company at a time (the
transfer timg; and

(i) another person (thieuyer) becomes entitled to be
registered as the holder of the share in the company at
the transfer time; and

(b) as a result of the contract, the seller stops being the beneficial
owner of the share, and the buyer becomes the beneficial
owner of the share; and

(c) the seller and the buyer dealt with each oth&arat’s length
in relation to the contract; and

(d) the seller and the buyer were fa$sociates of one another at
any time during the period:

() starting when the contract was entered into; and

(i) ending at the transfer time.

(2) For the purposes of subsection 703-30(1):
(a) the seller is taken to have stopped being the beneficial owner
of the share at the transfer time; and
(b) the buyer is taken to have become the beneficial owner of the
share at the transfer time.
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Schedule 3—Consolidation: technical
amendment of membership rules

Income Tax Assessment Act 1997

1 Subparagraph 703-50(3)(b)(i)

Omit “first income year ending after the day specified in the choice”,
substitute “income year during which the day specified in the choice
occurs”.
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Schedule 4—Consolidation: adjustments for
errors etc.

Part 1—New Subdivision 705-E

Income Tax Assessment Act 1997

1 Section 705-245 (link note)
Repeal the link note.

2 After Subdivision 705-D
Insert:

Subdivision 705-E—Adjustments for errors etc.

Guide to Subdivision 705-E

705-300 What this Subdivision is about

Errors in making tax cost setting amount calculations are reversed
by means of an immediate capital gain or loss if it would be
unreasonable to require the calculations to be re-done.

Table of sections

Operative provisions

705-305 Obiject of this Subdivision

705-310 Operation of Part IVA of tHacome Tax Assessment Act 1936
705-315 Errors that attract special adjustment action

705-320 Tax cost setting amounts taken to be correct

[This is the end of the Guide.]
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Operative provisions

705-305 Object of this Subdivision

The object of this Subdivision is to avoid the time and expense
involved in correcting errors affectifitax cost setting amount
calculations. This is done by providing farapital gains ofcapital
losses to reverse the errors.

705-310 Operation of Part IVA of the Income Tax Assessment Act

1936

To avoid doubt, this Subdivision does not limit the operation of
Part IVA of thelncome Tax Assessment Act 1936.

705-315 Errors that attract special adjustment action

(1)

()

()

Section 705-320 (about later adjustments to coftacicost
setting amount calculation errors) applies if the conditions in this
section are satisfied.

Tax cost setting amount taken into account

The first condition is that tHéead company of ‘Tonsolidated
group worked out &tax cost setting amount, in purported
compliance with this Division, for an asset of an entity that
becomes asubsidiary member of the group that is an asset of a
kind referred to in section 705-35 as a reset cost base asset.

Error in calculation

The second condition is that:
(a) the*head company made one or more errors in working out
the*tax cost setting amount; and
(b) those errors caused the tax cost setting amount to differ from
its correct amount.
If the errors caused the tax cost setting amount to be more, the
difference is an overstated amouliftthe errors caused the tax cost
setting amount to be less, the difference is an understated amount
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Unreasonable to require recalculation

(4) The third condition is that, having regard to the following factors:

(a) the net size of the errors compared to the size of the
*allocable cost amount for the joining entity;

(b) the number oftax cost setting amounts that would have to be
recalculated, and the difficulty of making the recalculations;

(c) the number of adjustments, in assessments that could be
amended and in futuféncome tax returns, that would be
necessary to correct the errors;

(d) the difficulty in obtaining any necessary information;

it is not reasonable to require a recalculation of the amounts
involved.

Exception where error due to fraud or evasion

(5) However, the conditions in this section are satisfied if the
errors were to any extent due to fraud or evasion.

Requirement to notify

(6) The"head company of tHeonsolidated group must, as soon as
practicable after becoming aware that it made one or more errors in
working out the'tax cost setting amount, notify the Commissioner
in the*approved form:

(a) that it had made the errors; and

(b) of the amount of the overstated amount or understated
amount.

705-320 Tax cost setting amounts taken to be correct

(1) For the purposes of this Act (other than this Subdivision) and for
the purposes of the Taxation Administration Act 1953, &y
cost setting amounts that were worked out by tead company,
so far as they were due to the errors, are taken to have been correct
if the conditions in section 705-315 are satisfied.

Note 1: If the conditions in section 705-315 are satisfied, CGT event L6
happens (see section 104-525).

Note 2: Subsection (1) means that the Commissioner cannot amend any
assessments necessary to correct the errors, and that (except as
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mentioned in subsection (2)) no offences or administrative penalties
arise in respect of the errors.

(2) Subsection (1) does not apply for the purposes of determining
whether there is an offence against section 8N of the Taxation
Administration Act 1953, or an administrative penalty under
section 284-75 or 284-145 in Schedule 1 to that Act, in relation to
statements made before the Commissioner became aware of the
errors.

Note 1: Section 8N of thEaxation Administration Act 195@eals with false
or misleading statements. Sections 284-75 and 284-145 in Schedule 1
to that Act set out the circumstances in which an entity is liable for an
administrative penalty.

Note 2: The offence and administrative penalty provisions however apply on a
modified basis—see subsection 8W(1C) of Tlaaation
Administration Act 1953and subsections 284-80(2) and 284-150(2)
in Schedule 1 to that Act.

[The next Division is Division 707.]
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Part 2—Consequential amendments

Income Tax Assessment Act 1997

3 Section 104-5 (at the end of the table)

Add:
L6 Errorin start of the the net overstated the net understated
calculation of tax cost income year amount resulting amount resulting
setting amount for when the from the errors, or from the errors, or a
joining entity’s Commissioner  a portion of that  portion of that
assets: CGT event L6 becomes aware amount amount
[See section 104-525] of the errors
L7 Discharged start of the your allocable what your allocable
amount of liability income year in  cost amount less cost amount would
differs from amount  which the what it would have been had you
for allocable cost liability is have been had used the correct
amount purposes: realised you used the amount for the
CGT event L7 correct amount liability less your
[See section 104-530] for the liability allocable cost

amount

4 At the end of Division 104
Add:

104-525 Error in calculation of tax cost setting amount for joining
entity’s assets: CGT event L6

(1) CGT event Léhappens if:
(a) you are théhead company of @onsolidated group; and
(b) the conditions in section 705-315 (about errors in tax cost
setting amounts) are satisfied fotsaibsidiary member of the
group; and
(c) you have anet overstated amount of et understated
amount for the subsidiary member.

(2) The time of the event is the start of the income year in which the
Commissioner becomes aware of the errors.
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(3) You work out whether you have a net overstated amounet
understated amountising this table:

M eaning ofnet overstated amourdnd net understated amount

Item

In this situation: There is this result:

1

There are one or more overstated amounfBhere is anet overstated
under section 705-315 for thsubsidiary ~amount It is the overstated
member but no understated amount undeamount, or the sum of the
that section for the subsidiary member  overstated amounts.

There are one or more understated There is anet understated
amounts under section 705-315 for the amount It is the understated
*subsidiary member but no overstated amount, or the sum of the
amount under that section for the understated amounts.
subsidiary member

There are both one or more overstated There is anet overstated
amounts and one or more understated amount It is the difference
amounts under section 705-315 for the between those sums
*subsidiary member and the sum of the

overstated amounts exceeds the sum of the

understated amounts

There are both one or more overstated There is anet understated
amounts and one or more understated amount It is the difference
amounts under section 705-315 for the between those sums
*subsidiary member and the sum of the

overstated amounts is less than the sum of

the understated amounts

(4) If the time when the Commissioner becomes aware of the errors is
within the period within which the Commissioner may amend all
of the assessments necessary to correct the errors, then, for the
head company core purposes mentioned in subsection 701-1(2):

(a) if you have &net overstated amount—you make a capital
gain equal to that amount; or

(b) if you have dnet understated amount—you make a capital
lossequal to that amount.

(5) If the time when the Commissioner becomes aware of the errors is
not within that period, then, for the head company core purposes
mentioned in subsection 701-1(2):
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(a) if you have anet overstated amount—you make a capital
gain of the amount worked out under subsection (6); or

(b) if you have dnet understated amount—you make a capital
lossof the amount worked out under subsection (6).

(6) The amount of th&zapital gain of capital loss is worked out as
follows:

Current asset setting amount
Original asset setting amount

Stated amountx

where:

current asset setting amount means fhax cost setting amount

for all assets referred to in subsection 705-315(2) as reset cost base
assets that thdhvead company of theonsolidated group held
continuously from the time when thsubsidiary member joined

the group until the start of the head company’s income year that is
the earliest income year for which the Commissioner could amend
the head company’s assessment to correct any of the errors.

original asset setting amounmneans thétax cost setting amount
for all assets referred to in subsection 705-315(2) as reset cost base
assets that thiesubsidiary member held at the time it joined the

group.

stated amountmeans thénet overstated amount or theet
undestated amount, as the case requires.

104-530 Discharged amount of liability differs from amount for
allocable cost amount purposes: CGT event L7

(1) CGT event L7happens if you are tibead company of a
*consolidated group and the conditions relating to a liability in
subsection (3) are satisfied.

(2) The time of the event is the start of your income year in which the
liability is discharged.

(3) The conditions are that:

(a) a liability of an entity that becamésubsidiary member of
the group was taken into account in working out your
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“allocable cost amount for the subsidiary member in
accordance with Division 705 (your ACA); and
(b) the liability was later discharged (whether by the making of a
payment or by the release, waiver or other extinguishment of
the liability) and the sum (the realised amoyot:
() the amount of any payment made to discharge the
liability; and
(i) the market value of any other consideration given to
discharge the liability;
differs from the amount for the liability that was taken into
account in working out your ACA; and
(c) that ACA is different to what it would have been (your true
ACA) if you had taken the realised amount into account in
working out your ACA.

(4) You make a capital gaifor the head company core purposes
mentioned in subsection 701-1(2) if your ACA would have been
smaller had you used the realised amount in working out your
ACA. The amount of the gain is the difference between the amount
you worked out and your true ACA.

(5) You make a capital loder the head company core purposes
mentioned in subsection 701-1(2) if your ACA would have been
greater had you used the realised amount in working out your
ACA. The amount of the loss is the difference between the amount
you worked out and your true ACA.

5 Section 110-10 (at the end of the table)

Add:
L6 Errors in tax cost setting amounts for entity 104-525
joining consolidated group
L7 Discharged amount of liability differs from  104-530

amount for allocable cost amount purposes

6 Subsection 995-1(1)
Insert:

net overstated amourttas the meaning given by subsection
104-525(3).
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7 Subsection 995-1(1)
Insert:

net understated amountas the meaning given by subsection
104-525(3).

Taxation Administration Act 1953

8 After subsection 8W(1B)
Insert:

(1C) If the conditions in section 705-315 of theome Tax Assessment
Act 1997 are satisfied, then for the purposes of any application of
subsection (1) of this section in relation to the errors mentioned in
that section, so far as they were made in a statement made as
mentioned in subsection 705-230(2) of that Act, the references in
paragraphs (1)(c) and (d) of this section to the excess are taken
instead to be references to the amount worked out using the

formula:
. . Adjusted reset cost base asset setting ampunt
Capital gainx — :
Original reset cost base asset setting amgpunt
where:

adjusted reset cost base asset setting amooens:

(a) the'tax cost setting amount, worked out under Division 705
of the Income Tax Assessment Act 1997, for all assets of a
kind referred to in section 705-35 of that Act as reset cost
base assets that theead company of the relevant group held
continuously from the time when thisubsidiary member
referred to in subsection 705-315(2) of that Act joined the
group until the start of the head company’s income year in
which the Commissioner became aware of the errors
mentioned in section 705-315 of that Act;

less:

(b) the head company’s deductions under Division 40 (except
under Subdivision 40-F, 40-G, 40-H or 40-I) or
Subdivision 328-D of the Income Tax Assessment Act 1997
for those assets for all income years before the earliest
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income year for which the Commissioner could amend the
head company’s assessment to correct any of the errors.

capital gain means the capital gain that the head company makes
as a result of CGT event L6 happening as mentioned in
section 104-525 of the Income Tax Assessment Act 1997.

original reset cost base asset setting amount mean&axecost
sdting amount, worked out under Division 705 of theome Tax
Assessment Act 1997, for all reset cost base assets that the
*subsidiary member held at the time it joined the group, other than
assets that théhead company no longer held at the start of the
ealiest income year for which the Commissioner could amend the
head company’s assessment to correct any of the errors.

9 At the end of section 284-80 in Schedule 1

Add:

(2) However, if:

(a) your shortfall amount arises in the situation covered by both
item 1 in the table and item 1, 2 or 3 in the table in subsection
284-90(1); and

(b) the statement is false or misleading because of errors
mentioned in section 705-315 of tlrcome Tax Assessment
Act 1997 that were made in the income tax return mentioned
in subsection 705-230(2) of that Act, your shortfall amount
is instead the amount worked out using the formula:

Adjusted reset cost base asset setting anfount
Original reset cost base asset setting amgunt

Capital gainx

where:

adjusted reset cost base asset setting amount means:

(a) the'tax cost setting amount, worked out under Division 705
of the Income Tax Assessment Act 1997, for all assets of a
kind referred to in section 705-35 of that Act as reset cost
base assets that theead company of the relevant group held
coninuously from the time when thsubsidiary member
referred to in subsection 705-315(2) of that Act joined the
group until the start of the head company’s income year in
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which the Commissioner became aware of the errors
mentioned in section 705-315 of that Act;

less:

(b) the head company’s deductions under Division 40 (except
under Subdivision 40-F, 40-G, 40-H or 40-I) or
Subdivision 328-D of the Income Tax Assessment Act 1997
for those assets for all income years before the income year
in which the Commissioner became aware of the errors.

capital gain means the capital gain that the head company makes
as a result of CGT event L6 happening as mentioned in
section 104-525 of the Income Tax Assessment Act 1997.

original reset cost base asset setting amount mean&axecost
setting amount, worked out under Division 705 of ihgome Tax
Assessment Act 1997, for all reset cost base assets that the
*subsidiary member held at the time it joined the group, other than
assets that ththead company no longer held at the start of the
earliest income year for which the Commissioner could amend the
head company’s assessment to correct any of the errors.

10 At the end of section 284-150 in Schedule 1
Add:

(3) However, to the extent that your scheme shortfall amount is due to
errors in an income tax return as mentioned in subsection
705-230(2) of théncome Tax Assessment Act 1997, your scheme
shortfall amountis instead the amount worked out using the

formula:
. . Adjusted reset cost base asset setting ampunt
Capital gainx — ,
Original reset cost base asset setting amdunt
where:

adjusted reset cost base asset setting amooens:

(a) the'tax cost setting amount, worked out under Division 705
of the Income Tax Assessment Act 1997, for all assets of a
kind referred to in section 705-35 of that Act as reset cost
base assets that theead company of the relevant group held
continuously from the time when thsubsidiary member
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referred to in subsection 705-315(2) of that Act joined the
group until the start of the head company’s income year in
which the Commissioner became aware of the errors
mentioned in section 705-315 of that Act;
less:

(b) the head company’s deductions under Division 40 (except
under Subdivision 40-F, 40-G, 40-H or 40-I) or
Subdivision 328-D of the Income Tax Assessment Act 1997
for those assets for all income years before the income year
in which the Commissioner became aware of the errors.

capital gain means the capital gain that the head company makes
as a result of CGT event L6 happening as mentioned in
section 104-525 of the Income Tax Assessment Act 1997.

original reset cost base asset setting amount mean&axecost

setting amount, worked out under Division 705 of iheome Tax
Assessment Act 1997, for all reset cost base assets that the
*subsidiary member held at the joining time, other than assets that
the"head company no longer held at the start of the earliest income
year for which the Commissioner could amend the head company’s
assessment to correct any of the errors.
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Schedule 5—Consolidation: imputation rules

Income Tax Assessment Act 1936

1 At the end of section 177EB
Add:

Section to apply to exempting credits

(11) This section applies to exempting credits arising in the exempting
account of the head company of a consolidated group in the same
way that it applies to credits arising in the head company’s
franking account.

Income Tax Assessment Act 1997

2 Section 709-85 (link note)
Repeal the link note.

3 At the end of Subdivision 709-A
Add:

709-90 Subsidiary member’s distributions to foreign resident taken
to be distributions by head company

Part 3-6 operates as iffaankable distribution made by a
*subsidiary member of ‘@onsolidated group (tHereign-held
subsidiary were a frankable distribution made by thead
company of the group to"anember of the head company if:

(a) the foreign-held subsidiary meets the set of requirements in
section 703-45, section 701C-10 of the Income Tax
(Transitional Provisions) Act 1997 or section 701C-15 of that
Act; and

(b) the frankable distribution is made to a foreign resident.

Note: Part 3-6 deals with imputation.
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4 At the end of Division 709
Add:

Subdivision 709-B—Imputation issues

Guide to Subdivision 709-B

709-150 What this Subdivision is about

This Subdivision modifies the way Division 208 (exempting
entities and former exempting entities) operates in relation to
consolidated groups.

Table of sections

Operative provisions

709-155 Testing consolidated groups

709-160 Subsidiary member is exempting entity

709-165 Subsidiary member is former exempting entity
709-170 Head company and subsidiary are exempting entities
709-175 Head company is former exempting entity

[This is the end of the Guide.]
Operative provisions

709-155 Testing consolidated groups

(1) To determine whether*aonsolidated group is dexempting
entity or *former exempting entity, the tests in Division 208 are
applied to the head company of the group.

(2) However, there are some additional rules that can alter the way that
Division 208 applies to &onsolidated group. These are set out in

sections 709-160 to 709-175.

(3) In applying those rules to an entity that fsr@mber of a
*consolidated group:
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(a) Division 208 is to be applied before those rules; and

(b) that Division is to be applied just after the entity became a
member of the group but, for'aubsidiary member, it is to
be applied on the assumption that the subsidiary was not a
member of the group at that time.

(4) Except as mentioned in paragraph (3)(b), Division 208 has no
application to dsubsidiary member of ‘@onsolidated group.

709-160 Subsidiary member is exempting entity

(1) This section operates if:

(a) the*head company of ‘@onsolidated group is neither an
exempting entity nor &former exempting entity; and

(b) a*corporate tax entity becomessubsidiary member of the
group at a time (th@ining time); and

(c) the entity is afiexempting entity at the joining time.

(2) These rules apply to theonsolidated group.

Rules applying to”consolidated group

Iltem Rule
1 The"head company becomesfarmer exempting entity at the joining time
2 The*head company has bothfaanking account and drexempting
account
3 If the *subsidiary member&ranking account hasdranking surplus at the
joining time:

(a) a debit equal to that surplus arises in that account at the joining time; and
(b) a credit equal to that surplus arises in“#seempting account of the
*head company at the joining time
4 Subsection 709-60(2) (about franking surplus) does not apply to the
*subsidiary member

Item 1 of the table in section 208-115 does not apply tdhbad company

Item 1 of the table in section 208-120 does not apply tdhbad company

Item 1 of the table in section 208-130 does not apply tdhbad company

0N o O

Item 1 of the table in section 208-145 does not apply tohbad company

Note 1: If the subsidiary’s franking account is in deficit, it will be liable for
franking deficit tax: see subsection 709-60(3).
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Note 2: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.

709-165 Subsidiary member is former exempting entity

(1) This section operates if:

(a) the"head company of ‘@onsolidated group is neither an
exempting entity nor &ormer exempting entity; and

(b) a*corporate tax entity becomessabsidiary member of the
group at a time (also the joining tifieand

(c) the entity is aformer exempting entity at the joining time.

(2) These rules apply to theonsolidated group.

Rules applying to*consolidated group

Item

Rule

1

The*head company becomes$farmer exempting entity at the joining time

2

The"head company has bothfsanking account and dexempting
account

If the *subsidiary memberexempting account has &@xempting surplus

at the joining time:

(a) a debit equal to that surplus arises in that account at the joining time; and

(b) a credit equal to that surplus arises in the exempting account bictig
company at the joining time

If the *subsidiary member&exempting account has dexempting deficit
at the joining time:
(a) a credit equal to that deficit arises in that account at the joining time; and
(b) a debit equal to that deficit arises in the subsididfyasking account
just before the joining time

The*subsidiary memberexempting account does not operate during the
period:

(a) starting just after the joining time; and

(b) ending when the entity ceases to be a subsidiary member of the group

Item 1 of the table in section 208-115 does not apply tdhbad company

Item 1 of the table in section 208-120 does not apply tbhbad company

Item 1 of the table in section 208-130 does not apply tbhbad company

© 00N O

Item 1 of the table in section 208-145 does not apply tbhbad company

Note 1:  Any surplus in the subsidiary’s franking account will be transferred to
the head company’s franking account: see subsection 709-60(2).
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Note 2: If the subsidiary’s franking account is in deficit, it will be liable for
franking deficit tax: see subsection 709-60(3). This deficit may be
increased by item 4 in the table in subsection (2).

Note 3: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.

709-170 Head company and subsidiary are exempting entities

There is no change to the status of'thead company of a
*consolidated group if:

(a) the head company is axempting entity; and

(b) a*corporate tax entity becomessabsidiary member of the
group at a time (also the joining tifieand

(c) the entity is an exempting entity at the joining time.

Note 1: If the subsidiary’s franking account is in surplus, that surplus will be
transferred to the head company’s franking account: see subsection
709-60(2).

Note 2: If the subsidiary’s franking account is in deficit, it will be liable for

franking deficit tax: see subsection 709-60(3).

Note 3: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.

709-175 Head company is former exempting entity

(1) Subsection (2) operates if:
(a) the"head company of ‘@onsolidated group is*#rmer
exempting entity; and
(b) a*corporate tax entity becomessabsidiary member of the
group at a time (also the joining tifieand
(c) the entity is afiexempting entity at the joining time.

(2) These rules apply to theonsolidated group.

Rules applying to*consolidated group

Item Rule

1 There is no change to the status of‘thead company
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Rules applying to”consolidated group

Iltem Rule
2 If the subsidiary member’$ranking account has‘dranking surplus at the
joining time:

(a) a debit equal to that surplus arises in that account at the joining time; and
(b) a credit equal to that surplus arises in“#rempting account of the
*head company at the joining time
3 Subsection 709-60(2) (about franking surplus) does not apply to the
*subsidiary member

Note 1: If the subsidiary’s franking account is in deficit, it will be liable for
franking deficit tax: see subsection 709-60(3).

Note 2: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.
(3) Subsection (4) operates if:

(a) the"head company of ‘@onsolidated group is*#rmer
exempting entity; and

(b) a*corporate tax entity becomessabsidiary member of the
group at a time (also the joining tifieand

(c) the entity is &former exempting entity at the joining time.

(4) These rules apply to theonsolidated group.

Rules applying to*consolidated group

ltem Rule
1 There is no change to the status of‘thead company
2 If the *subsidiary member&exempting account has d@xempting surplus

at the joining time:

(a) a debit equal to that surplus arises in that account at the joining time; and

(b) a credit equal to that surplus arises in the exempting account it
company at the joining time

3 If the *subsidiary member&exempting account has dexempting deficit
at the joining time:
(a) a credit equal to that deficit arises in that account at the joining time; and
(b) a debit equal to that deficit arises in the subsididfyasking account
just before the joining time
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Rules applying to”consolidated group

Iltem Rule
4 The"subsidiary membersexempting account does not operate during the
period:

(a) starting just after the joining time; and
(b) ending when the entity ceases to be a subsidiary member of the group

Note 1: If the subsidiary’s franking account is in deficit, it will be liable for
franking deficit tax: see subsection 709-60(3). This deficit may be
increased by item 3 in the table in subsection (4).

Note 2: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.

(5) There is no change to the status of tread company of a
*consolidated group if:
(a) the head company isfarmer exempting entity; and
(b) a*corporate tax entity becomessubsidiary member of the
group; and
(c) the entity is neither dexempting entity nor a former
exempting entity at the joining time.

Note 1: If the subsidiary’s franking account is in surplus, that surplus will be
transferred to the head company’s franking account: see subsection
709-60(2).

Note 2: If the subsidiary’s franking account is in deficit, it will be liable for

franking deficit tax: see subsection 709-60(3).

Note 3: The subsidiary’s franking account does not operate while it is a
member of the group: see section 709-65.

5 Before Subdivision 719-J
Insert:

Subdivision 719-H—Imputation issues

719-425 Guide to Subdivision 719-H

This Subdivision deals with some imputation issues in relation to
MEC groups.

Table of sections
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Operative provisions

719-430 Transfer of franking account balance on cessation event

719-435 Distributions by subsidiary members of MEC group taken to be
distributions by head company

[This is the end of the Guide.]

Operative provisions

719-430 Transfer of franking account balance on cessation event

(1) This section operates if:

(a) a"cessation event happens to theovisional head company
of a"MEC group (the former head companyand

(b) another company (the new head compasyppointed as
the provisional head company of the group under subsection
719-60(3).

(2) When the new head company is appointed:

(a) the*franking account of the former head company ceases to
opeaate; and

(b) the new head company has a franking account; and

(c) any*franking surplus offranking deficit in the franking
account of the former head company just before the
“cessation event happened becomes that of the new head
company.

719-435 Distributions by subsidiary members of MEC group taken
to be distributions by head company

(1) Part 3-6 operates as iffeankable distribution made by an
*eligible tier-1 company that:
(@) is a member of MEC group; and
(b) is not the provisional head company of the group;
had been made by the provisional head company of the group to a
*member of the provisional head company.

Note: Part 3-6 deals with imputation.
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(2) Part 3-6 operates as iffaankable distribution made by a
*subsidiary member of MEC group (th€oreign-held
subsidiary that is not arieligible tier-1 company were a frankable
distribution made by ththead company of the group téraember
of the head company if:

(a) the foreign-held subsidiary meets the set of requirements in
section 703-45, section 701C-10 of the Income Tax
(Transitional Provisions) Act 1997 or section 701C-15 of that
Act; and

(b) the frankable distribution is made to a foreign resident.
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Schedule 6—Consolidation: life insurance
companies

Part 1—Life insurance companies and consolidation

Income Tax Assessment Act 1997

1 At the end of Division 713
Add:

Subdivision 713-L—L.ife insurance companies

Guide to Subdivision 713-L

713-500 What this Subdivision is about

This Subdivision sets out special rules for:

(&) alife insurance company that becomes, or cegses
to be, a member of a consolidated group; and

(b) the head company of a consolidated group where a
life insurance company is a subsidiary member of
the group.

Table of sections

Operative provisions

713-505 Head company treated as a life insurance company

713-510 Certain subsidiaries of life insurance companies cannot be members of
consolidated group

713-515 Modification of cost setting rules

713-520 Valuing certain liabilities

713-525 Obligation to value virtual PST assets and segregated exempt assets
713-530 Certain amounts transferred to leaving entity
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[This is the end of the Guide.]
Operative provisions

713-505 Head company treated as a life insurance company

This Act, and the Income Tax Rates Act 1986, apply tthte
company of dconsolidated group as if it werélde insurance
company for an income year if one or more life insurance
companies arésubsidiary members of the group at any time
during that year.

713-510 Certain subsidiaries of life insurance companies cannot be
members of consolidated group

(1) An entity cannot be @ubsidiary member of the same
*consolidated group dronsolidatable group of which'kfe
insurance company is"member if:

(a) the life insurance company owns, either directly or indirectly,
“membership interests in the entity; and
(b) either:
(i) some, but not all, of those membership interests are
*virtual PST assets of the life insurance company; or
(i) some, but not all, of those membership interests are
*segregated exempt assets of the life insurance
company.
Note: The entity could, however, be a member of another consolidated
group or consolidatable group.

(2) An entity cannot continue to bésubsidiary member of a
*consolidated group if:

(a) a’life insurance company is*amember of the group; and

(b) the life insurance company owns, either directly or indirectly,
“membership interests in the entity; and

(c) had the entity not been a subsidiary member of the group,
either:

(i) some, but not all, of those membership interests would
be*virtual PST assets of the life insurance company; or
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(i) some, but not all, of those membership interests would
be”segregated exempt assets of the life insurance
company.

713-515 Modification of cost setting rules

(1) If an entity that becomes subsidiary member of ‘@onsolidated
group at a time (thining time) is a’*life insurance company,
these assets are retained cost base assets

(a) a’virtual PST asset, or'aegregated exempt asset, of the
company; and

(b) another asset of the company that is held by the company for
the purpose of discharging its liabilities under thet
investment component of ordinary life insurance policies
(except policies that provide f&participating benefits or
*discretionary benefits und@ife insurance business carried
on in Australia); and

(c) for a life insurance company that has demutualised under
Division 9AA of Part Il of thelncome Tax Assessment Act
1936 where, in the period starting just after the company
demutualises and ending at the joining time, all of the
*membership interests in the company were owned by the
same group—a goodwill asset of the company.

(2) If the'retained cost base asset is covered by paragraph (1)(a) or
(b), its*tax cost setting amount is:
(a) for the purposes of working out the tax cost setting amounts
for reset cost base assets (see section 705-35)—the asset’s
*transfer value just before the joining time; and

(b) for all other purposes—the asséterminating value.

(3) If the'retained cost base asset is covered by paragraph (1)(c), its
*tax cost setting amount is the embedded value (see subsection
121AM(1) of the Income Tax Assessment Act 1936) on the
applicable accounting day (see subsection 121AM(3) of that Act)
of the”life insurance company concerned reduced by the net value
of shareholders’ assets held by the company on that day.

(4) The net investment component of ordinary life insurance policies
is the component dfife insurance policies (excefexempt life
insurance policies aridirtual PST life insurance policies) that:
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(a) is the component in respect of the part of those policies that
has not been reinsured undécantract of reinsurance; and

(b) is not thé net risk component of those policies.
713-520 Valuing certain liabilities

(1) Despite section 705-70, if the joining entity mentioned in step 2 in
the table in section 705-60 iSlde insurance company, the joining
entity’s liabilities mentioned in this section are to be valued as
mentioned in this section.

(2) The value of the joining entity*sirtual PST liabilities (if any) is
the amount worked out under section 320-190 at the joining time.

(3) The value of the joining entity*®xempt life insurance policy
liabilities (if any) is the amount worked out under section 320-245
at the joining time.

(4) Subsection (5) applies to a liability of the joining entity if:
(a) the liability is under thénet risk component of "dife
insurance policy; and
(b) the joining entity could deduct under section 320-80 an
amount for thérisk component of claims paid under the
policy had it not becomeanember of théconsolidated
group.

(5) The value of that liability is theurrent termination value of the
*net risk component of tHdife insurance policy at the joining time
(calculated by afactuary).

(6) The value of the joining entity’s liabilities under tmet
investment component of ordinary life insurance policies is the
amount worked out for those liabilities under subsection
320-190(2) as if those liabilities wergirtual PST liabilities.

713-525 Obligation to value virtual PST assets and segregated
exempt assets

Division 320 has effect as if:

(a) the joining time when dife insurance company becomes a
*subsidiary member of ‘@onsolidated group; and
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(b) the time (the leaving timevhen a life insurance company
ceases to be a subsidiary member of a consolidated group;

were a valuation time for the purposes of sections 320-175 and
320-230.

Note: This means that:

«the company must value its virtual PST assets
under section 320-175 (with the consequences set out in
section 320-180), and its segregated exempt assets under
section 320-230 (with the consequences set out in
section 320-235), as at the joining time; and

«the head company must value the life
insurance company’s virtual PST assets and its segregated
exempt assets as at the leaving time.

713-530 Certain amounts transferred to leaving entity

(1) This section operates if:
(a) a’life insurance company ceases to be a subsidiary member
of a*consolidated group in an income year; and
(b) at the leaving time, no other member of the group is a life
insurance company that hadvatual PST; and
(c) either:
(i) atthe leaving time, ththead company of the group has
a”net capital loss frorfvirtual PST assets; or
(i) the head company has an amount referred to in
subsection 320-205(2) as a difference that it could not
apply to reduce anyirtual PST component of the
*complying superannuation class of the company’s
taxable income for the income year in which the leaving
time occurred.

(2) The*net capital loss, or the difference, becomes that dfifiee
insurance company just after the leaving time.

[The next Division is Division 715.]
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Part 2—Consequential amendments

Income Tax Assessment Act 1997

2 At the end of subsection 320-175(1)
Add:

Note: The time when a life insurance company joins or leaves a consolidated
group is also a valuation time: see section 713-525.

3 At the end of subsection 320-230(1)
Add:

Note: The time when a life insurance company joins or leaves a consolidated
group is also a valuation time: see section 713-525.

4 At the end of section 701-60
Add:

Note: The tax cost setting amount of certain assets of a life insurance
company is worked out under Subdivision 713-L.

5 At the end of section 703-20
Add:

Note: A subsidiary of a life insurance company cannot be a member of a
consolidated group or consolidatable group in certain circumstances:
see section 713-510.
6 At the end of subsection 705-25(5)
Add:

Note: There are some additional retained cost base assets for a joining entity
that is a life insurance company: see Subdivision 713-L. The tax cost
setting amount for those assets is worked out under that Subdivision.

7 At the end of subsection 705-70(1)
Add:

Note: Certain liabilities of a life insurance company are worked out under
Subdivision 713-L: see section 713-520.
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8 Subsection 995-1(1)
Insert:

net investment component of ordinary life insurance polictess
the meaning given by subsection 713-515(4).

9 Subsection 995-1(1) (definition of retained cost base asset)
After “705-25(5)", insert “and 713-515(1)".
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Part 3—Transitional provisions

Income Tax (Transitional Provisions) Act 1997

10 After Division 707
Insert:

Division 713—Rules for particular kinds of entities

Table of Subdivisions

713-L  Transitional relief for certain transactions relating to
life insurance companies

Subdivision 713-L—Transitional relief for certain transactions
relating to life insurance companies

Table of sections

713-500 Object of Subdivision

713-505 When this Subdivision applies (first case)
713-510 When this Subdivision applies (second case)
713-515 Entities must choose the relief

713-520 Conditions

713-525 Time of transfer

713-530 What the relief is

713-535 Subsequent consequences

713-540 Requirement to notify happening of new event
713-545 Discount capital gain in certain cases

713-500 Object of Subdivision

The object of this Subdivision is to give an opportunity to a group
of entities that includes a life insurance company to rearrange the
assets of the group for the purposes of one or more of them
becoming members of a consolidated group in a way that does not
attract any immediate taxation consequences.
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713-505 When this Subdivision applies (first case)

(1) This Subdivision provides for a deferral of the taxation
consequences that would occur because of an event (the deferral
even) happening involving an entity (the originating enjignd
another entity (the recipient entjtyf:

(a) the event occurs in connection with a life insurance company
(themember life insurance compafyecoming a member
of a consolidated group; and

(b) the relevant conditions in section 713-520 are met.

(2) If the originating entity is a company, the deferral event referred to
in subsection (1) is a CGT event referred to in subsection (4)
happening to a CGT asset (the original apsétere, apart from
this Subdivision, the happening of the event would have resulted
in:

(&) an amount (other than a capital gain) being included in the
originating entity’s assessable income; or

(b) the originating entity making a capital gain.

(3) If the originating entity is a trust, the deferral event referred to in
subsection (1) is a CGT event referred to in subsection (4)
happening to a CGT asset (also thiginal asse} where, apart
from this Subdivision, the happening of the event would have
resulted in:

(a) an amount (other than a capital gain) being included in the
net income of the trust; or

(b) the trustee making a capital gain.

(4) The CGT events are:
(@) CGT events Al, B1, D1, D2, D3, E2, F1 and F2; and

(b) CGT event C2, but only if the CGT asset that ends is a unit in
a unit trust that is replaced by an equivalent membership
interest (the replacement intergd& a company or in another

trust.

713-510 When this Subdivision applies (second case)

(1) This Subdivision also provides for a deferral of the taxation
consequences that would occur if:
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(a) alife insurance company transfers an asset (also the original
asse} to its virtual PST or from its virtual PST where, apart
from this Subdivision, section 320-200 of the Income Tax
Assessment Act 1997 would apply to the transfer; or

(b) a life insurance company transfers an asset (also the original
asse} to its segregated exempt assets where, apart from this
Subdivision, section 320-255 of thecome Tax Assessment
Act 1997 would apply to the transfer;

where the transfer (also theferral eventis made in connection
with the life insurance company (also thember life insurance
company becoming a member of a consolidated group.

(2) The relevant conditions in section 713-520 must be met.

713-515 Entities must choose the relief

(1) This Subdivision applies only if the originating entity (for a
section 713-505 case) or the life insurance company (for a
section 713-510 case) chooses that it apply.

(2) The choice must be made:

(a) by the day the originating entity or the life insurance
company, or the head company of the consolidated group of
which it is a member, lodges its income tax return for the
income year in which the deferral event happened; or

(b) within a further time allowed by the Commissioner.

713-520 Conditions

(1) For a section 713-505 case:
(a) the originating entity must be:
() alife insurance company that has virtual PST assets or

segregated exempt assets and that is a member of a
consolidatable group; or

(i) an entity that is unable to be a member of the same
consolidatable group as a life insurance company
because of section 713-510 of the Income Tax
Assessment Act 199ar
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(iif) an entity that is, directly or indirectly, a subsidiary of a
life insurance company and is a member of the same
consolidated group as the life insurance company; and
(b) the originating entity and the recipient entity must be
members of the same consolidatable group or consolidated
group or, if they are not, they would have been apart from
section 713-510 of the Income Tax Assessment Act 1997; and

(c) any asset transferred by the originating entity must be
transferred to the recipient entity at its transfer value.

(2) For both a section 713-505 case and a section 713-510 case:

(a) the total transfer values of the virtual PST assets of the
member life insurance company just before a transfer of
assets to which this Subdivision applies must be the same as
the total transfer values of those assets just after the transfer;
and

(b) the total transfer values of the segregated exempt assets of
the member life insurance company just before a transfer of
assets to which this Subdivision applies must be the same as
the total transfer values of those assets just after the transfer.

(3) Any transfer of an asset under the deferral event must happen on or
before the later of:
(&) 30 June 2004; and
(b) if the head company of the consolidated group of which the
member life insurance company is a member has a
substituted accounting period—the end of the head
company’s income year in which 30 June 2004 occurs.

713-525 Time of transfer

This Act, and the Income Tax Assessment Act 1997, apply to the
transfer of an asset to which this Subdivision applies as if the asset
had been transferred just before the member life insurance
company became a member of the consolidated group.

713-530 What the relief is

(1) For a section 713-505 case:
(a) if the originating entity is a company:
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(i) any amount (other than a capital gain) that would have
been included in the originating entity’s assessable
income (the deferred amounés a result of the deferral
event is not so included; and

(i) any capital gain (the deferred gaithat the originating
entity would have made as a result of the deferral event
is disregarded; and

(b) if the originating entity is a trust:

() any amount (other than a capital gain) that would have
been included in the member life insurance company’s
assessable income (also the deferred amoamt result
of the deferral event is not so included; and

(i) any capital gain (also the deferred gpthat the
member life insurance company would have made as a
result of the deferral event is disregarded.

(2) For a section 713-510 case:

(a) any amount that would have been included in the member
life insurance company’s assessable income (also the
deferred amountunder paragraph 320-15(e) or (g) of the
Income Tax Assessment Act 1997 as a result of the deferral
event is not so included; and

(b) any capital gain (also the deferred gdinat the member life
insurance company would have made as a result of the
deferral event is disregarded.

713-535 Subsequent consequences

(1) This section operates if, after the deferral event happens, another
event (the new evephappens where the new event is:

(a) a CGT event happening to:
() the original asset; or

(ii) if the deferral event was CGT event C2—the
replacement asset; or
(b) the recipient entity ceasing to be a member of the
consolidated group of which the member life insurance
company is a member; or

(c) if the recipient entity is a life insurance company:
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(i) the original asset being transferred to or from the
company'’s virtual PST under section 320-180, 320-185
or 320-195 of théncome Tax Assessment Act 1997; or

(if) the original asset being transferred to or from the
company’s segregated exempt assets under
section 320-235, 320-240 or 320-250 of that Act; or
(d) if the originating entity is a company—the originating entity
ceasing to exist.

(2) For a section 713-505 case where the originating entity is a
company:
(a) the originating entity must include the deferred amount in its
assessable income for the income year in which the new
event happens; or

(b) the originating entity is taken, just before the new event
happened, to have made a capital gain equal to the deferred
gain.

Note: If the originating entity is a subsidiary member of a consolidated

group, the head company of the group will have the amount included
in its assessable income or will make the capital gain.

(3) For a section 713-505 case where the originating entity is a trust:

(@) the member life insurance company must include the
deferred amount in its assessable income for the income year
in which the new event happens; or

(b) the member life insurance company is taken, just before the
new event happened, to have made a capital gain equal to the
deferred gain.

(4) For a section 713-505 case where the originating entity is a life
insurance company or a trust and the deferred amount or the
deferred gain relates to an asset that was a virtual PST asset at the
time when the deferral event happened, an amount equal to the
deferred amount or deferred gain is taken to be an amount of
assessable income to which subsection 320-205(3) of the Income
Tax Assessment Act 1997 applies for the relevant entity.

(5) For a section 713-510 case:
(@) the member life insurance company must include the
deferred amount in its assessable income for the income year
in which the new event happens; or
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(b) the member life insurance company is taken, just before the
new event happened, to have made a capital gain equal to the
deferred gain.

(6) In addition, if the deferral event involved the transfer of assets
from the member life insurance company’s virtual PST, an amount
equal to the deferred amount or deferred gain is taken to be an
amount of assessable income to which subsection 320-205(3) of
thelncome Tax Assessment Act 1997 applies for the relevant entity.

713-540 Requirement to notify happening of new event

(1) For a section 713-505 case, the recipient entity must, if it is not a
member of the same consolidated group as the originating entity
when the new event happens, notify the originating entity in the
approved form of the happening of the new event within 60 days
after the new event happens.

(2) Subsection (1) does not apply if the new event is the originating
entity ceasing to exist.

713-545 Discount capital gain in certain cases

The Income Tax Assessment Act 1997 applies as if the capital gain
referred to in paragraph 713-535(2)(b), (3)(b) or (5)(b) were a
discount capital gain if:
(a) the asset to which the deferral event happened is a virtual
PST asset; and
(b) the asset was acquired less than 12 months before the deferral
event happened; and
(c) the new event happens at least 12 months after the asset was
acquired.

Taxation Administration Act 1953

11 At the end of section 286-75 of Schedule 1
Add:

(4) You are also liable to an administrative penalty if:
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(a) you are required under section 713-540 of the Income Tax
(Transitional Provisions) Act 1997 to notify another entity of
the happening of an event by a particular day; and

(b) you do not notify the other entity of the happening of that
event by that day.

12 At the end of subsection 286-80(2) of Schedule 1

Add:

; or (c) for failing to notify the happening of an event as mentioned
in subsection 286-75(4)—1 penalty unit for each period of 28
days or part of a period of 28 days starting on the day when
the notification is due and ending when you notify the
happening of the event (up to a maximum of 5 penalty units).
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Schedule 7—Consolidation: interactions
between Consolidation rules and other
rules

Part 1—New Division 715 inserted in the Income Tax
Assessment Act 1997

1 After Division 713
Insert:

Division 715—Interactions between this Part and other
areas of the income tax law

Table of Subdivisions
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715-A Treatment of unrealised losses existing when
ownership or control of a company changes before or
during consolidation

715-B How Subdivision 165-CD applies to consolidated
groups and leaving entities

715-C  Common rules for the purposes of Subdivisions 715-A
and 715-B

715-D Treatment of company’s deferred losses under
Subdivision 170-D on joining a consolidated group

715-G  How value shifting rules apply to a consolidated group

715-H Cancelling loss on realisation event for direct or
indirect interest in a subsidiary member of a
consolidated group

Subdivision 715-A—Treatment of unrealised losses existing
when ownership or control of a company changes
before or during consolidation

Table of sections

Object
715-15  Object of this Subdivision

Effect on Subdivision 165-CC of a company becoming a member of
a consolidated group

715-25  Subdivision 165-CC stops applying to earlier changeover time
715-30  Meaning 0165-CC tagged asset
715-35  Meaning ofinal RUNL

165-CC tagged assets that affect tax cost setting amounts

715-50  Step 1 amount is reduced if membership interest in subsidiary member is
165-CC tagged asset and same business test is failed

715-55  Step 2 amount is affected if liability of subsidiary member is 165-CC
tagged asset of another group member and same business test is failed
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165-CC tagged assets that form loss denial pools of head company
when consolidated group is formed

715-60  Assets that the head company already owns
715-70  Assets of subsidiary member that become those of head company

How Subdivision 165-CC applies to consolidated groups

715-75  Extension of single entity rule and entry history rule

Effect on Subdivision 165-CC of entity leaving consolidated group

715-80  Application of sections 715-85 to 715-110
715-85  First changeover time for leaving company at or after leaving time

715-90 How same business test applies if leaving time is changeover time for
leaving company

715-95  If ownership and control of leaving entity hae¢ changed since head
company’s last changeover time

715-100 First choice: adjustable values of leaving assets reduced to nil

715-105 Second choice: head company’s final RUNL applied in reducing adjustable
values of leaving assets that are loss assets

715-110 Third choice: loss denial pool of leaving entity created

Effect of assets in loss denial pool of head company becoming
assets of leaving entity

715-120 What happens
715-125 First choice: adjustable values of leaving assets reduced to nil

715-130 Second choice: pool’s loss denial balance applied in reducing adjustable
values of leaving assets that are loss assets

715-135 Third choice: loss denial pool of leaving entity created
Effect of first and second choices on various kinds of assets

715-145 Effect of choice on adjustable value of leaving asset

General provisions about loss denial pools

715-155 When asset leaves pool
715-160 How loss denial balance is applied to losses realised on assets in pool
715-165 When pool ceases to exist

Choices under this Subdivision

715-175 When choice must be made
715-180 Head company to notify leaving entity of choice

715-185 Leaving entity may choose to cancel loss denial pool by reducing adjustable
values of assets in the pool
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Object

715-15 Object of this Subdivision

(1) The object of this Subdivision is to give effect to the purposes of
Subdivision 165-CC (about change of ownership or control of a
company that has an unrealised net loss) in these cases:

(a) on formation of aconsolidated group, € GT asset held
directly by the"head company is affected by that
Subdivision, and thésame business test is failed;

(b) on an entity becoming*aubsidiary member of a
consolidated group, an asset consisting of:

(i) a"membership interest that member of the group
(including a chosen transitional entity under
Division 701 of the Income Tax (Transitional
Provisions) Act 1997) holds in the entity; or

(i) a liability that the entity owes to such a member;

is affected by that Subdivision, and the same business test is
failed;

(c) on a company becoming a subsidiary member:

() a CGT asset of the company that becomes an asset of
the head company is affected by that Subdivision; and

(i) because the company is a chosen transitional entity, the
asset does not have its tax cost reset; and

(iif) the same business test is failed,;

(d) on an entity ceasing to be a subsidiary member, a CGT asset
of the head company that becomes an asset of the entity is
affected by that Subdivision, and the same business test is
failed.

Note: Subdivision 165-CC also affects an entity that has deferred losses
under Subdivision 170-D on assets that it formerly owned.

Subdivision 715-D gives effect to the purposes of Subdivision 165-CC
if such an entity becomes a member of a consolidated group.

(2) This Subdivision achieves its object by supplementing and
modifying the application of Subdivision 165-CC to take account
of how the rest of this Part tredteembers of &consolidated
group (in particular the provisions about entities becoming or
ceasing to be members).
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[The next section is section 715-25.]

Effect on Subdivision 165-CC of a company becoming a
member of a consolidated group

715-25 Subdivision 165-CC stops applying to earlier changeover
time

(1) At and after the time (theembership timgwhen a company
becomes &member of dconsolidated group, Subdivision 165-CC
does not apply to the company in relation ttcchangeover time
that happened before the membership time, except for the purposes
of section 715-30 (which defines 165-CC tagged asset

Note 1: Subdivision 165-CC is about change of ownership or control of a
company that has an unrealised net loss.

Note 2: If the company has 165-CC tagged assets at the membership time,
there are further consequences under this Subdivision and
Subdivision 715-D.

Also, Subdivision 165-CC can apply to the head company of the
group in relation to a changeover time that happens for it at or after
the membership time. See section 715-75.

(2) Subsection (1) continues to have effect even if the company later
stops being &member of the group.

715-30 Meaning of 165-CC tagged asset

A"CGT asset is 465-CC tagged assetf a company at a
particular time if, and only if:
(a) that time is at or after the most recaftangeover time (if
any) for the company; and
(b) at that changeover time, the company had an unrealised net
loss under section 165-115E; and
(c) the asset is covered by subsection 165-115A(1A) as applying
to that changeover time; and
(d) the company would not, at that changeover time, satisfy the
maximum net asset value test under section 152-15; and
(e) if the company has chosen under subsection 165-115A(1B)
in relation to that changeover time—the compaagquired
the asset for $10,000 or more.
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715-35 Meaning of final RUNL

A company’s final RUNL &a particular time (the test timis the
amount that would have been the compafrgsidual unrealised
net loss at the time of:

(a) if no event that subsection 165-115BB(2) refers to as a
relevant event actually happens at the test time—a notional
event of that kind happening at the test time; or

(b) otherwise—a notional event of that kind that happens at the
test time, and that the company determines under paragraph
165-115BB(1)(b) to have happened latiean each event that
actually happened at that time.

Note: This Subdivision reduces a company’s final RUNL as amounts of it
are applied for various purposes.

[The next section is section 715-50.]

165-CC tagged assets that affect tax cost setting amounts

715-50 Step 1 amount is reduced if membership interest in
subsidiary member is 165-CC tagged asset and same
business test is failed

(1) The amount taken into account under subsection 705-65(1) (about
the cost of membership interests in the joining entity) for a
*membership interest that member of the joined group holds in
the joining entity at the joining time is reduced if:

(a) apart from this section, the amount would be the membership
interest’s'reduced cost base (if appropriate, as modified by a
later provision of section 705-65); and

(b) the membership interest is at that tinie@5-CC tagged
asset of that member, and that member owned it at the
*changeover time for that member; and

(c) that member’sfinal RUNL just before the joining time was
greater than nil; and

(d) that member doewt satisfy the'same business test for:

() the period (the same business test périashsisting of
the"head company'&rial year; and

(i) the time (the test timgust before théchangeover time.
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(2) If at the joining time thdimember holds:
(a) 2 or'more membership interests in the joining entity; or
(b) at least one membership interest in the joining entity, and at
least one membership interest in another member of the
joined group;
this section applies to each such membership interest in whichever
order that member determines.

Amount of reduction

(3) The amount taken into account under subsection 705-65(1) is
reduced to thémembership interest’snarket value at the joining
time.

(4) However, if that member'sinal RUNL (as reduced by any
previous reductions under this section) is less than the difference
between:

(a) the'reduced cost base referred to in paragraph (1)(a); and
(b) the*market value referred to in subsection (3);
the amount taken into account under subsection 705-65(1) is
instead reduced by that final RUNL.

(5) That'final RUNL is reduced by the amount of the reduction under
subsection (3) or (4).

Rights and options to acquire membership interests

(6) Subsection 705-65(6) (which treats rights and options as
membership interests) also applies for the purposes of this section.

715-55 Step 2 amount is affected if liability of subsidiary member is
165-CC tagged asset of another group member and same
business test is failed

(1) The amount (theomparison amourit applicable under the table in
subsection 705-75(2) (about reduction of the step 2 amount) for an
accounting liability of the joining entity that is owed tbnaember
of the joined group at the joining time is reduced if:

(a) apart from this section, the comparison amount would be the
“reduced cost base (if appropriate, as modified by a later
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provision of section 705-75) of the asset of that member that
Is constituted by the accounting liability; and

(b) the asset is at that timé 65-CC tagged asset of that
member, and that member owned it at’ttleangeover time;
and

(c) that member'sfinal RUNL just before the joining time (as
reduced by any reductions under section 715-50) was greater
than nil; and

(d) that member doewot satisfy the'same business test for:

(i) the period (the same business test permahsisting of
the*head company&rial year; and

(i) the time (the test timgust before théchangeover time.

Note: Paragraph (1)(c) has the effect that if both this section and
section 715-50 apply to the same member of the joined group,
section 715-50 is applied before this section.

(2) If at the joining time thdimember holds:
(a) 2 or'more assets constituted by accounting liabilities of the
joining entity; or
(b) at least one asset constituted by an accounting liability of the

joining entity, and at least one asset constituted by an
accounting liability of another member of the group;

this section applies to each such asset in whichever order that
member determines.

Amount of reduction

(3) The comparison amount is reduced to the asse#isket value at
the joining time.

(4) However, if that memberdinal RUNL (as reduced by any
previous reductions under section 715-50 or this section) is less
than the difference between:

(a) the‘reduced cost base referred to in paragraph (1)(a); and
(b) the asset’smarket value at the joining time;
the comparison amount is instead reduced by that final RUNL.

(5) That'final RUNL is reduced by the amount of the reduction under
subsection (3) or (4).
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165-CC tagged assets that form loss denial pools of head
company when consolidated group is formed

715-60 Assets that the head company already owns

(1) Atthe time (théormation timé when & consolidated group
comes into existence under paragraph 703-5(1)(a), a loss denial
pool of the*head company is created if:

(a) the formation time is n@at*changeover time for the head
company; and
(b) at the formation time, the head company owiS@T asset:
(i) thatis a"165-CC tagged asset of the head company at
that time; and
(i) that it owned at théchangeover time; and
(iii) that is not @ membership interest in“anember of the
group; and
(iv) thatis not a right or option (including a contingent right
or option), created or issued by a member of the group,
to acquire such a membership interest; and
(v) thatis not constituted by a liability owed to the head
company by a member of the group;
or 2 or more such assets; and
(c) the head company’final RUNL just before the formation
time (as reduced by any reductions under section 715-50 or
715-55) was greater than nil; and

(d) the head company domst satisfy the same business test
for:

(i) the period (the same business test periashsisting of
the head company’srial year; and

(i) the time (the test timgust before théchangeover time.

Note: Paragraph (1)(c) has the effect that if the head company has 165-CC
tagged assets that are affected by section 715-50 or 715-55 (because
they are membership interests in, or accounting liabilities owed by,
another group member), those sections are applied before this section.

(2) When it is created, the pool consists of the one or hEa

assets referred to in paragraph (1)(b), and its loss denial baiance
equal to théfinal RUNL referred to in paragraph (1)(c).
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Note 1: The pool is distinct from any other loss denial pool of the head
company, for example, one created at the formation time under
section 715-70.

Note 2: 170-D deferred losses on 165-CC tagged assets of the head company
may be added to the pool by subsection 715-355(1).

[The next section is section 715-70.]

715-70 Assets of subsidiary member that become those of head
company

(1) Atthe time (thdormation tim@ when an entity becomes a
*subsidiary member of ‘@onsolidated group, lass denial poobf
the"head company of the group is created if:

(a) the formation time is nat"changeover time for the head
company; and

(b) the entity is a chosen transitional entity under Division 701 of
thelncome Tax (Transitional Provisions) Act 1997; and

(c) subsection (2) or (4) of this section is satisfied.

Note 1: If the entity is a chosen transitional entity, section 701-15 of the
Income Tax (Transitional Provisions) Act 19&&vents:

. section 701-10 (cost to head company of assets that
entity brings into group); and
. subsection 701-35(4) (setting value of trading stock at

tax-neutral amount);

of this Act from applying to the entity’s assets in relation to the
formation time.

Note 2: The pool is distinct from any other loss denial pool of the head
company, for example, one created under this section because another
entity becomes a subsidiary member of the group at the formation
time.

Joining entity has 165-CC tagged assets

(2) This subsection is satisfied if:
(a) a"CGT asset of the entity, or each of 2 or more CGT assets
of the entity:
(i) is a"165-CC tagged asset of the entity at the formation
time; and
(i) was owned by the entity at thehangeover time; and
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(iii) is not a*membership interest in*anember of the group;
and
(iv) is not a right or option (including a contingent right or
option), created or issued by a member of the group, to
acquire such a membership interest; and
(v) is not constituted by a liability owed to the entity by a
member of the group at the formation time; and
(b) the entity’s' final RUNL just before the formation time (as
reduced by any reductions under section 715-50 or 715-55)
was greater than nil; and
(c) the entity doesotsatisfy the'same business test for:

() the period (the same business test périashsisting of
the entity’s*trial year; and
(i) the time (the test timgust before théchangeover time.
Note: Paragraph (2)(b) has the effect that if the entity has 165-CC tagged
assets that are affected by section 715-50 or 715-55 (because they are

membership interests in, or accounting liabilities owed by, another
group member), those sections are applied before this section.

(3) When it is created because of subsection (2), the pool consists of
the one or moréCGT assets referred to in paragraph (2)(a), and its
loss denial balancés equal to théfinal RUNL referred to in
paragraph (2)(b).

Note: 170-D deferred losses on 165-CC tagged assets of the head company
may be added to the pool by subsection 715-355(2).

Entity has loss denial pool

(4) This subsection is satisfied if, just before the formation time, the
entity had dloss denial pool.

(5) When it is created because of subsection (4)htsad company’s
loss denial pool:

(a) consists of the one or mA@GT assets of which the entity’s
loss*denial pool consisted; and

(b) has doss denial balancequal to théloss denial balance of
the entity’s loss denial pool;

just before the formation time.
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How Subdivision 165-CC applies to consolidated groups

715-75 Extension of single entity rule and entry history rule

(1) Subsection 701-1(1) (Single entity rule) and section 701-5 (Entry
history rule) also have effect for all the purposes of
Subdivision 165-CC (about change of ownership or control of a
company that has an unrealised net loss).

Note:

One consequence of this is that the head company is the only member
of a consolidated group that can have a changeover time and be
subject to consequences under Subdivision 165-CC. The head
company is treated as owning all CGT assets owned by group
members, and as making relevant losses.

(2) This section is not intended to limit the effect that subsection
701-1(1) and section 701-5 have apart from this section.

Effect on Subdivision 165-CC of entity leaving consolidated

group

715-80 Application of sections 715-85 to 715-110

Sections 715-85 to 715-110 apply if, at a particular time (the
leaving tim@, an entity (the leaving entifyceases to be a
*subsidiary member of ‘@onsolidated group.

Note 1:

Note 2:

If a changeover time happened to the head company at or after the
group came into existence and before the leaving time,

Subdivision 165-CC doeawot apply to the head company at and after
the leaving time, in respect of assets that leave with the leaving entity,
in relation to the changeover time.

This is because the head company can no longer make a capital loss,
or become entitled to a deduction, in respect of a CGT event
happening to any of those assets.

If, just before the leaving time, the head company had a loss denial
pool, see section 715-120.

715-85 First changeover time for leaving company at or after leaving

time

If the leaving entity is a company, its fifshangeover time at or
after the leaving time is determined:
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(a) on the basis that the reference time under subsection
165-115A(2A) is the one that would be used in determining
whether the leaving time was a changeover time for the head

companyand
(b) making the additional assumptions in section 715-290.
If the leaving entity is a trust, it cannot have a changeover time

(because Subdivision 165-CC applies only to companies), so
section 715-95 applies to it instead: see subsection 715-95(2).

Note:

715-90 How same business test applies if leaving time is changeover
time for leaving company

(1) This section applies if:
(a) the leaving entity is a company; and
(b) the leaving time is a@hangeover time for the leaving entity.

(2) The continuity period referred to in subsection 165-115B(3), as
applying to the leaving time as ehangeover time for the leaving
entity, is taken to have ended just afteat time.

Note: This ensures that the same business test is applied to the business that
the leaving entity carries on at the leaving time: see subsection

165-13(3).

715-95 If ownership and control of leaving entity have nathanged
since head company’s last changeover time

(1) This section applies if:
(a) the leaving entity is a company; and
(b) the leaving time isot a*changeover time for the leaving
entity; and
(c) just before the leaving time, theead company owned at
least onéCGT asset:
(i) that was d165-CC tagged asset just before the leaving
time; and
(i) that it owned at the latest changeover time for the head
company at or after the group came into existence and
before the leaving time; and

(d) at least one asset covered by paragraph (c) is an asset (a
leaving assétthat becomes an asset of the leaving entity at
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the leaving time because subsection 701-1(1) (Single entity
rule) ceases to apply to the entity; and

(e) the head company'final RUNL at the leaving time is
greater than nil.

(2) This section also applies if the leaving entity is a trust.

(3) If the*head company doemt satisfy the' same business test for:
(a) the period (the same business test périarting at the
earlier of:
() the time 12 months before the leaving time; and
(i) when the head company came into existence;
and ending just before the leaving time; and
(b) the time (the test timgust before théchangeover time;
the head company must make one of the choices for which
sections 715-100, 715-105 and 715-110 provide.

For provisions about making one of these choices,
see sections 715-175 to 715-185.

715-100 First choice: adjustable values of leaving assets reduced to
nil

The first choice is to reduce thadjustable value of each leaving
asset to nil. The choice has effect accordingly, just before the
leaving time. Théhead company'&inal RUNL is notreduced
because of it.

Note: The consequences of the choice are worked out under
section 715-145.

715-105 Second choice: head company'’s final RUNL applied in
reducing adjustable values of leaving assets that are loss
assets

(1) The second choice is to reduce under this secticradigstable
value of each leaving asset (a loss gdsetwhich the"head
company would have had a notional capital loss, or notional
revenue loss, under section 165-115F at the timd€#te¢imé just
before the leaving time if the test time had beéchangeover time
for the head company. The choice has effect accordingly.

82 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: interactions between Consolidation rules and other Salesdule 7
New Division 715 inserted in the Income Tax Assessment Act P87 1

Note: The consequences of the choice are worked out under this section and
section 715-145.

(2) If:
(a) 2 or more entities cease to*sabsidiary members of the
*consolidated group at the leaving time; and
(b) 2 or more of them make the second choice;

the choices have effect in whichever order*thead company
determines.

(3) This section applies to each of the loss assets in order, according to
their respectivéadjustable values (apart from this section) at the
test time: from largest to smallest. (If an asset has more than one
such adjustable value, use the greater or greatest of them.)

(4) At the test time, theadjustable value of the loss asset is reduced to
the asset'Smarket value at that time.

(5) However, if théhead company'&inal RUNL at the leaving time
(as reduced by any previous reductions under this section) is less
than the difference between:

(a) the*adjustable value of the loss asset (apart from this
section) at the test time; and

(b) the asset’smarket value at the test time;

the adjustable value is instead reduced at the test time by that final
RUNL.

(6) That*final RUNL is reduced by the amount of the reduction under
subsection (4) or (5). If 2 or more such reductions are made for the
same asset (because it has 2 or more different characters), that final
RUNL is reduced by the greater or greatest of the reductions.

715-110 Third choice: loss denial pool of leaving entity created

(1) The third choice can be made only if every asset covered by
paragraph 715-95(1)(c) is a leaving asset. The choice is to have a
loss denial poobf the leaving entity created at the leaving time,
consisting of every leaving asset. (To avoid doubt, the choice can
be made even if the leaving entity is not a company.)

(2) A choice under this section has effect accordingly. The pool is
distinct from any other loss denial pool of the leaving entity.
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(3) When the pool is created, its loss denial balasagual to the
*head company'&inal RUNL at the leaving time.

Note: If the head company makes this choice, the leaving entity can choose
to cancel the loss denial pool by reducing reduced cost bases of assets
in the pool: see section 715-185.

[The next section is section 715-120.]

Effect of assets in loss denial pool of head company becoming
assés of leaving entity

715-120 What happens

(1) This section applies if:

(a) at a particular time (the leaving tijnan entity (théeaving
entity) ceases to be*aubsidiary member of ‘@onsolidated
group; and

(b) just before the leaving time, thigead company had bss
denial pool; and

(c) atthe leaving time, at least of@GT asset (a leaving asyet
that was in the pool just before that time becomes a CGT
asset of the leaving entity because subsection 701-1(1)
(Single entity rule) ceases to apply to the entity;

(2) Each leaving asset leaves thss denial pool at the leaving time.

(3) If:
(a) the leaving entity is a company and the leaving timets
“changeover time for the leaving entity; or
(b) the leaving entity is a trust;
the*head company must make one of the choices for which
sections 715-125, 715-130 and 715-135 provide.

For provisions about making one of these choices,
see sections 715-175 to 715-185.

715-125 First choice: adjustable values of leaving assets reduced to
nil

The first choice is to reduce thadjustable value of each leaving
asset to nil. The choice has effect accordingly, just before the
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leaving time. Théloss denial balance of thibead company'doss
denial pool is notreduced because of it.

Note: The consequences of the choice are worked out under
section 715-145.

715-130 Second choice: pool’s loss denial balance applied in
reducing adjustable values of leaving assets that are loss
assets

(1) The second choice is to reduce under this secticradiigstable
value of each leaving asset (a loss gdsetwhich the'head
company would have had a notional capital loss, or notional
revenue loss, under section 165-115F at the timd€#te¢imé just
before the leaving time if the test time had beéchangeover time
for the head company. The choice has effect accordingly.

Note: The consequences of the choice are worked out under this section and
section 715-145.

(2) If:
(a) 2 or more entities cease to*ksabsidiary members of the
“consolidated group; and
(b) 2 or more of them make the second choice;
the choices have effect in the same order as the entities cease being
subsidiary members. If 2 or more of the entities ceased at the same

time, their choices have effect in whichever order Head
company determines.

(3) This section applies to each of the loss assets in order, according to
their respectivéadjustable values (apart from this section) at the
test time: from largest to smallest. (If an asset has more than one
such adjustable value, use the greater or greatest of them.)

(4) At the test time, theadjustable value of the loss asset is reduced to
the asset'Smarket value at that time.

(5) However, if théloss denial balance (as reduced by any previous
reductions under this section or section 715-160) ofttead
company’s‘loss denial podk less than the difference between:

(a) the*adjustable value of the loss asset (apart from this
section) at the test time; and

(b) the asset’smarket value at the test time;
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the adjustable value is instead reduced at the test time by that loss
denial balance.

(6) That'loss denial balance is reduced at the leaving time by the
amount of the reduction under subsection (3) or (4). If 2 or more
such reductions are made for the same asset (because it has 2 or
more different characters), that loss denial balance is reduced by
the greater or greatest of the reductions.

715-135 Third choice: loss denial pool of leaving entity created

(1) The third choice can be made only if every asset that was in the
*loss denial pool just before the leaving time is a leaving asset. The
choice is to have Bpss denial poobf the leaving entity created at
the leaving time, consisting of every leaving asset. (To avoid
doubt, the choice can be made even if the leaving entity is not a
company.)

(2) A choice under this section has effect accordingly. The pool is
distinct from any other loss denial pool of the leaving entity.

(3) When the leaving entity’s loss denial pool is createdhsts denial
balanceequals the loss denial balance of the head company’s loss
denial pool (as reduced by any previous reductions under
section 715-130 or 715-160).

Note: If the head company makes this choice, the leaving entity can choose
to cancel the loss denial pool by reducing reduced cost bases of assets
in the pool: see section 715-185.

(4) The head company’foss denial pool ceases to exist when the
leaving entity’s loss denial pool is created.

[The next section is section 715-145.]

Effect of first and second choices on various kinds of assets

715-145 Effect of choice on adjustable value of leaving asset

(1) This section has effect for the purposes of determining the
consequences of a choice under any of sections 715-100, 715-105,
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715-125, 715-130 and 715-185 (the choice provigidmsa
leaving asset.

(2) The asset’s adjustable valaethe time (théest timg just before
the leaving time is worked out under this table. (If the asset is
covered by 2 or more items, there are consequences for it under the
choice provisions and this section in respect of each of the items.)

Adjustable valueat the test time

ltem If: Its adjustable valuas:
1 the asset is &CGT asset its “reduced cost base
2 the asset is an item Gfading stock its "cost

of the *head company at the test
time, and became part of theead
company’s‘trading stock in the
income year (théest yeay in which
the test time occurs

3 the asset is an item fading stock its"cost
of the "head company at the test
time, item 2 does not apply, and at
the end of the last income year
before the test year, the item was
*valued at its cost

4 the asset is an item dfading stock its *value as trading stock of the
of the"head company at the test  head company on hand at the start of
time and neither of items 2 and 3  the income year in which the test

applies time occurs
5 the asset is &depreciating asset worked out under section 40-85
6 the asset is frevenue asset the total of the amounts that would

be subtracted from the gross
disposal proceeds in calculating any
profit or loss on disposal of the asset
by the head company

(3) If any of the choice provisions reduces at the test time the asset’s
*adjustable value, the thing identified for the asset under the table
in subsection (2) of this section is reduced by the same amount.

(4) Subsection (3) has effect for the purposes of working out under
section 711-30 théhead company’&erminating value for the
asset at the leaving time.
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[The next section is section 715-155.]

General provisions about loss denial pools

715-155 When asset leaves pool

A”CGT asset leaves'ss denial pool:

(a) just after drealisation event happens to the asset, unless the
realisation event is the ending of an income year (in the case
of an item of'trading stock); or

(b) as mentioned in subsection 715-120(2) (when it becomes an
asset of the leaving entity).

715-160 How loss denial balance is applied to losses realised on
assets in pool

(1) If, apart from this section, a loss would*bealised for income tax
purposes by arealisation event that happens a6 T asset when
itis in a"loss denial pool of an entity, the loss is reduced by the
lesser of:

(a) the amount of the loss; and

(b) the pool's’loss denial balance (as reduced by any previous
reductions under section 715-130 or this subsection);

and the loss denial balance is reduced by the same amount.

(2) Subsection (1) applies tealisation events in the order in which
they happen. If 2 or more happen at the same time, it applies to
them in whichever order the entity determines.

(3) Subsection (1) reduceslass denial balance after section 715-130
does, unless thérealisation event happens beftie leaving time
referred to in that section.

715-165 When pool ceases to exist

(1) A*loss denial pool of a company ceases to exist when there is a
*changeover time for the company.
Note: The CGT assets in the pool then become subject to the application of

Subdivision 165-CC (about change of ownership or control of a
company that has an unrealised net loss).
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(2) A*loss denial pool of any entity ceases to exist:
(a) when there are i€GT assets, and ria70-D deferred
losses, in the pool; or
(b) just after théloss denial balance becomes nil; or
(c) when the entity becomessubsidiary member of a
*consolidated group; or
(d) as mentioned in subsection 715-135(4).

[The next section is section 715-175.]

Choices under this Subdivision

715-175 When choice must be made

(1) A choice under section 715-95 or 715-120 must be made within 6
months after the leaving time, or within a further period allowed by
the Commissioner.

(2) After that 6 months, or that further period, the head company is
taken to have made the first choice under section 715-100 or
715-125 unless it is established that the head company made a
different choice within that 6 months or further period.

715-180 Head company to notify leaving entity of choice

(1) Within one month after making a choice under section 715-95 or
715-120, or within a further period allowed by the Commissioner,
the head company must give the leaving entity written notice of the
choice.

(2) If the choice is to havetoss denial pool of the leaving entity
created at the leaving time, the notice must also specify the pool’s
*loss denial balance at that time.

715-185 Leaving entity may choose to cancel loss denial pool by
reducing adjustable values of assets in the pool

(1) Within 6 months after ‘doss denial pool is created under
section 715-110 or 715-135, or within a further period allowed by
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the Commissioner, the leaving entity may choose to be treated as if
the*head company had instead made:

(a) the first choice under section 715-100 or 715-125; or
(b) the second choice under section 715-105 or 715-130;
as specified by the leaving entity in its choice.

(2) If the leaving entity makes a choice under subsection (1):

(a) the’loss denial pool ceases to exist just after the leaving
time; and

(b) at the leaving time, tHadjustable value of eaGT asset
in the pool is reduced to what it would have been at that time
if the head company had instead made the choice specified
by the leaving entity in its choice.

(3) The choice by the leaving entity does not affect how subsection
715-135(4) applies to tHbead company.

Note: This means that the head company’s loss denial pool still ceases to
exist.

Subdivision 715-B—How Subdivision 165-CD applies to
consolidated groups and leaving entities

Table of sections

How Subdivision 165-CD applies to consolidated groups

715-215 Extension of single entity rule and entry history rule
715-225 Working out adjusted unrealised loss using individual asset method

715-230 No reductions or other consequences for interests subject to loss
cancellation under Subdivision 715-H

How Subdivision 165-CD applies to leaving entity that is a
company

715-240 Application of sections 715-245 to 715-260

715-245 If ownership or control of leaving entity has altered since head company’s
last alteration time or formation of group

715-250 If head company has had an alteration time but ownership and control of
leaving entity have not altered since

715-255 Consequences if leaving entity is a loss company at the leaving time

715-260 If neither of sections 715-245 and 715-250 applies
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How Subdivision 165-CD applies to leaving entity that is a trust

715-270 Subdivision 165-CD applies

How Subdivision 165-CD applies to consolidated groups

715-215 Extension of single entity rule and entry history rule

(1) Subsection 701-1(1) (Single entity rule) and section 701-5 (Entry
history rule) also have effect for all the purposes of
Subdivision 165-CD (about reductions after alterations in
ownership or control of loss company).
Note: One consequence of this is that the head company is the only member
of a consolidated group that can have an alteration time and be subject
to reductions or other consequences under Subdivision 165-CD. The

head company is treated as owning all CGT assets owned by group
members, and as making relevant losses.

Another consequence is for working out who has a relevant equity
interest or relevant debt interest in a company that has an alteration
time at which it is a loss company but not a member of a consolidated
group. Interests in the loss company that are owned by subsidiary
members of the group are treated as being owned by the head
company.

(2) This section is not intended to limit the effect that subsection
701-1(1) and section 701-5 have apart from this section.

[The next section is section 715-225.]

715-225 Working out adjusted unrealised loss using individual asset
method

(1) For the purposes of:

(a) using théindividual asset method to work out whether the
*head company of ‘@onsolidated group has an adjusted
unrealised loss under section 165-115U atadteration time;
or

(b) working out under section 165-115W whether the head
company of a consolidated group has a trading stock
decrease at an alteration time;

step 1 of the method statement in subsection 165-115U(1), or step
2 of the method statement in subsection 165-115W(1), does not
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apply to an amount that was counted in respect 6fGI' asset at
an earlier time if:

(c) at the time (the joining tinjevhen an entity became a
*subsidiary member of the group, the asset became an asset
of the head company because of subsection 701-1(1) (Single
entity rule); and

(d) the earlier time is atalteration time that happened in respect
of the entity before the joining time;

unless the entity is a chosen transitional entity under Division 701
of the Income Tax (Transitional Provisions) Act 1997.

Note: If the joining entity is a chosen transitional entity, section 701-15 of
thelncome Tax (Transitional Provisions) Act 199&vents:

. section 701-10 (cost to head company of assets that
entity brings into group); and
. subsection 701-35(4) (setting value of trading stock at
tax-neutral amount);
of this Act from applying to the assets of the joining entity in relation
to the joining time.

If the joining entity isnota chosen transitional entity, it is assumed
that the process of resetting the tax costs of its assets will bring their
tax costs into closer alignment to their market values, and so remove
the need to consider unrealised losses on those assets that existed
before the joining time.

(2) This section has effect despite section 701-5 (Entry history rule).

715-230 No reductions or other consequences for interests subject to
loss cancellation under Subdivision 715-H

If section 715-610 reduces a loss that would otherwisechéised

for income tax purposes by @alisation event that happens to an
interest in, or a debt owed by, a company, sections 165-115ZA and
165-115ZB do not apply (and are taken never to have applied) to
the interest or debt, in relation to ‘aiteration time that happened

for the company during the ownership period referred to in
subsection 715-610(2).

Note 1: Section 715-610 is about cancelling a loss on a realisation event for a
direct or indirect interest in a subsidiary member of a consolidated

group.
Note 2: Sections 165-115ZA and 165-115ZB are about the consequences that

an alteration time for a loss company has for relevant equity interests
and relevant debt interests in the company.
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[The next section is section 715-240.]

How Subdivision 165-CD applies to leaving entity that is a
company

715-240 Application of sections 715-245 to 715-260

Sections 715-245 to 715-260 affect how Subdivision 165-CD
(about reductions after alterations in ownership or control of loss
company) applies to a company (teaving entity at and after the
time (the leaving timewhen it ceases to b€ subsidiary member
of a*consolidated group that came into existence at a particular
time (the formation timg

Note: If a trust ceases to be a subsidiary member of a consolidated group:
see section 715-270.

715-245 If ownership or control of leaving entity has altered since
head company’s last alteration time or formation of

group

(1) This section applies if the leaving time would béalteration time
for the leaving entity if:
(a) the reference time under subsection 165-115L(2) or
165-115M(2) were:

(i) if at least one alteration time has occurred in relation to
the*head company of tHeonsolidated group since the
formation time and before the leaving time—the time
just after the most recent such alteration time; or

(i) otherwise—the formation time; and

(b) the additional assumptions in section 715-290 were made.

(2) The leaving time is aalteration timefor the leaving entity.

Note: One consequence of this is that the reference time for working out the
leaving entity’snextalteration time is the time just after the leaving
time.

(3) The leaving entity is lmss compant that alteration time if, and
only if, it has anadjusted unrealised loss at that time. If so, that
adjusted unrealised loss is the leaving entity’s overall &aghat
time.
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Note 1: Subsection (4) affects how the leaving entity works out its adjusted
unrealised loss at the leaving time in some cases.

Note 2: If the leaving entity is a loss company at the leaving time,
section 715-255 provides for the consequences.

(4) If the leaving entity uses thimdividual asset method of working
outits "adjusted unrealised loss at thalteration time, then for the
purposes of:

(a) step 1 of the method statement in subsection 165-115U(1);
and
(b) the method statement in subsection 165-115W(1);
the leaving entity is taken to have had no earlier alteration time.

715-250 If head company has had an alteration time but ownership
and control of leaving entity have not altered since

(1) This section applies if:

(a) at least ongalteration time has occurred in relation to the
*head company of tHeonsolidated group since the
formation time and before the leaving time; and

(b) the leaving time isot an*alteration time for the leaving
entity under subsection 715-245(2).

(2) The leaving time is aateration timefor the leaving entity.

(3) However, for the purposes of determining when the leaving
entity’s next alteration time happens, the reference time under
subsection 165-115L(2) or 165-115M(2) is the time just after the
most recent alteration time for theead company befotbe
leaving time.

(4) The leaving entity is l@ss companyat the leaving time if, and
only if, the*head company would have had*adjusted unrealised
loss at the most recerdlteration time (the head company
alteration time for the head company before the leaving time if
that adjusted unrealised loss (if any) were worked out on the basis
that:
(a) the head company chooses whethetfitigividual asset
method or théglobal method is used; and

(b) a*CGT asset is taken into account only if:
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(i) the head company owned it at the head company
alteration time; and

(ii) it becomes a CGT asset of the leaving entity at the
leaving time because subsection 701-1(1) (the single
entity rule) ceases to apply to the entity; and

(c) if the individual asset method is used, then for the purposes
of:

(i) step 1 of the method statement in subsection
165-115U(1); and
(i) the method statement in subsection 165-115W(1);
the head company had no earlier alteration time.

(5) If the leaving entity is doss company at the leaving time, its
overall lossat that time is théadjusted unrealised loss worked out
unde subsection (4).

715-255 Consequences if leaving entity is a loss company at the
leaving time

Q) If:

(a) section 715-245 or 715-250 applies; and

(b) the leaving entity is doss company at the leaving time;
the head company must choose whether subsection (2) or (3) of
this section has effect for the purposes of applying, to each
*membership interest in the leaving entity, in relation to the time
just before the leaving time, whichever of these provisions is
appropriate:

(c) subsection 701-55(3) (about trading stock);

(d) subsection 701-55(5), but only so far as it relates to working
out the'reduced cost base of membership interest that was
*acquired on or after 20 September 1985;

(e) subsection 701-55(6) (about revenue assets).
Note: Section 701-55 is about setting the tax cost of an asset.
(2) If the*head company chooses this subsection, the intefest's

cost setting amount (apart from this section) just before the leaving
time is reduced to nil.

(3) If the*head company chooses this subsection, the intefest’s
cost setting amount (apart from this section) just before the leaving
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time is reduced by the adjustment amount under
section 165-1157B, which is calculated on the basis that:

(@) just before the leaving time, all thmembership interests in
the leaving entity constituted a single relevant equity interest
under section 165-115X that the head company had in the
leaving entity; and

(b) the adjustment amount is worked out and applied in
accordance with subsection 165-115ZB(6), but disregarding
the paragraphs of that subsection except paragraphs
165-1157B(6)(a) and (d).

(4) The"head company’s choice must be made within 6 months after
the leaving time, or within a further period allowed by the
Commissioner.

(5) After that 6 months, or that further period, the head company is
taken to have chosen subsection (2) unless it is established that the
head company made a different choice within that 6 months or
further period.

Rights and options to acquire membership interests

(6) Subsection 711-15(2) (which treats rights and options as
membership interests) also applies for the purposes of this section,
on the basis that tHeonsolidated group referred to in
section 715-240 is the old group referred to in that subsection.

715-260 If neither of sections 715-245 and 715-250 applies

(1) This section applies if:

(a) no*alteration time has occurred in relation to thead
company of théconsolidated group since the formation time
and before the leaving time; and

(b) the leaving time isot an*alteration time for the leaving
entity under subsection 715-245(2).

(2) The leaving entity’s firstalteration time after the leaving time is
determined:
(a) on the basis that the reference time under subsection
165-115L(2) or 165-115M(2) is the time just after the
formation time; and
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(b) making the additional assumptions in section 715-290.

(3) If the leaving entity uses thimdividual asset method of working
outits *adjusted unrealised loss at that fiigteration time, then
for the purposes of:

(a) step 1 of the method statement in subsection 165-115U(1);
and

(b) the method statement in subsection 165-115W(1);
the leaving entity is taken to have had no earlier alteration time.

[The next section is section 715-270.]

How Subdivision 165-CD applies to leaving entity that is a trust

715-270 Subdivision 165-CD applies

(1) At and after the time (tHeaving tim@ when a trust ceases to be a
*subsidiary member of ‘@onsolidated group, Subdivision 165-CD
(about reductions after alterations in ownership or control of loss
company) applies to the trust on the basis set out in this section.

(2) The trust is taken to be a company.
(3) The leaving time is the only alteration tinmerespect of the trust.

(4) The trust is goss companyat that time if, and only if, it has an
*adjusted unrealised loss at that time. If so, that adjusted unrealised
loss is its overall losat that time.

(5) If the trust is dloss company at the leaving time, thead
company must choose whether subsection (6) or (7) of this section
has effect for the purposes of applying, to €acémbership
interest in the trust, in relation to the time just before the leaving
time, whichever of these provisions is appropriate:
(c) subsection 701-55(3) (about trading stock);
(d) subsection 701-55(5), but only so far as it relates to working
out the'reduced cost base of @membership interest that was
*acquired on or after 20 September 1985;

(e) subsection 701-55(6) (about revenue assets).

Note: Section 701-55 is about setting the tax cost of an asset.
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(6) If the*head company chooses this subsection, the intefest’s
cost setting amount (apart from this section) just before the leaving
time is reduced to nil.

(7) If the*head company chooses this subsection, the intefest's
cost setting amount (apart from this section) just before the leaving
time is reduced by the adjustment amount under
section 165-115ZB, which is calculated on the basis that:
(@) just before the leaving time:

(i) all the*membership interests in the leaving entity
constituted a single relevant equity interest under
section 165-115X that tHleead company had in the
leaving entity; and

(i) each of those interests was an equity under
section 165-115X that tHlead company had in the
leaving entity; and

(b) the adjustment amount is worked out and applied in
accordance with subsection 165-115ZB(6), but disregarding
the paragraphs of that subsection except paragraphs
165-1157B(6)(a) and (d).

(8) The"head company’s choice must be made within 6 months after
the leaving time, or within a further period allowed by the
Commissioner.

(9) After that 6 months, or that further period, the head company is
taken to have chosen subsection (6) unless it is established that the
head company made a different choice within that 6 months or
further period.

Rights and options to acquire membership interests

(10) Subsection 711-15(2) (which treats rights and options as
membership interests) also applies for the purposes of this section,
on the basis that tHeonsolidated group is the old group referred
to in that subsection.

98 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: interactions between Consolidation rules and other Salesdule 7
New Division 715 inserted in the Income Tax Assessment Act P87 1

Subdivision 715-C—Common rules for the purposes of
Subdivisions 715-A and 715-B

715-290 Additional assumptions to be made when using reference
time

The additional assumptions to be made are that, throughout the
period starting at the reference time and ending just before the
leaving time:

(a) the leaving entity was in existence; and

(b) the"head company held and beneficially owned all the
“membership interests in the leaving entity (instead of
whoever actually did); and

(c) those membership interests remained the same; and

(d) the head company directly controlled the voting power in the
leaving entity.

Subdivision 715-D—Treatment of company’s deferred losses
under Subdivision 170-D on joining a consolidated

group

Table of sections

Key terminology

715-310 What is 470-D deferred lossand when itevives

Deferred loss on 165-CC tagged asset

715-355 Head company’s own deferred losses at formation time
715-360 Deferred losses brought in by subsidiary member
715-365 How loss denial balance is applied when 170-D deferred loss revives

Key terminology

715-310 What is a 170-D deferred lgsand when it revives

(1) A*capital loss, deduction, or partner’s share of a deduction, that
section 170-270 (about transactions within linked groups) requires
to be disregarded is a 170-D deferred lowale:
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(a) by the company that paragraph 170-255(1)(a) refers to as the
originating company; and

(b) at the time of the event that paragraph refers to as the deferral
event; and

(c) on the’CGT assetacquired by the other entity referred to in
that paragraph.

(2) The*170-D deferred losevivesat the time when section 170-275
(as applying in relation to the deferral event) treats the originating
company as having madéaapital loss, or having become entitled
to a deduction, in respect of that asset.

[The next section is section 715-355.]
Deferred loss on 165-CC tagged asset

715-355 Head company’s own deferred losses at formation time

(1) This section applies if, at the time (floemation timg when a
*consolidated group comes into existence, bi@ad company has
(otherwise than because of section 701-5 (Entry history rule)) a
*170-D deferred loss that:

(a) it made on &CGT asset that is"d65-CC tagged asset of the
head company because of paragraph 165-115A(1A)(b)
(which covers CGT assets on which it has 170-D deferred
losses); and

(b) has notrevived.

(2) If a*loss denial pool of ththead company is created under
section 715-60 at the formation time, ed@f0-D deferred loss of
that kind that the head company has at that time is added to the loss
denial pool at that time.

(3) Otherwise, a loss denial poof the*head company is created at
the formation time if:
(a) the formation time is nat"changeover time for the head
company; and
(b) the head company’final RUNL just before the formation
time (as reduced by any reductions under section 715-50 or
715-55) was greater than nil; and

100 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: interactions between Consolidation rules and other Salesdule 7
New Division 715 inserted in the Income Tax Assessment Act P87 1

(c) the head company doest satisfy the same business test
for:
() the period (the same business test périashsisting of
the head company’srial year; and
(i) the time (the test timgust before théchangeover time.
Note: Paragraph (3)(b) has the effect that if the head company has 165-CC
tagged assets that are affected by section 715-50 or 715-55 (because

they are membership interests in, or accounting liabilities owed by,
another group member), those sections are applied before this section.

(4) When it is created because of subsection (3), the pool consists of
each"170-D deferred loss covered by subsection (2), and its loss
denial balanceis equal to théfinal RUNL referred to in
paagraph (3)(b).

Note: The pool is distinct from any other loss denial pool of the head

company, for example, one created at the formation time under
section 715-360.

715-360 Deferred losses brought in by subsidiary member

(1) This section applies if, just before the time (trambership timg
when a company (the deferred loss compdmcomes a
*subsidiary member of ‘@onsolidated group, it had'470-D
deferred loss that:

(a) it made on &CGT asset that is"d65-CC tagged asset of the
company at the membership time because of paragraph
165-115A(1A)(b) (which covers CGT assets on which it has
170-D deferred losses); and

(b) as at the membership time has’mevived.

(2) If a’loss denial pool of ththead company is created under
subsection 715-70(2) because of the deferred loss company
becoming dsubsidiary member of the group, eati0-D
deferred loss of that kind that the deferred loss company had just
before the membership time is added to the loss denial pool at that
time.

(3) Otherwise, a loss denial poof the*head company is created at
the membership time if:
(a) the membership time is nmtchangeover time for the head
company; and
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(b) the deferred loss companyfial RUNL just before the
membership time (as reduced by any reductions under
section 715-50 or 715-55) was greater than nil; and

(c) the deferred loss company does satisfy the same
busness test for:

() the period (the same business test périamhsisting of
the deferred loss companyial year; and

(i) the time (the test timgust before théchangeover time.

Note 1: The 170-D deferred losses become those of the head company at the
formation time because of section 701-5 (Entry history rule).

Note 2: Paragraph (3)(b) has the effect that if the deferred loss company has
other 165-CC tagged assets affected by section 715-50 or 715-55
(because the membership time is when the group comes into
existence, and the other 165-CC tagged assets are membership
interests in, or accounting liabilities owed by, another group member),
those sections are applied before this section.

(4) When itis created because of subsection (3), the pool consists of
each 170-D deferred loss covered by subsection (2), and its loss
denial balances equal to théfinal RUNL referred to in
paragraph (3)(b).

Note: The pool is distinct from any other loss denial pool of the head
company, for example, one created under this section because another

entity becomes a subsidiary member of the group at the membership
time.

715-365 How loss denial balance is applied when 170-D deferred loss
revives

(1) If a*170-D deferred loss on"€GT asset is in doss denial pool
of an entity when the lossevives, thécapital loss or deduction
that section 170-275 would, apart from this section, treat the entity
as having made or become entitled to at that time in respect of the
asset is reduced by the lesser of:
(a) the amount of the capital loss or deduction; and
(b) the pool's’loss denial balance (as reduced by any previous
reductions under section 715-130, subsection 715-160(1) or
this subsection);

and the loss denial balance is reduced by the same amount.
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(2) Subsection (1) applies th70-D deferred losses in the order in
which they'revive. If 2 or more revive at the same time, it applies
to them in whichever order the entity determines.

(3) Subsection (1) reduceslass denial balance before
section 715-130 does, unless thealisation event happens after
the leaving time referred to in that section.

[The next Subdivision is Subdivision 715-G.]

Subdivision 715-G—How value shifting rules apply to a
consolidated group

Table of sections

715-410 Extension of single entity rule and entry history rule

715-450 No reductions or other consequences for interests subject to loss
cancellation under Subdivision 715-H

715-410 Extension of single entity rule and entry history rule

(1) Subsection 701-1(1) (Single entity rule) and section 701-5 (Entry
history rule) also have effect for all the purposes of Part 3-95
(Value shifting).

Note: One consequence of this for the operation of Division 727 (about
indirect value shifting affecting interests in companies and trusts, and
arising from non-arm’s length dealings) is that economic benefits
provided by or to a subsidiary member of a consolidated group are
treated as provided by or to the head company of the group. As a
result:

. the head company is the only group member that can be
a losing entity or gaining entity for an indirect value shift; and

. economic benefits provided by one group member to
another are treated as provided by the head company to itself, and so have no
relevance to Division 727.

Another consequence is that the head company is treated as owning all
interests owned by group members in a losing entity or gaining entity
that is not a group member.

(2) This section is not intended to limit the effect that subsection
701-1(1) and section 701-5 have apart from this section.
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[The next section is section 715-450.]

715-450 No reductions or other consequences for interests subject to
loss cancellation under Subdivision 715-H

If section 715-610 reduces a loss that would otherwisechéised
for income tax purposes by ealisation event that happens to an
*equity or loan interest in an entity:

(a) the loss is not subject to reduction under Division 723 (Direct
value shifting by creating right over non-depreciating asset)
or 727 (Indirect value shifting); and

(b) the interest’'$adjustable value is not, and is taken never to
have been, reduced under Division 725 becaus€ difect
value shift during the ownership period referred to in
subsection 715-610(2); and

(c) the interest'sadjustable value is not, and is taken never to
have been, reduced under Division 727 because of an
*indirect value shift during that period.

Note: Section 715-610 is about cancelling a loss on a realisation event for a

direct or indirect interest in a subsidiary member of a consolidated
group.

Subdivision 715-H—Cancelling loss on realisation event for
dir ect or indirect interest in a subsidiary member of
a consolidated group

Table of sections

715-610 Cancellation of loss
715-615 Exception for interests in entity leaving consolidated group
715-620 Exception if loss attributable to certain matters

715-610 Cancellation of loss

(1) This section reduces to nil a loss that would otherwisechdéised
for income tax purposes by @alisation event that happens to an
*equity or loan interest (the realised intepeistan entity (theirst
entity) when it is owned by another entity (the owndrthe
conditions in subsections (2) and (4) are met.
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(2) The first condition is that, at some time during the period (the
ownership period when the owner owned the realised interest:
(a) the first entity was asubsidiary member of ‘@onsolidated
group, and the owner was nmtmember of the group; or
(b) the realised interest was "@xternal indirect equity or loan
interest in a subsidiary member of a consolidated group; or
(c) the realised interest was ‘@yuity or loan interest in an
entity that, at that time:
() owned an equity or loan interest in a subsidiary member
of a consolidated group; and
(i) was nota member of the group; or
(d) the realised interest was "@quity or loan interest in an
entity that owned at that time an external indirect equity or
loan interest in a subsidiary member of a consolidated group.

(3) An“equity or loan interest in an entity (the test epiigyan
external indirect equity or loan interesh a*subsidiary member
of a*consolidated group if, and only if, neither the owner of the
interest nor the test entity is a member of the group and:
(a) the test entity owns an equity or loan interest in the
subsidiary member; or
(b) the test entity owns an equity or loan interest that is an
external indirect equity or loan interest in the subsidiary
member because of one or more other applications of this
subsection.

(4) The second condition is that, at the same or a different time during
the ownership period:

(a) the owner was, dcontrolled (for value shifting purposes),
the"head company of monsolidated group because of
which the first condition is satisfied; or

(b) the owner was arassociate of an entity that, at the same or a
different time during the ownership period, was, or controlled
(for value shifting purposes), the head company of such a
consolidated group.
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715-615 Exception for interests in entity leaving consolidated group

Membership interests in leaving entity

) If:
(a) the realised interest iSmembership interest; and

(b) during the ownership period the first entity ceased to be a
*subsidiary member of ‘@onsolidated group;

the first condition in section 715-610 cannot be satisfied, because
of that consolidated group, at a time when the first entity was a
member of the group, unless the interest needed to be disregarded
under section 703-35 (about employee shares) in order for the first
entity to be a member of the group at that time.

Liabilities owed by leaving entity

(2) If the realised interest:

(a) consists of a liability owed by the first entity to the owner;
and

(b) became an asset of the owner because subsection 701-1(1)
(the single entity rule) ceased to apply to the first entity when
it ceased to be’subsidiary member of ‘@onsolidated
group;

the first condition in section 715-610 cannot be satisfied, because
of that consolidated group, at a time when the first entity was a
member of the group.

715-620 Exception if loss attributable to certain matters

(1) The loss is not reduced if all of it can be shown to be attributable to
things other than these:

(a) something that would be reflected in what would, apart from
this Part, be an overall loss under section 165-115R or
165-115S, of &member of dconsolidated group (an
excluded group) because of which the first condition in
section 715-610 is satisfied, at @iteration time for that
member;

(b) an’indirect value shift for which, apart from this Part, a

member of an excluded group would be thsing entity or
the"gaining entity.
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(2) If only part of the loss can be shown to be attributable to things
other than the ones listed in subsection (1), the loss is reduced to
the amount of that part.
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Part 2—New Subdivision 719-T inserted in the
Income Tax Assessment Act 1997

2 After Subdivision 719-K

Insert:

Subdivision 719-T—Interactions between this Part and other
areas of the income tax law: special rules for MEC
groups

Table of sections

How Subdivision 165-CC applies to MEC groups

719-700
719-705

Changeover times under section 165-115C or 165-115D
Additional changeover times for head company of MEC group

How Subdivision 165-CD applies to MEC groups

719-720
719-725
719-730
719-735

Alteration times under section 165-115L or 165-115M
Additional alteration times for head company of MEC group
Some alteration times only affect interests in top company
Some alteration times affect only pooled interests

How indirect value shifting rules apply to a MEC group

719-755

Effect on MEC group cost setting rules if head company is losing entity or

gaining entity for indirect value shift

Cancelling loss on realisation event for direct or indirect interest in
a subsidiary member of a MEC group

719-775
719-780
719-785
719-790
719-795

Cancellation of loss

Exception for pooled interests in eligible tier-1 companies
Exception for interests in top company

Exception for interests in entity leaving MEC group
Exception if loss attributable to certain matters
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How Subdivision 165-CC applies to MEC groups

719-700 Changeover times under section 165-115C or 165-115D

(1) This section has effect for the purposes of determining whether a
time (the test timeis a*changeover time under section 165-115C
(about changes in ownership) or 165-115D (about changes in
control) in respect of ththead company of MEC group.

Modified meaning ofeference time

(2) The reference times:

(a) if no"changeover time has occurred in respect of the head
company since the group came into existence and before the
test time—when the group came into existence; or

(b) otherwise—the time just after the last such changeover time.

(3) Subsection (2) of this section has effect despite subsection
165-115A(2A).

Assumptions to make

(4) Assume that, while tHé1EC group exists:

(a) the*top company for the group holds and beneficially owns
all the "'membership interests in thieead company (instead
of whoever actually does); and

(b) those membership interests remain the same; and

(c) the top company directly controls the voting power in the
head company.

719-705 Additional changeover times for head company of MEC
group

(1) The time when gotential MEC group ceases to exist is a
changeover timen respect of théhead company of MEC group
if, just before that time, the potential MEC group’s membership
was the same as the membership of the MEC group.
Note: The changeover times in subsections (1), (2) and (3) are based on the
events described in subsections 719-280(2), (3) and (4), each of which

causes the test company referred to in section 719-280 to be assumed
to fail the continuity of ownership test in section 165-12.
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(2) If something:

(a) happens at a time in relation"toembership interests in one
or more of these entities:

(i) a company that was just before that tinfen@mber of a
*MEC group and afeligible tier-1 company of th&op
company for the MEC group;

(i) an entity interposed between a company described in
subparagraph (i) and the company that was the top
company for the group just before that time; and

(b) does not cause thpotential MEC group whose membership
is the same as the membership of the MEC group to cease to
exist, but does cause a change in the identity of the top
company for the potential MEC group;

that time is a changeover tinie respect of théhead company of
the*"MEC group.

(3) The time when &VEC group ceases to exist because there ceases
to be a'provisional head company of the group is a changeover
time in respect of théhead company of tHéVIEC group.

[The next section is section 719-720.]

How Subdivision 165-CD applies to MEC groups

719-720 Alteration times under section 165-115L or 165-115M

(1) This section has effect for the purposes of determining whether a
time (the test timeis an*alteration time under section 165-115L
(about alterations in ownership) or 165-115M (about alterations in
control) in respect of ththead company of aEC group.

Modified meaning ofeference time

(2) The reference times:

(a) if no™alteration time has occurred in respect of the head
company since the group came into existence and before the
test time—when the group came into existence; or

(b) otherwise—the time just after the last such alteration time.
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(3) In applying subsection (2), disregard aleration time arising
unde subsection 719-725(4).

(4) Subsection (2) of this section has effect despite subsections
165-115L(2) and 165-115M(2).

Assumptions to make

(5) Assume that, while tHé1EC group exists:

(a) the*top company for the group holds and beneficially owns
all the "'membership interests in thieead company (instead
of whoever actually does); and

(b) those membership interests remain the same; and

(c) the top company directly controls the voting power in the
head company.

719-725 Additional alteration times for head company of MEC
group

Additional alteration times based on section 719-280

(1) The time when &otential MEC group ceases to exist is an
alteration timein respect of théhead company of MEC group
if, just before that time, the potential MEC group’s membership
was the same as the membership of the MEC group.
Note: The alteration times in subsections (1), (2) and (3) are based on the
events described in subsections 719-280(2), (3) and (4), each of which

causes the test company referred to in section 719-280 to be assumed
to fail the continuity of ownership test in section 165-12.

(2) If something:
(a) happens at a time in relation‘toembership interests in one
or more of these entities:

(i) a company that was just before that tinlen@mber of a
*MEC group and afeligible tier-1 company of thaop
company for the MEC group;

(i) an entity interposed between a company described in
subparagraph (i) and the company that was the top
company for the group just before that time; and

(b) does not cause thpotential MEC group whose membership
is the same as the membership of the MEC group to cease to
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exist, but does cause a change in the identity of the top
company for the potential MEC group;
that time is an alteration timi respect of théhead company of
the"MEC group.

(3) The time when &VEC group ceases to exist because there ceases
to be a'provisional head company of the group is an alteration
timein respect of théhead company of tiéEC group.

Additional alteration times based on Subdivision 719-K

(4) If Subdivision 719-K (MEC group cost setting rules: pooling
cases) applies, the time just before the trigger time referred to in
paragraph 719-555(1)(a) is an alteration timeespect of the
*head company of tHéWEC group.

719-730 Some alteration times only affect interests in top company

(1) This section applies if dalteration time (except one arising under
subsection 719-725(4)) happens for thead company of MEC

group.

(2) Sections 165-115ZA and 165-115ZB apply, in relation to the
alteration time, to an interest or debt that is, or is part of, a relevant
equity interest or relevant debt interest that an entity has in the
*head company just before ttadteration time, only ithe interest
or debt is:

(a) an*equity or loan interest in tHéop company for the MEC
group; or
(b) an’indirect equity or loan interest in the top company.

Note: Sections 165-115ZA and 165-115ZB are about the consequences that
an alteration time for a loss company has for relevant equity interests
and relevant debt interests in the company.

(3) In determining what is a relevant equity interest or relevant debt
interest that an entity has in theead company just before the
*alteration time, make the assumptions in subsection 719-720(5).

719-735 Some alteration times affect only pooled interests

(1) Sections 165-115ZA and 165-115ZB do not apply in relation to an
*alteration time that happens for fiieead company of MMEC
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group because of subsection 719-725(4) (trigger time for MEC
group cost setting rules: pooling cases).

(2) Instead, Subdivision 719-K applies to tMEC group, in relation
to the trigger time, on the basis that:

(a) what would, apart from this section, be the pooled cost
amount for the purposes of the formulas in subsections
719-570(1) and (2) is reduced by the amount of hiead
company’s overall loss under section 165-115R or 165-115S
at that alteration time; but

(b) paragraph (a) of this subsectimmly affects the application of
those formulas because of subsection 719-570(3) (to work
out the'reduced cost base of membership interest).

[The next section is section 719-755.]

How indirect value shifting rules apply to a MEC group

719-755 Effect on MEC group cost setting rules if head company is
losing entity or gaining entity for indirect value shift

(1) This section has effect for the purposes of working out the
consequences (if any) of aimdirect value shift if thélosing entity
or *gaining entity is théhead company of WIEC group.
(Subsection (3) has effect in addition to section 727-455.)

(2) An*equity or loan interest can be ‘a@ffected interest in thédhead
company only if it is:
(a) an‘equity or loan interest in tHéop company for the MEC
group; or
(b) an’indirect equity or loan interest in the top company.

(3) Subdivision 719-K (MEC group cost setting rules: pooling cases)
applies to thé MEC group, in relation to the first time referred to
in that Subdivision as a trigger time that happens at or after the
*IVS time, on the basis that:

(a) what would, apart from this section, be the pooled cost
amount for the purposes of the formulas in subsections
719-570(1) and (2) is:

(i) if the *head company is tHéosing entity—reduced; or
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(ii) if the head company is the gaining entity—increased;
by the amount of the indirect value shift; and
(b) paragraph (a) of this subsection also affects the application of

those formulas because of subsection 719-570(3) (to work
out the'reduced cost base of membership interest).

[The next section is section 719-775.]

Cancelling loss on realisation event for direct or indirect
interest in a subsidiary member of a MEC group

719-775 Cancellation of loss

(1) This section reduces to nil a loss that would otherwisechdéised
for income tax purposes by ealisation event that happens to an
*equity or loan interest (the realised intepeistan entity (theirst
entity) when it is owned by another entity (the owndrthe
conditions in subsections (2) and (4) are met.

(2) The first condition is that, at some time during the period (the
ownership periofl when the owner owned the realised interest:

(@) the first entity was @subsidiary member of MEC group
(except arieligible tier-1 company), and the owner was @ot
“member of the group; or

(b) the realised interest was "@xternal indirect equity or loan
interest in a subsidiary member of a MEC group (except an
eligible tier-1 company); or

(c) the realised interest was ‘@quity or loan interest in an
entity that, at that time:

(i) owned an equity or loan interest in a subsidiary member
of a MEC group (except an eligible tier-1 company);
and

(i) was nota member of the group; or

(d) the realised interest was an equity or loan interest in an entity
that owned at that time an external indirect equity or loan
interest in a subsidiary member of a MEC group (except an
eligible tier-1 company); or
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(e) the realised interest was an equity or loan interest, or an
“indirect equity or loan interest, in an eligible tier-1 company
that was a member of a MEC group at that time.

(3) An"equity or loan interest in an entity (the test epiyan
external indirect equity or loan interesh a*subsidiary member
of a"MEC group if, and only if, neither the owner of the interest
nor the test entity is a member of the group and:
(a) the test entity owns an equity or loan interest in the
subsidiary member; or
(b) the test entity owns an equity or loan interest that is an
external indirect equity or loan interest in the subsidiary
member because of one or more other applications of this
subsection.

(4) The second condition is that, at the same or a different time during
the ownership period:
(a) the owner was, dcontrolled (for value shifting purposes),
the"head company of EC group because of which the
first condition is satisfied; or

(b) the owner was arassociate of an entity that, at the same or a
different time during the ownership period, was, or controlled
(for value shifting purposes), the head company of such a
MEC group.

719-780 Exception for pooled interests in eligible tier-1 companies

The first condition in section 719-775 cannot be satisfied, because
of a*MEC group, at a time when the realised interest was a
*pooled interest in afeligible tier-1 company that is a member of

the group.

719-785 Exception for interests in top company

The first condition in section 719-775 cannot be satisfied, because
of a*"MEC group, at a time when:
(a) the first entity was thidop company for the MEC group; or
(b) the realised interest was ‘andirect equity or loan interest in
the top company for the MEC group.
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719-790 Exception for interests in entity leaving MEC group

Membership interests in leaving entity

Q) I
(a) the realised interest iSmembership interest; and
(b) during the ownership period the first entity ceased to be a
*subsidiary member of MEC group;

the first condition in section 719-775 cannot be satisfied, because
of that MEC group, at a time when the first entity was a member of
the group, unless the interest needed to be disregarded under
section 719-30 (about employee shares) in order for the first entity
to be a member of the group at that time.

Liabilities owed by leaving entity

(2) If the realised interest:
(a) consists of a liability owed by the first entity to the owner;
and
(b) became an asset of the owner because subsection 701-1(1)
(the single entity rule) ceased to apply to the first entity when
it ceased to be subsidiary member of MEC group;
the first condition in section 719-775 cannot be satisfied, because
of that MEC group, at a time when the first entity was a member of
the group.

719-795 Exception if loss attributable to certain matters

(1) The loss is not reduced if all of it can be shown to be attributable to
things other than these:

(a) something that would be reflected in what would, apart from
this Part, be an overall loss under section 165-115R or
165-115S, of &member of AMEC group (an excluded
group) because of which the first condition in
section 719-775 is satisfied, ata@iteration time for that
member;

(b) an”indirect value shift for which, apart from this Part, a
member of an excluded group would be tlsing entity or
the"gaining entity.
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(2) If only part of the loss can be shown to be attributable to things
other than the ones listed in subsection (1), the loss is reduced to
the amount of that part.

[The next Subdivision is Subdivision 719-X.]
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Part 3—Consequential amendment of the Income Tax
Assessment Act 1997

3 Subsection 165-115BB(2) (definition of  residual unrealised
net loss)

Repeal the definition, substitute:

previous capital losses, deductions or trading stock logseans
the total of the following:

(a) capital losses that the company made, deductions to which
the company became entitled, or trading stock losses that the
company made, as a result of events earlier than the relevant
event in respect of assets that the company owned at the
“changeover time;

(b) each reduction that section 715-105 (as applying to the
company as théhead company of ‘@onsolidated group or
*MEC group) makes in respect of such an asset because an
entity ceased before the time of the relevant event to be a
*subsidiary member of the group (but counting only the
greater or greatest such reduction if 2 or more are made for
the same asset);

or nil if there are none.

4 Before subsection 165-115ZB(1)
Insert:

(1A) This section has effect for the purposes of:
(a) section 165-115ZA; and

(b) sections 715-255 and 715-270 (about effect of alteration time
for head company on membership interests of leaving entity
just before leaving time).

5 Subsection 165-115ZB(1)
Omit “For the purposes of section 165-115ZA, an”, substitute “An”.

6 Subsection 165-115ZB(1)
Omit “referred to in that section”.
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7 After subsection 705-65(3)
Insert:

(3AA) If, on the assumption that:

(a) the'members of the joined group had, just before the joining
time, "disposed of theitrmembership interest in the joining
entity; and

(b) the consideration received by the members for the disposal

were equal to thémarket value of the membership interest at
that time;

they would have made”aapital loss that section 727-615 would
have reduced (because of an indirect value shift), thefréeiced
cost base of the membership interest that is to be used in
subsection (1) of this section is reduced by the amount of that
reduction.

8 Before subsection 705-65(4)
Insert:

Certain provisions not to apply after joining time

9 Subsection 705-65(4)
After “subsection (3)”, insert “, (3AA)".

10 Heading to subsection 705-75(3)
Repeal the heading, substitute:

Application of subsections 705-65(2), (3), (3AA) and (3A)

11 Subsection 705-75(3)
After “(3)", insert “, (3AA)".

12 Section 713-50 (link note)
Repeal the link note.

13 Section 719-570 (link note)
Repeal the link note, substitute:

[The next Subdivision is Subdivision 719-T.]
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Part 4—Dictionary amendments

Income Tax Assessment Act 1997

14 Subsection 995-1(1) (after paragraph (a) of the definition
of adjustable value)

Insert:

(ba) of an asset, for the purposes of determining the consequences
of a choice under any of sections 715-100, 715-105, 715-125,
715-130 and 715-185, has the meaning given by
section 715-145; and

15 Subsection 995-1(1)
Insert:

165-CC tagged assdtas the meaning given by section 715-30.

16 Subsection 995-1(1)
Insert:

170D deferred losshas the meaning given by section 715-310.
17 Subsection 995-1(1)

Insert:

adjusted unrealised losat an*alteration time for a company has
the meaning given by section 165-115U.

18 Subsection 995-1(1)
Insert:

alteration time

(a) for a company has the meaning given by sections 165-115L,
165-115M, 165-115N, 165-115P, 165-115Q, 715-245,
715-250 and 719-725; and

(b) for a trust, has the meaning given by section 715-270.
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19

20

21

22

23

24

25

Subsection 995-1(1)
Insert:

changeover timdor a company has the meaning given by
sections 165-115C, 165-115D and 719-705.

Subsection 995-1(1)
Insert:

external indirect equity or loan interesin a*subsidiary member
of a*consolidated group MEC group has the meaning given by
section 715-610 or 719-775.

Subsection 995-1(1)
Insert:

final RUNL has the meaning given by section 715-35.

Subsection 995-1(1)
Insert:

loss denial balancef a*loss denial pool of an entity has the
meaning given by sections 715-60, 715-70, 715-110, 715-135,
715-355 and 715-360.

Subsection 995-1(1)
Insert:

loss denial poobf an entity has the meaning given by
sections 715-60, 715-70, 715-110, 715-135, 715-355 and 715-360.

Subsection 995-1(1)
Insert:

residual unrealised net log®r a*changeover time has the
meaning given by section 165-115BB.

Subsection 995-1(1)
Insert:
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revive a*170-D deferred loss revivas mentioned in
section 715-310.

26 Subsection 995-1(1) (definition of same business test
period)

Omit “and 707-135", substitute “, 707-135, 715-50, 715-55, 715-60,
715-70, 715-95, 715-355 and 715-360".

27 Subsection 995-1(1) (definition of test time)

Before “has the meaning”, insert “for the purposes of applying the
*same business test”.

28 Subsection 995-1(1) (definition of test time)

Omit “165-115A, 165-115C, 165-115D, 165-115K, 165-115L,
165-115M,".

29 Subsection 995-1(1) (definition of  test time)

Omit “and 707-135", substitute “, 707-135, 715-50, 715-55, 715-60,
715-70, 715-95, 715-355 and 715-360".
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Schedule 8—Consolidation: various
provisions about CFCs, FIFs and FLPs

Income Tax Assessment Act 1997

1 Subdivision 717-D (heading)
Repeal the heading, substitute:

Subdivision 717-D—Transfer of certain surpluses under CFC,
FIF and FLP provisions: entry rules

2 After section 717-225
Insert:

717-227 Deferred attribution credits

(1) This section operates for the purposes of Part X dhtteme Tax
Assessment Act 1936 if:

(a) a company (thpining company becomes asubsidiary
member of dconsolidated group at a time (tfmning time);
and

(b) assuming the joining company had not done so, an attribution
credit would have arisen under subsection 371(8) of that Act
at a later time for an attribution account entity in relation to
the joining company for the purposes of that Part.

Credit in relation to the head company

(2) The attribution credit arises instead at the later time for the
attribution account entity in relation to tHeead company of the

group.

3 Subsection 717-230(4)
Repeal the subsection, substitute:

(4) That Part operates in relation to thead company of the
*consolidated group, in relation to tHelF in respect of the
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notional accounting period of that FIF that included the joining

time, as if any interest in the FIF of which the head company

became the holder because subsection 701-1(1) (the single entity
rule) applies at the joining time had been acquired by the head

company at that time.

(5) Paragraph 538(2)(d) of that Act operates in relation tthied
company of théconsolidated group, in relation to tHelF in

respect of the notional accounting period of that FIF that included

the joining time, as if the amount or value of the consideration
or given by the head company in respect of any acquisition

paid

mentioned in subsection (4) of this section was equal to the amount
worked out under paragraph 538(2)(a) of that Act in relation to the
joining company in relation to the FIF in respect of the notional

accounting period mentioned in subsection (2) of this section.

4 Subdivision 717-E (heading)
Repeal the heading, substitute:

Subdivision 717-E—Transfer of certain surpluses under CFC,
FIF and FLP provisions: exit rules

5 Group heading before section 717-245
Repeal the heading, substitute:

Transfers

6 Group heading before section 717-255
Repeal the heading.

7 After section 717-260
Insert:

717-262 Deferred attribution credits

(1) This section operates for the purposes of Part X dhtteme Tax
Assessment Act 1936 if:
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(a) a company (thkeaving companyceases to be*aubsidiary
member of dconsolidated group at a time (tleaving time;
and

(b) disregarding this section, an attribution credit @hginal
credit) will arise under subsection 371(8) of that Atk
later time for an attribution account entity in relation to the
*head company of the group (including because of the
opaation of section 717-227) for the purposes of that Part;
and

(c) atthe leaving time the leaving company’s attribution account
percentage in relation to the attribution account entity for the
purposes of that Part is more than nil.

Credit in relation to the leaving company

(2) An attribution credit arises at the later time for the attribution
account entity in relation to the leaving company. The credit is the
amount worked out under subsection (3).

Amount of credit

(3) The amount of the credit is worked out using the formula:

Leaving company's attribution

account percentage in relation to

the attribution account entity
at the leaving time

*Head company's attribution
account percentage in relation to
the attribution account entity
just before the leaving time

x Qriginal credit

Reduction in credit in relation to the head company

(4) The attribution credit that arises at the later time for the attribution
account entity in relation to tibead company is reduced by the
amount of the attribution credit that arises under subsection (2) in
relation to the leaving company.

8 Subsection 717-265(5)
Repeal the subsection, substitute:
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(5) That Part operates in relation to the leaving company, in relation to
the"FIF in respect of the notional accounting period of that FIF
that included the leaving time, as if any interest in the FIF of which
the leaving company became the holder because subsection
701-1(1) (the single entity rule) ceased to apply at the leaving time
had been acquired by the leaving company at that time.

(6) Paragraph 538(2)(d) of that Act operates in relation to the leaving
company, in relation to thé-IF in respect of the notional
accounting period of that FIF that included the leaving time, as if
the amount or value of the consideration paid or given by the
leaving company in respect of any acquisition mentioned in
subsection (5) of this section was equal to the amount worked out
under paragraph 538(2)(a) of that Act in relation to the transferor
company in relation to the FIF in respect of the notional accounting
period mentioned in subsection (2) of this section.

9 At the end of Division 717
Add:

Subdivision 717-F—Elections etc. relating to CFCs, FIFs and
FLPs: entry rules

Guide to Subdivision 717-F

717-270 What this Subdivision is about

This Subdivision deals with the effect upon certain elections efc.
relating to CFCs, FIFs and FLPs when an entity becomes a
subsidiary member of a consolidated group.

Table of sections

Application and object

717-275 Application
717-280 Object of this Subdivision
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Elections etc.

717-285 Pre-joining-time irrevocable elections etc. by joining entity not inherited by
head company

717-290 Pre-joining-time actions of joining entity do not prevent head company
from electing to apply the calculation method

[This is the end of the Guide.]

Application and object

717-275 Application

This Subdivision operates for the purposes of Part X and Part X1
of the Income Tax Assessment Act 1936 if an entity (the joining
entity) becomes asubsidiary member of ‘@onsolidated group at a
time (the joining timé.

717-280 Object of this Subdivision

The object of this Subdivision is to provide:

(a) that théhead company of tHeonsolidated group does not
inherit the joining entity’s irrevocable declarations, elections,
choices or selections; and

(b) that pre-joining-time actions of the joining entity do not
prevent the head company from electing to apply the
calculation method to determine whether foreign investment
fund income accrued from a FIF.

Elections etc.

717-285 Pre-joining-time irrevocable elections etc. by joining entity
not inherited by head company

If at the joining time an irrevocable declaration, election, choice or
selection made by the joining entity under Part X or Xl of the
Income Tax Assessment Act 1936 is in force, then, for the head
company core purposes, theead company of the group is not
taken to have made the declaration, election, choice or selection.
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Note 1: The entry history rule in section 701-5 would otherwise have had the
effect that the head company is taken to have made the declaration etc.

Note 2: Declarations etc. actually made by the head company would apply to
interests in CFCs, FIFs or FLPs of which the head company becomes
the holder under the single entity rule as a result of the joining entity
becoming a subsidiary member.

717-290 Pre-joining-time actions of joining entity do not prevent
head company from electing to apply the calculation
method

Any entitlement of théhead company of the group to make an

election under subsection 535(3) of tiheome Tax Assessment Act

1936 for the head company core purposes is not affected by

anything done by the joining entity before the joining time.

Note: The entry history rule in section 701-5 would otherwise have had the
effect that actions of the joining entity would be treated as those of the
head company. Depending on the nature of the actions, this could

have prevented the head company from making the election
mentioned above.

Subdivision 717-G—Elections etc. relating to CFCs, FIFs and
FLPs: exit rules

Guide to Subdivision 717-G

717-295 What this Subdivision is about

This Subdivision deals with the effect upon certain elections etc.
relating to CFCs, FIFs and FLPs when an entity ceases to beja
subsidiary member of a consolidated group.

Table of sections

Application and object

717-300 Application
717-305 Object of this Subdivision
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Elections etc.
717-310 Pre-leaving-time irrevocable declarations, elections, choices and selections

by head company not inherited by leaving entity

717-315 Pre-leaving-time actions of head company do not prevent leaving entity
from electing to apply the calculation method

[This is the end of the Guide.]

Application and object

717-300 Application

This Subdivision operates for the purposes of Part X and Part X1
of the Income Tax Assessment Act 1936 if an entity (the leaving
entity) ceases to be"aubsidiary member of ‘@onsolidated group

a a time (thdeaving time.

717-305 Object of this Subdivision

The object of this Subdivision is to provide:

(a) that the leaving entity does not inherit thead company’s
irrevocable declarations, elections, choices or selections; and

(b) that pre-leaving-time actions of the head company do not
prevent the leaving entity from electing to apply the
calculation method to determine whether foreign investment
fund income accrued from a FIF.

Elections etc.

717-310 Pre-leaving-time irrevocable declarations, elections, choices
and selections by head company not inherited by leaving
entity

If at the leaving time an irrevocable declaration, election, choice or
selection made by thdthead company of the group under Part X or
X1 of thelncome Tax Assessment Act 1936 is in force, then, for the
entity core purposes, so far as they relate to the leaving entity after
the leaving time, the leaving entitynsttaken to have made the
election.
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Note: The exit history rule in section 701-40 would otherwise have had the
effect that the leaving entity is taken to have made the declaration etc.

717-315 Pre-leaving-time actions of head company do not prevent
leaving entity from electing to apply the calculation
method

Any entitlement of the leaving entity to make an election under

subsection 535(3) of the Income Tax Assessment Act 1936 for the

entity core purposes, so far as they relate to the leaving entity after

the leaving time, is not affected by anything done by liead

company before that time.

Note: The exit history rule in section 701-40 would otherwise have had the
effect that actions of the head company would be treated as those of
the leaving entity. Depending on the nature of the actions, this could

have prevented the leaving entity from making the election mentioned
above.
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Basic amendmentPart 1

Schedule 9—Consolidation: foreign dividend
accounts

Part 1—Basic amendments

Income Tax Assessment Act 1997

1 At the end of Division 717
Add:

Subdivision 717-J—Foreign dividend accounts

Guide to Subdivision 717-J

717-500 What this Subdivision is about

Only the head company of a consolidated group has an opergting
foreign dividend account, so only the head company can make an
FDA declaration to relieve from withholding tax a dividend paigd
by a member of the group to a foreign resident. The balance of the
account reflects what has happened to all members of the grqup.

Table of sections
Object
717-505 Obiject of this Subdivision

Treatment of foreign dividend accounts around joining time

717-510 No FDA surplus for joining company

Single entity rule for foreign dividend accounts

717-515 Single entity rule for FDA credits and FDA debits

FDA declaration for dividend paid by subsidiary member

717-520 Head company may make FDA declaration
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717-525 Multiple FDA declarations for dividends paid on same day
717-530 Extended operation of sections 717-520 and 717-525

[This is the end of the Guide.]
Object

717-505 Object of this Subdivision

(1) The object of this Subdivision is to affect the operation of
Subdivision B of Division 11A of Part Il of the Income Tax
Assessment Act 1936 so that €acimsolidated group operates a
single *foreign dividend account, by ensuring that:

(a) an*FDA credit and afiFDA debit arise so that:

(i) the balance of the foreign dividend account of*tiead
company of the group reflects the balance of the foreign
dividend account of a company that becomes a
*subsidiary member of the group; and

(i) the balance of the foreign dividend account of the
subsidiary member of the group is nil; and

(b) the head company is the ofitpember of the group that can
have an*FDA surplus; and

(c) the head company can make BBDA declaration relating to
adividend (within the meaning of that Subdivision) or
*non-share dividend paid by any member of the group.

(2) In this Act:

FDA credit has the same meaning as in Subdivision B of
Division 11A of Part Il of thdncome Tax Assessment Act 1936.

FDA debithas the same meaning as in Subdivision B of
Division 11A of Part Ill of thdncome Tax Assessment Act 1936.

FDA declaration has the same meaning as in Subdivision B of
Division 11A of Part Ill of thdncome Tax Assessment Act 1936.

FDA surplus has the same meaning as in Subdivision B of
Division 11A of Part lll of thdncome Tax Assessment Act 1936.
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foreign dividend accounhas the same meaning as in Subdivision
B of Division 11A of Part Il of the Income Tax Assessment Act
1936.

Treatment of foreign dividend accounts around joining time

717-510 No FDA surplus for joining company

(1) This section operates for the purposes of Subdivision B of
Division 11A of Part Ill of thdncome Tax Assessment Act 1936 if
a company (thgining company becomes asubsidiary member
of a*consolidated group at a time (tfeéning time) just after
another time (the balance time

(2) If the joining company has 4RDA surplus at the balance time:

(a) an*FDA debit equal to the FDA surplus arises for the joining
company at the balance time; and

(b) an"FDA credit equal to the FDA surplus arises for thead
company of the group at the joining time.

(3) If the joining company’s totdFDA debits arising before the
bdance time exceed its totdfDA credits arising before the
badance time:

(a) an FDA credit equal to the excess arises for the joining
company at the balance time; and

(b) an FDA debit equal to the excess arises foftibad
company of the group at the joining time.

(4) For the purposes of subsections (2) and (3) of this section, work
out whether, when, and how much (if any) of,BBA debit arises
for the joining company under paragraph 128TB(1)(d) of the
Income Tax Assessment Act 1936 in relation to the income year
that actually includes the balance time as if that income year:

(a) started at:
(i) the start of that income year; or
(i) if the joining company ceased to bésabsidiary
member of dconsolidated group after the start of that
income year but before the balance time—the time the
joining company last ceased to be a subsidiary member
of a consolidated group before the balance time; and
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(b) ended just before the balance time.

Note: This ensures that the FDA debit (if any) for the joining company
under paragraph 128TB(1)(d) of thecome Tax Assessment Act 1936
arises just before the balance time, so that it is taken into account for
the purposes of subsections (2) and (3) of this section.

Single entity rule for foreign dividend accounts

717-515 Single entity rule for FDA credits and FDA debits

If a company is &subsidiary member of ‘@onsolidated group for

any period, it and any other subsidiary member of the group are
taken for the purposes of sections 128TA and 128TB of the Income
Tax Assessment Act 1936 to be parts ofttead company of the
group, rather than separate entities, during that period.

Note 1: This has the effect that:

(€) FDA credits and FDA debits arise under sections 128TA and
128TB (respectively) of thincome Tax Assessment Act 1836
the head company of a consolidated group but not for a
subsidiary member of the group; and

(b) the shareholdings of all members of a consolidated group are
aggregated to work out whether dividends paid to a member are
non-portfolio dividends for the purposes of those sections.

Note 2: Section 717-10 may also affect FDA credits and FDA debits for the
head company of a consolidated group. It treats the head company as
having paid and been personally liable for foreign tax on foreign
income included in its assessable income if a subsidiary member of
the group actually paid and was personally liable for the tax.

FDA declaration for dividend paid by subsidiary member

717-520 Head company may make FDA declaration

(1) This section operates if:

(a) on a day, a company that issabsidiary member of a
*consolidated group pays dividends (within the meaning of
Subdivision B of Division 11A of Part Il of the Income Tax
Assessment Act 193 shareholders (within the meaning of
that Act) in respect dfshares in the company; and

(b) on the day, there is &RDA surplus for théhead company
of the consolidated group.

134
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(2) The*head company may make @DA declaration specifying an
*FDA declaration percentage under subsection 128TC(1) of the
Income Tax Assessment Act 1936 as if the head company were
paying the dividends.

Note: If the head company makes an FDA declaration:

€) an FDA debit equal to the sum of the FDA declaration amounts
worked out for the dividends by reference to the FDA declaration
percentage will arise for the head company just after the start of
the day under section 128TB of tleome Tax Assessment Act
1936 and

(b) foreign resident shareholders in the subsidiary member will be
relieved from withholding tax on amounts of the dividends not
exceeding the FDA declaration amounts.

(3) In this Act:

FDA declaration percentagbas the same meaning as in
Subdivision B of Division 11A of Part Il of the Income Tax
Assessment Act 1936.

(4) However, subsection 128TC(2) of the Income Tax Assessment Act
1936 operates in relation to tHeDA declaration percentage on the
basis that:

(a) the company mentioned in that subsection iSghbsidiary
member; and

(b) the dividends were paid to shareholders in respéshafes
in the subsidiary member.

(5) To avoid doubt, subsection 128TC(5) of iheome Tax
Assessment Act 1936 operates in relation téhigsd company’s
*FDA declaration by reference to amounts worked out on the basis
described in subsection (4) of this section.

(6) To avoid doubt, sections 128TD and 128TE ofititeme Tax
Assessment Act 1936 apply to thead company in relation to an
*FDA declaration made because of subsection (2) of this section,
even though the shareholders and dividends mentioned in those
sections applying in relation to the declaration are shareholders in,
and dividends paid by, tHsubsidiary member.
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717-525 Multiple FDA declarations for dividends paid on same day

(1)

(2)

®3)

(4)

()

(6)

This section operates if theead company of ‘onsolidated

group makes 2 or mof&DA declarations relating to dividends

(within the meaning of Subdivision B of Division 11A of Part llI

of the Income Tax Assessment Act 1936) paidngynbers of the

group on a single day.

Note: It does not matter whether all those FDA declarations are made under
section 128TC of théncome Tax Assessment Act 1836ffected by

section 717-520 of this Act or whether one of the declarations relates
to dividends actually paid by the head company.

FDA declaration percentage in each FDA declaration

The*FDA declaration percentage for ed€&DA declaration must

be such that the sum of the amounts worked out under subsection
128TC(2) of thdncome Tax Assessment Act 18B86€elation to the
FDA declarations is not greater than thead company’8FDA
surplus at the beginning of the day.

If (apart from this subsection) that sungisater than theéhead
company’s'FDA surplus at the beginning of the day, each of the
*FDA declarations is valid but is taken always to have effect as if
the*"FDA declaration percentage specified in the declaration were
the percentage worked out using the formula:

*FDA declaration percentage , That* FDA surplus
actually specified in the declaration That sum

Subsection 128TC(5) of the Income Tax Assessment Act 1936 does
not operate in relation to any of thEDA declarations.

Penalty for statement reflecting wrong percentage

Subsection 128TE(1) of the Income Tax Assessment Act 1936
operates as if it referred to subsection (3) of this section instead of
subsection 128TC(5) of that Act.

To avoid doubt, subsection (3) of this section does not prevent
subsection 128TE(1) of thecome Tax Assessment Act 1936 from
making the'head company liable to pay additional tax by way of
penalty.
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717-530 Extended operation of sections 717-520 and 717-525

Section 128AAA (the applied sectipof thelncome Tax
Assessment Act 1936 applies to sections 717-520 and 717-525 of

this Act in the same way as the applied section applies to
Division 11A of Part lll of that Act.

Note: Section 128AAA of thtncome Tax Assessment Act 18pfplies
Division 11A of Part Ill of that Act to non-share dividends in the same
way as that Division applies to dividends.

[The next Division is Division 719.]

2 At the end of Division 719
Add:

Subdivision 719-X—International tax rules
Table of sections

Foreign dividend accounts

719-900 General rules about foreign dividend accounts
719-905 Transfer of balance of foreign dividend accounts on change in identity of
provisional head company

Foreign dividend accounts

719-900 General rules about foreign dividend accounts

(1) This section modifies the effect that Subdivision 717-J has in
relation to & MEC group because of section 719-2.
Note: Except as provided by this section, section 719-2 gives
Subdivision 717-J effect in relation to a MEC group in a way

corresponding to the way in which that Subdivision has effect in
relation to a consolidated group.

(2) Subdivision 717-J has effect in relation to ‘thevisional head
company of thé MEC group in a way corresponding to the way in
which that Subdivision has effect in relation to thead company
of a*consolidated group.
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(3) Subdivision 717-J has effect as if:

(a) the company that is thprovisional head company of the
*MEC group at a time were not subsidiary member of the
group at the time; and

(b) each company that is'member of the MEC group at the
time and is not the provisional head company at the time
were a subsidiary member of the group at the time.

719-905 Transfer of balance of foreign dividend accounts on change
in identity of provisional head company

(1) This section operates if:

(a) a"cessation event happens to theovisional head company
(the old companyof a*"MEC group; and
(b) another company (the new compgpisyappointed as the
provisional head company of the group under subsection
719-60(3).
Note: The appointment of the new company as the provisional head

company of a MEC group under subsection 719-60(3) is taken to have
come into force immediately after the cessation event.

(2) If there was afFDA surplus for the old company at the time of the
*cessation event:
(a) an"FDA debit equal to the FDA surplus arises for the old
company at the time of the cessation event; and
(b) an*FDA credit equal to the FDA surplus arises for the new
company when it is appointed.

(3) If the old company’s totdFDA debits arising before the time of
the"cessation event exceeded its tOFEDA credits arising before
that time:
(a) an FDA credit equal to the excess arises for the old company
at the time of the cessation event; and
(b) an FDA debit equal to the excess arises for the new company
when it is appointed.

[The next Division is Division 721.]
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Part 2—Related amendments

Income Tax Assessment Act 1936

3 Paragraph 128TA(1)(b)
Omit “dividend; or”, substitute “dividend.”.

4 Paragraph 128TA(1)(c)
Repeal the paragraph.

5 Paragraph 128TA(2)(b)
Omit “23AK; or”, substitute “23AK.".

6 Paragraph 128TA(2)(c)
Repeal the paragraph.

7 Subparagraph 128TB(1)(c)(ii)
Omit “or (c)".

8 Paragraph 128TB(3)(c)

Repeal the paragraph, substitute:
(c) in a paragraph (1)(c) case—the amount of the expenditure; or

9 Subsection 128TC(2) (definition of  total non-resident
dividends)

Omit “or companies that are related (within the meaning of subsection
51AE(16))".

10 Subsection 128TC(2) (definition of maximum non-resident
dividend percentage)

Omit “or to a company that is related (within the meaning of subsection
51AE(16))".
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11 Subsection 128TC(2) (definition of total calculation value
for dividend purposes of other shares)

Omit “or to a company that is related (within the meaning of subsection
51AE(16))".

12 Application of amendments

D The amendments of thecome Tax Assessment Act 1936 made by this
Schedule apply in relation to a dividend or non-share dividend paid
after 30 June 2003 by a company, except a company to which
subitem (2) applies.

(2) This subitem and subitem (3) apply to a company if:
(a) the company becomes a member of a consolidated group or
MEC group on the day (the consolidation Jlélye group
comes into existence; and
(b) the consolidation day either is before 1 July 2003 or is both:
(i) the first day of the first income year starting after
30 June 2003 of the group’s head company (for a
consolidated group) or provisional head company (for a
MEC group) on the consolidation day; and
(i) before 1 July 2004; and
(c) the company was not a member of a consolidated group or
MEC group before the consolidation day.

3 The amendments of thecome Tax Assessment Act 1936 made by this
Schedule apply in relation to a dividend or non-share dividend paid by a
company on or after the consolidation day.

(4) A term used in subitem (2) and defined in the Income Tax Assessment
Act 1997 has the same meaning in that subitem as it has in that Act.

Income Tax Assessment Act 1997

13 At the end of subsection 703-75(3)

Add:
; and (d) for the purposes of determining the respective balances of the
“FDA accounts of the original company and the interposed
company at and after the completion time.
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14

15

16

17

18

19

20

21

Section 717-265 (link note)
Repeal the link note.

Subsection 995-1(1)
Insert:

FDA credithas the meaning given by section 717-505.

Subsection 995-1(1)
Insert:

FDA debithas the meaning given by section 717-505.

Subsection 995-1(1)
Insert:

FDA declaration has the meaning given by section 717-505.

Subsection 995-1(1)
Insert:

FDA declaration percentagbas the meaning given by
section 717-520.

Subsection 995-1(1)
Insert:

FDA surplushas the meaning given by section 717-505.

Subsection 995-1(1)
Insert:

foreign dividend accounhas the meaning given by
section 717-505.

Application of amendments of subsection 995-1(1)

The amendments of subsection 995-1(1) of tlkeme Tax Assessment

Act 1997 made by this Part apply on and after 1 July 2002.
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Schedule 10—Consolidation: offshore
banking units

Income Tax Assessment Act 1936

1 Section 121C (at the end of the definition of  OBU)
Add:

Note: In this Division, the head company of a consolidated group or MEC
group may be treated for certain purposes as an OBU at a time when a
subsidiary member of the group is an OBU (see Subdivision 717-O of
thelncome Tax Assessment Act 1997

Income Tax Assessment Act 1997

2 At the end of Division 717
Add:

Subdivision 717-O—Offshore banking units

Guide to Subdivision 717-O

717-700 What this Subdivision is about

The head company of a consolidated group is treated for certain
purposes as an offshore banking unit at a time when a subsidjary
member of the group is an offshore banking unit.

Table of sections

717-705 Object of this Subdivision
717-710 Head company treated as OBU

[This is the end of the Guide.]
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717-705 Object of this Subdivision

The object of this Subdivision is to ensure that certain rules in the
Income Tax Assessment Act 1936 relating to offshore banking units
interact properly with the consolidation regime in this Part.

717-710 Head company treated as OBU

(1) Division 9A of Part Il of the Income Tax Assessment Act 1936
applies to théhead company of ‘@onsolidated group as if the
head company were an OBU (within the meaning of that Division)
at a time when &ubsidiary member of the group is an OBU
(within the meaning of that Division).

(2) Subsection (1) operates for the head company core purposes
mentioned in subsection 701-1(2)
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Schedule 11—Consolidation: application of
rules to MEC groups

Income Tax Assessment Act 1997

1 Before Subdivision 719-B
Insert:

Subdivision 719-A—Modified application of Part 3-90 to MEC
groups

719-2 Modified application of Part 3-90 to MEC groups

(1) This Part (other than Division 703 and this Division) has effect in
relation to & MEC group in the same way in which it has effect in
relation to dconsolidated group.

Note: A provision in this Part (other than in Division 703 or in this Division)
mentioning 2 separate consolidated groups will, under subsection (1),

have an additional operation when the groups are both MEC groups or
when one is a MEC group and the other is a consolidated group.

(2) However, that effect is subject to the modifications set out in this
Division.

(3) For the purposes of subsection (1), a reference in this Part (other
than in Division 703 or this Division) to a provision in

Division 703 applies as if it referred instead to that provision or the
corresponding provision in Subdivision 719-B (as appropriate).

2 Subsection 995-1(1) (at the end of the definition of
consolidated group)

Add:

Note 1: Part 3-90 contains rules relating to the tax treatment of consolidated
groups. Division 719 (of that Part) applies those rules to MEC groups
with modifications (see section 719-2).

Note 2: Provisions in thimcome Tax Assessment Act 188@ in thdncome
Tax Assessment Act 19@ther than in Part 3-90) referring only to
consolidated groups dwtapply to MEC groups.
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3 Subsection 995-1(1) (at the end of the definition of MEC

group)
Add:

Note 1: Part 3-90 contains rules relating to the tax treatment of consolidated
groups. Division 719 (of that Part) applies those rules to MEC groups
with modifications (see section 719-2).

Note 2: Provisions in thimcome Tax Assessment Act 188@ in thdncome
Tax Assessment Act 19@ther than in Part 3-90) referring only to
consolidated groups dmwtapply to MEC groups.

Income Tax (Transitional Provisions) Act 1997

4 Before Subdivision 719-C
Insert:

Subdivision 719-A—Modified application of Part 3-90 to MEC
groups

719-2 Modified application of Part 3-90 to MEC groups

(1) This Part (other than Division 703 and this Division) has effect in
relation to a MEC group in the same way in which it has effect in
relation to a consolidated group.

(2) However, that effect is subject to the modifications set out in this
Division.

Subdivision 719-B—MEC groups and their members

719-5 Debt interests that are not membership interests

Section 703-30 of this Act has effect in relation to a MEC group in
the same way in which it has effect in relation to a consolidated

group.
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Schedule 12—Consolidation: MEC group cost
setting rules

Income Tax Assessment Act 1997

1 Section 719-155
Repeal the section, substitute:

719-155 Object of this Subdivision

The object of this Subdivision is to modify the tax cost setting rules
in Divisions 701 and 705 so that they take account of the special
characteristics dfMEC groups.

2 Before subsection 719-160(1)
Insert:

(1A) This section applies if an entity (the MEC joining entibecomes
a”subsidiary member of MEC group at a time (theIEC joining
time).

3 Section 719-165
Repeal the section, substitute:

719-165 Trading stock value not set for assets of eligible tier-1
companies

(1) This section applies if an entity (the MEC joining entigecomes
a“subsidiary member of MEC group at a time (the1EC joining
time).

(2) Subsection 701-35(4) (setting value of trading stock at tax-neutral
amount) does not apply to the assets of the MEC joining entity if it
is an*eligible tier-1 company at the MEC joining time.

4 At the end of Subdivision 719-C
Add:
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719-170 Modified effect of subsections 705-175(1) and 705-185(1)

(1) This section applies if all of tHenembers of AMEC group (the
acquired group) become members of another MEC group, or of a
*consolidated group, at a particular time (the acquisition tiasea
result of the'acquisition of membership interests in:

(a) the*head company of the acquired group; and

(b) other entities that wefeligible tier-1 companies of the
acquired group just before the acquisition time.

(2) Subsections 705-175(1) and 705-185(1) have effect as if a
*membership interest in an entity mentioned in paragraph (1)(b) of
this section were a membership interest in"tead company of
the acquired group.

Note 1: If theacquiring group is a MEC group, and the head company of the
acquired group becomes an eligible tier-1 company cdtieiring

group, the assets of the members of the acquired groopttiave
their tax cost reset at the acquisition time. This is because:

€) section 719-160 treats an entity becoming an eligible tier-1
company of thecquiringgroup as if it were a part of the head
company of that group; and

(b) section 705-185 treats the subsidiary members of the acquired
group as part of the head company of the acquired group.
Note 2: If:
€) theacquiringgroup is a MEC group, but the head company of
the acquired group do@stbecome an eligible tier-1 company
of theacquiringgroup; or
(b) theacquiringgroup is a consolidated group and the acquired

group is a MEC group;

the assets of the members of the acquired group have their tax cost
reset at the acquisition time (section 719-160 does not preclude tax
cost resetting in these cases). For the purposes of resetting the tax cost
of those assets, section 705-185 treats the subsidiary members of the
acquired group as part of the head company of the acquired group.
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Schedule 13—Consolidation: MEC groups and
losses

Part 1—Basic amendments

Income Tax Assessment Act 1997

1 Before section 719-300
Insert:

Guide to Subdivision 719-F

719-250 What this Subdivision is about

losses so the rules operate appropriately in relation to MEC g

modifications mainly affect:

(@) rules about maintaining the same ownership to
able to utilise a loss; and

available fractions.

Table of sections

Maintaining the same ownership to be able to utilise loss

719-255 Special rules

(b)  rules for working out how much of a loss can bge
utilised by reference to bundles of losses and their

This Subdivision modifies the rules about transferring and utilising

oups,

taking account of the special characteristics of those groups. The

be

D

719-260 Special test for utilising a loss because a company maintains the same

owners
719-265 What is the test company?

719-270 Assumptions about the test company having made the loss for an income

year
719-275 Assumptions about nothing happening to affect direct and indirect
ownership of the test company
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719-280 Assumptions about the test company failing to meet the conditions in
section 165-12

Same business test and change of head company

719-285 Same business test and change of head company

Bundles of losses and their available fractions

719-300 Application

719-305 Subdivision 707-C affects utilisation of losses made by ongoing head
company while it was head company

719-310 Adjustment of available fractions for bundles of losses previously
transferred to ongoing head company

719-315 Further adjustment of available fractions for all bundles
719-320 Limit on utilising losses other than the prior group losses
719-325 Cancellation of all losses in a bundle

[This is the end of the Guide.]

Maintaining the same ownership to be able to utilise loss

719-255 Special rules

(1) This section and section 719-260 have effect for the purposes of
working out whether a loss can hilised for an income year (the
claim yeal) by a company (thocal company that made the loss
if:

(a) section 165-12 is relevant to the question whether the focal
company can utilise the loss; and
(b) the focal company is theead company of @EC group at
any time in its"ownership test period for the loss (as affected
by section 707-205, if relevant).
Note: If the focal company made the loss because of a transfer under

Subdivision 707-A, section 707-205 has the effect that the ownership
test period starts for the focal company at the time of the transfer.

Section 707-210 does not have effect

(2) Section 707-210 does not have effect for the purposes of working
out whether the focal company carilise the loss for the claim
year.
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Note: Section 707-210 is about whether a company can utilise a loss it made
because the loss was transferred to it under Subdivision 707-A
because the transferor met the conditions in section 165-12.

719-260 Special test for utilising a loss because a company maintains
the same owners

Meeting the conditions in section 165-12

(1) The focal company is taken to meet the conditions in
section 165-12 for the claim year and the loss if and only if the
company (the test companigentified in relation to the focal
company in accordance with section 719-265 would have met
those conditions for that year on the relevant assumptions in:

(a) section 719-270 (which is about assuming the test company
made the loss for a particular income year); and

(b) section 719-275 (which is about assuming that nothing
happened in relation to certain things that would affect
whether the test company would meet those conditions); and

(c) section 719-280 (which is about assuming that the test
company would have failed to meet those conditions in
certain circumstances).

Focal company’s failure to meet conditions in section 165-12

(2) The focal company is taken to fail to meet a condition in
section 165-12 only at:

(a) the first time the test company would have failed to meet the
condition on the relevant assumptions mentioned in
subsection (1); or

(b) the'test time described in subsection 166-5(5) for the test
company, if:

(i) Division 166 is relevant to working out whether the test
company could havautilised the loss for the claim year
on the relevant assumptions mentioned in
paragraphs (1)(a) and (b); and

(i) the test company is not assumed under section 719-280
to fail to meet the condition before the test time.

Note: If the focal company is taken to fail to meet a condition in

section 165-12, the focal company will not be able to utilise the loss
for the claim year unless the focal company meets the conditions in
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section 165-13 by satisfying the same business test. That test applies
to the focal company (and not the test company).

Same business test for focal company under Division 166

(3) If subsection 166-5(4) affects whether the focal company can
*utilise the loss for the claim year because the focal company is a
*listed public company or 'd00% subsidiary of one for the year,
subsection 166-5(5) operates as if it required Haene business
test to be applied to tHbusiness the focal company carried on just
before the time described in subsection (2) of this section.

Same business test for focal company to transfer loss

(4) If subsection 707-125(4) is relevant to working out whether the
focal company can transfer the loss to a company under
Subdivision 707-A, that subsection:

(a) has effect as if subsection 707-125(5) described the focal
company'’s income year containing the time at which the
focal company is taken under subsection (2) of this section to
fail to meet a condition in section 165-12; and

(b) has effect despite subsection (3) of this section.

Note: For working out whether certain losses can be transferred under
Subdivision 707-A, subsection 707-125(4) modifies the operation of
subsection 166-5(5) by extending the same business test period to
include the income year described in subsection 707-125(5).

719-265 What is the test company?

(1) To identify for the purposes of section 719-260 the company that is
the test company for the focal company for the loss:

(a) first, identify the test company for the focal company by
applying whichever one of subsections (2), (3), (4) and (6) is
relevant; and

(b) then, if the condition in column 1 of an item of the table is
met, apply this section again to identify the test company as
if the company described in column 2 of the item were the
focal company, taking account only of things that happened
before the event described in column 3 of the item.
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Repeated application of this section
Column 1 Column 2 Column 3

If the test company Apply this section again Take account only of
for the focal company as if this company were things that happened

is identified: the focal company: before this event:

1 Under subsection (2) asThe transferor mentioned The transfer mentioned in
the company that is the in subsection (2) subsection (2)
test company for the
transferor

2 Under subsection (6) asThe first head company The first head company
the company that is the mentioned in ceasing to be thehead
test company for the  subsection (6) company of thé MEC
first head company group mentioned in

subsection (6)

Note: More than 2 applications of this section may be needed to identify the
test company for the focal company.

COT transfer of loss to focal company

(2) The test company for the focal company is the company described
in column 2 of the relevant item of the table if the focal company
made the loss because dfGOT transfer to the focal company.

Test company for the focal company

Column 1 Column 2
If: The test company for the focal
company is:

1 The focal company and the transferor The focal company
are the same company

2 The focal company and the transferor The company that is the test company
are different companies for the transferor

Loss transferred because same business test satisfied

(3) The test company for the focal company is the company described
in column 2 of the relevant item of the table if the focal company
made the loss because the loss was transferred under
Subdivision 707-A to the focal company from a company because
it satisfied thé same business test for:

(a) the*same business test period; and
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(b) thetest time specified in Division 165 or 166 or
section 707-125.

Test company for the focal company

Column 1 Column 2
If: The test company for the focal
company is:
1 The focal company was thaead The company that was tfiop
company of aMEC group at the time company for the MEC group at the time
of the transfer of the transfer

2 The focal company wamtthe*head The focal company
company of a MEC group at the time
of the transfer

Loss not transferred from a company

(4) The test company for the focal company is the company described
in column 2 of the relevant item of the table if the focal company
made the loss apart fromtransfer of the loss under
Subdivision 707-A from a company.

Test company for the focal company

Column 1 Column 2
If: The test company for the focal
company is:

1 The focal company made the loss  The company that was thtop
apart from Subdivision 707-A and wascompany for the MEC group at the start
the*head company of &MEC group  of the income year
at the start of the income year for
which it made the loss

2 The focal company made the loss  The company that was thtop
because it was transferred under company for the MEC group at the time
Subdivision 707-A to the focal of the transfer
company as théhead company of a
*MEC group from an entity other than
acompany

3 Neither item 1 nor item 2 applies The focal company
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Relationship between subsections (2), (3) and (4)

(5) Subsection (2) or (3), and r&bsection (4), is relevant for
identifying the test company for the focal company if the focal
company made the loss apart from a transfer under
Subdivision 707-A, and later transferred the loss to itself under that
Subdivision.

Change of head company

(6) If, under section 719-90, the focal company is taken to have made
the loss because:
(a) a company (the first head compamther than the focal
company made the loss apart from that section and either:
(i) was the'head company of EC group at any time
during the income year for which it made the loss; or
(i) became the head company of a MEC group after that
income year (without having beerisubsidiary member
of the group before becoming the head company); and
(b) the focal company was later the head company of the MEC
group;
the test company for the focal company is the company that is the
test company for the first head company.

Note: Section 719-90 applies if there is a change in the head company of a
MEC group, treating the later head company as if what had happened
to the earlier head company had happened to the later head company.

(7) Subsections (2), (3) and (4) and section 719-90 have effect subject
to subsection (6) of this section.

719-270 Assumptions about the test company having made the loss
for an income year

If test company was top company for focal company’s MEC group

(1) If the test company was thp company for AMEC group and
the focal company is or was theead company of that MEC
group, assume that the test company made the loss for an income
year starting at the relevant time shown in the table.
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Start of income year for which test company is assumed to have made loss

If: The relevant time is:
1 The focal company made the loss apart The start of the income year for
from Subdivision 707-A which the focal company made the
loss
2 The focal company made the loss The time of the transfer

because it was transferred to the focal
company under Subdivision 707-A

Note: Subsection (1) applies even if the test company is still the top
company for the MEC group at the end of the claim year.

If test company is focal company or first head company

(2) If the test company is:
(a) the focal company; or
(b) the first head company identified in subsection 719-265(6) by
reference to the focal company;
assume that the test company made the loss for an income year
starting at the relevant time shown in the table.

Start of income year for which test company is assumed to have made loss

If: The relevant time is:

1 The test company made the loss apart The start of the income year for
from Subdivision 707-A (even if the test which the test company made the loss
company later transferred the loss to
itself in a"COT transfer)

2 The test company made the loss becausEhe time of the transfer
it was transferred to the test company
under Subdivision 707-A in a transfer
other than ACOT transfer (even if the
test company first made the loss apart
from that Subdivision)

(3) If the test company is the first head company, disregard
section 719-90 for the purposes of working out the relevant time
using the table in subsection (2) of this section.
Note: This ensures that section 719-90 does not make the items in the table

inapplicable by treating the test company as if another company had
made the loss instead of the test company.
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If subsections (1) and (2) do not apply

(4) If neither subsection (1) nor subsection (2) applies, assume that the
test company made the loss for an income year starting at the
relevant time shown in the table.

Start of income year for which test company is assumed to have made loss

If: The relevant time is:

1 The test company made the loss apart The start of the income year for
from Subdivision 707-A (even if the test which the test company made the loss
company later transferred the loss to
itself in a"COT transfer)

2 The test company made the loss becausEhe time of the transfer
it was transferred to the test company
under Subdivision 707-A in a transfer
other than ACOT transfer (even if the
test company first made the loss apart
from that Subdivision)

3 The test company is the test company foFhe time that was the relevant time
the focal company for the loss because under subsection (1) for the test
the test company was thiep company company as the test company for the
for a"MEC group whoséhead company first company for which the test
made the loss before it was transferred toompany was the test company for
the focal company under the loss
Subdivision 707-A

Note: Subsection (4) applies if the focal company made the loss because of a
COT transfer of the loss to the focal company from another company.

(5) Disregard section 719-90 for the purposes of items 1 and 2 of the
table in subsection (4) of this section if the test company was
identified using subsection 719-265(6).

Note: This ensures that section 719-90 does not make those items

inapplicable by treating the test company as if another company had
made the loss instead of the test company.

Other events do not override assumption

(6) If the test company transferred the loss to itself or another
company under Subdivision 707-A, assume that the transfer did not
affect, for income years ending after the transfer:

(a) the fact that the test company made the loss; or
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(b) the income year for which the test company is assumed
(under subsection (1), (2) or (4)) to have made the loss.

719-275 Assumptions about nothing happening to affect direct and
indirect ownership of the test company

(1) This section sets out an assumption that must be made whenever an
event described in subsection (2) occurs:
(a) after the time assumed under section 719-270 to be the start
of the income year for which the test company made the loss;
and
(b) before the end of the claim year;
(whether or not the test company or the focal company is one of
the companies mentioned in the description of the event).

(2) Assume that, after an event described in an item of the table,
nothing happens in relation tmembership interests or voting
power in an entity described in the item that would affect whether
the test company would meet the conditions in section 165-12 for
the claim year and the loss.

Assumption about nothing happening to membership interests or voting power

If this event occurs: Assume that nothing happens in relation to
membership interests or voting power in:

1 Thereis dCOT transfer of the  The transferor or an entity that was at the
loss to thé head company of a  time of the transfer interposed between the
*MEC group (but not from a transferor and th&op company for the MEC
company that was the head group
company of another MEC group
just before the transfer)

2 Thereis aCOT transfer of the  The company that was just before the transfer
loss to théhead company of a  the“top company for the other MEC group,
*MEC group from a company  Or an entity that was at the time of the
that was the head company of transfer interposed between that company and

another MEC group just before the top company of the MEC group to whose
the transfer head company the loss was transferred
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Assumption about nothing happening to membership interests or voting power

If this event occurs: Assume that nothing happens in relation to
membership interests or voting power in:

3 There is a change in the identity The company that ceased to be the top
of the*top company for AMEC  company for the MEC group as part of the
group whosé head company has change or an entity that was at the time of the
made the loss change interposed between that company and
the company that became the top company
for the MEC group as part of the change

4 A company that has made the The company or an entity that was at the time
loss becomes at a time theead  interposed between the company and'tbp
company of aMEC group (as  company for the MEC group
the first company to be the head
company of the group) and has
not before that time transferred
the loss to another company
under Subdivision 707-A

5 There is 4COT transfer of the  The other company or an entity that was at
loss to thé head company of a  the time of the transfer interposed between
“consolidated group from the other company and the head company

another company

(3) For the purposes of this section, a company is taken to make a loss:

(a) at the starbf the income year for which the company makes
the loss, if it makes the loss apart from a transfer under
Subdivision 707-A (even if the company later transfers the
loss to itself under that Subdivision); or

(b) at the time the loss is transferred to the company under that
Subdivision, if the company makes the loss because of that
transfer.

(4) Disregard section 719-90 for the purposes of making an
assumption on the basis of item 1 of the table in subsection (2) of
this section if (apart from that section):

(a) the"COT transfer mentioned in that item was fromthead
company of thé MEC group to itself; and

(b) for an income year starting after the transfer, another
company was the head company of the group.
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719-280 Assumptions about the test company failing to meet the
conditions in section 165-12

(1) Assume that the test company fails to meet the conditions in
section 165-12 at the time an event described in subsection (2), (3)
or (4) happens after the start of tlogvnership test period for the
focal company in relation to:

(a) the"MEC group whoséhead company was the focal
company; or
(b) the"potential MEC group whose membership was the same
as the membership of that MEC group.
Note: If the test company is assumed to fail to meet the conditions in

section 165-12 for the claim year and the loss, the focal company is
taken (under section 719-260) to have failed to meet those conditions.

(2) One event is thpotential MEC group ceasing to exist.

(3) Another event is something happening that meets these conditions:
(a) the thing happens at a time in relatiohn@mbership
interests in one or more of these entities:

(i) a company that was just before that tinfien@mber of
the"MEC group and afeligible tier-1 company of the
*top company for the MEC group;

(i) an entity interposed between a company described in
subparagraph (i) and the company that was the top
company for the group just before that time;

(b) the thing does not cause tip®tential MEC group to cease to
exist but does cause a change in the identity of the top
company for the potential MEC group.

(4) Another event is theMEC group ceasing to exist because there
ceases to be provisional head company of the group.

Other causes of failure to meet conditions in section 165-12

(5) To avoid doubt, this section does not limit the circumstances in
which the test company would have failed to meet the conditions in
section 165-12 on the relevant assumptions set out in
sections 719-270 and 719-275.
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Same business test and change of head company

719-285 Same business test and change of head company

In working out whether thesame business test is satisfied by a

company that, after thigest time, became tlibead company of a

*MEC group that existed before that time, disregard what happened

in relation to the company before it becanienamber of the

group. Section 719-90 has effect subject to this section.

Note 1: The same business test is to be applied on the basis that the company’s
business at the test time was the business that section 719-90 treats the
company as having carried on at that time, except to the extent that

section 719-90 attributes to the company its actual history before it
became a member of the MEC group.

Note 2: Section 719-90 applies if there is a change in the head company of a
MEC group, treating the later head company as if what had happened
to the earlier head company had happened to the later head company.

[The next section is section 719-300.]

Bundles of losses and their available fractions
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Part 2—Related amendments

Income Tax Assessment Act 1997

2 Subsection 707-210(1)
Repeal the subsection, substitute:

(1) This section has effect for the purposes of working out whether a
company (the latest transferpeanutilise for an income year a
loss it made because of@OT transfer from a company (the latest
transferor).

(1A) A transfer of a loss under Subdivision 707-A from a company to a
company is a COT transfef the loss if the transfer occurs
because:

(a) the transferor meets the conditions in section 165-12; and
(b) the conditions in one or more of paragraphs 165-15(1)(a), (b)

and (c) do not exist in relation to the transferor.
3 Paragraph 707-210(3)(b)

Repeal the paragraph, substitute:

(b) one or more of those earlier transfers wasan@OT
transfer;

4 Subsection 995-1(1)
Insert:

COT transferof a loss has the meaning given by section 707-210.

5 Application of amendment of subsection 995-1(1)

The amendment of subsection 995-1(1) of the Income Tax Assessment
Act 1997 made by this Schedule applies on and after 1 July 2002.

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
161



Schedule 14 Consolidation: liability rules

Schedule 14—Consolidation: liability rules

Income Tax Assessment Act 1997

1 At the end of Subdivision 709-A
Add:

Payment of group liability by former subsidiary member

709-95 Payment of group liability by former subsidiary member

(1) This section operates if:

(a) an entity (théormer subsidiary ceases to be*aubsidiary
member of dconsolidated group (the old group) at a
paticular time (the leaving time and

(b) at or after the leaving time, the former subsidiary:

() "pays a PAYG instalment for which it was jointly and
severally liable under subsection 721-15(1) because it
was a subsidiary member of the old group; or

(i) *pays income tax for which it was jointly and severally
liable under that subsection because it was a subsidiary
member of the old group; and

(c) apart from this section,"ranking credit would arise under
section 205-15 in th&ranking account of the former
subsidiary at a time (therediting time@ because of that
payment.

(2) The credit:
(a) does not arise at the crediting time in“tin@nking account of
the former subsidiary; and
(b) instead, arises at the crediting time in the franking account of
the entity that was thdhead company of the old group at the
leaving time.
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709-100 Refund of income tax to former subsidiary member

(1) This section operates if:

(@) an entity (théormer subsidiary ceases to be*aubsidiary
member of dconsolidated group (the old group) at a
paticular time (the leaving time and

(b) at or after the leaving time, the former subsidiaggeives a
refund of income tax for which it was jointly and severally
liable under subsection 721-15(1) because it was a subsidiary
member of the old group; and

(c) apart from this section,"&ranking debit would arise under
section 205-30 in th&franking account of the former
subsidiary at a time (the debiting tinkbecause of that
payment.

(2) The debit:

(a) does not arise at the debiting time in“fih@nking account of
the former subsidiary; and

(b) instead, arises at the debiting time in the franking account of
the entity that was thidhvead company of the old group at the
leaving time.

2 Subsection 721-10(2) (at the end of the table)

Add:
60 subsection 45-875(2) in Schedule 1 to the*instalment quarter to
the Taxation Administration Act 1953  which the general interest
(head company'’s liability to GIC on charge relates

shortfall in quarterly instalment)

65 if an administrative penalty of a kind  the period provided for in this
mentioned in section 284-75, 284-145, table for the tax-related
286-75 or 288-25 in Schedule 1 to the liability to which the penalty
Taxation Administration Act 1958lates relates
only to anotheftax-related liability
mentioned in this table—section 298-15
in that Schedule

3 After subsection 721-15(5)
Insert:
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(5A) Despite subsection (5), if the group liability general interest
charge for a day, the joint and several liability of a particular
contributing member under subsection (1) becomes due and
payable by the member at the end of the day on which the
Commissioner gives the member written notice of the liability
under subsection (5).

4 After section 721-15
Insert:

721-17 Notice of joint and several liability for general interest
charge

(1) This section operates if:

(a) the group liability iSgeneral interest charge for a day in
relation to another liability (the primary liabiliyyand

(b) the Commissioner gives a particular contributing member
written notice under subsection 721-15(5) of the group
liability; and

(c) general interest charge arises for a subsequent day in relation
to the primary liability; and

(d) the general interest charge for the subsequent day has not
been paid or otherwise discharged in full by the time it
became due and payable.

(2) The Commissioner is taken to have given the contributing member
written notice under subsection 721-15(5) ofipeneral interest
charge for the subsequent day. The notice is taken to have been
given on that day.

5 After subsection 721-30(5)
Insert:

(5A) Despite subsection (5), if the group liability general interest
charge for a day, the liability of a TSA contributing member under
subsection (2) becomes due and payable by the member at the end
of the day on which the Commissioner gives the member written
notice of the liability under subsection (5).
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6 After section 721-30
Insert:

721-32 Notice of general interest charge liability under TSA

(1) This section operates if:

(a) the group liability iSgeneral interest charge for a day in
relation to another liability (the primary liabiliyyand

(b) the Commissioner gives a particular TSA contributing
member written notice under subsection 721-30(5) of its
liability under subsection 721-30(2) in relation to the general
interest charge for that day; and

(c) general interest charge arises for a subsequent day in relation
to the primary liability; and

(d) the TSA contributing member is liable under subsection
721-30(2) for an amount in relation to the general interest
charge for the subsequent day.

(2) The Commissioner is taken to have given the TSA contributing
member written notice under subsection 721-30(5) of the amount
in relation to thégeneral interest charge for the subsequent day.
The notice is taken to have been given on that day.

7 After section 721-35
Insert:

721-40 TSA liability and group liability are linked

(1) The liability of a TSA contributing member under subsection
721-30(2) (the TSA liability is separate and distinct for all
purposes from the group liability to which it relates (the linked
group liability). For example, the Commissioner may take
proceedings to recover the unpaid amount of the TSA liability,
proceedings to recover the unpaid amount of the linked group
liability, or both.

Note: The TSA contributing member will not be jointly and severally liable
for the linked group liability under section 721-15 (see subsection

721-15(3)). However, the head company of the group remains liable
for the linked group liability.
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Payment or discharge of TSA liability

(2) If an amount is paid or applied at a particular time towards
discharging the TSA liability, the linked group liability is
discharged at that time to the extent of the same amount.

Payment or discharge of linked group liability

3) It
(a) an amount is paid or applied at a particular time towards
discharging the linked group liability; and
(b) as aresult, the amount unpaid on the TSA liability at that

time (apart from this section) exceeds the amount unpaid on
the linked group liability at that time;

the TSA liability is discharged at that time to the extent of the
excess.

(4) Subsections (2) and (3) operate in relation to a liability under a
judgment (thgudgment liability):

(a) if the judgment liability is for the entire amount unpaid on
the TSA liability—as if the judgment liability were the TSA
liability; and

(b) if the judgment liability is for the entire amount unpaid on
the linked group liability—as if the judgment liability were
the linked group liability.

(5) This section does not discharge a liability to a greater extent than
the amount of the liability.

Taxation Administration Act 1953

8 Subsection 250-10(1) in Schedule 1 (note)
Omit “Note”, substitute “Note 1".

9 At the end of subsection 250-10(1) in Schedule 1 (after the
note)

Add:

Note 2: Members and former members of consolidated groups and MEC
groups may be jointly and severally liable to pay certain tax-related
liabilities related to the group’s activities (see Division 721 of the
Income Tax Assessment Act 1997
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10 Subsection 250-10(2) (after table item 37)
Insert:
39 TSA liability 721-30 Income Tax Assessment Act 1997

11 Subsection 250-10(2) in Schedule 1 (note)
Omit “Note”, substitute “Note 1”.

12 At the end of subsection 250-10(2) in Schedule 1 (after the
note)

Add:

Note 2: Members and former members of consolidated groups and MEC
groups may be jointly and severally liable to pay certain tax-related
liabilities related to the group’s activities (see Division 721 of the
Income Tax Assessment Act 1997
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Schedule 15—Consolidation: general
application provision

Income Tax (Transitional Provisions) Act 1997

1 Subsection 700-1(1)
Repeal the subsection, substitute:

(1) Part 3-90 of théncome Tax Assessment Act 1985 inserted by
the New Business Tax System (Consolidation) Act (No. 1) 2002 and
amended by:
(a) the New Business Tax System (Consolidation, Value Shifting,
Demergers and Other Measures) Act 2002; and
(b) the New Business Tax System (Consolidation and Other
Measures) Act (No. 1) 20pand
(c) the New Business Tax System (Consolidation and Other
Measures) Act 2003;

applies on and after 1 July 2002.
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Schedule 16—Consolidation: transitional
foreign-held membership structures

Part 1—Amendment of the Income Tax Assessment
Act 1997

1 Subsection 703-15(2) (cell at table item 2, column 4)

Omit “requirement in subsection 703-45(1)", substitute “set of
requirements in section 703-45, section 701C-10 of the Income Tax
(Transitional Provisions) Act 1997 or section 701C-15 of that Act”.

2 Section 703-45
Repeal the section, substitute:

703-45 Subsidiary members or nominees interposed between the
head company and a subsidiary member of a consolidated
group or a consolidatable group

(1) This section describes, for the purposes of item 2, column 4 of the
table in subsection 703-15(2), a set of requirements that must be
met for an entity (théest entity to be & subsidiary member of a
*consolidated group or*@onsolidatable group at a particular time
(the test timg

(2) Atthe testtime, each of the interposed entities must either:
(a) be dsubsidiary member of the group; or
(b) hold"membership interests in:
() the test entity; or

(i) a subsidiary member of the group interposed between
the*head company of the group and the test entity;

only as a nominee of one or more entities each of which is a
“member of the group.

3 Paragraph 705-15(d)
Repeal the paragraph.
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Part 2—Amendment of the Income Tax (Transitional
Provisions) Act 1997

4 Division 701B (heading)
Repeal the heading, substitute:

Division 701B—Modified application of provisions of
Income Tax Assessment Act 1997 relating to CGT
event L1

5 After Division 701B
Insert:

Division 701C—Modified application etc. of provisions of
Income Tax Assessment Act 1997: transitional
foreign-held membership structures

Table of Subdivisions
701C-A Overview
701CGB Membership rules allowing foreign holding

701C-C Modifications of tax cost setting rules
Subdivision 701C-A—Overview

Table of sections

701C-1  Overview

701C-1 Overview

This Division:

(a) sets out, for the purposes of item 2, column 4 of the table in
subsection 703-15(2) of the Income Tax Assessment Act
1997, rules that allow certain entities to be subsidiary
members of consolidatable groups or consolidated groups
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where other entities are interposed between them and the

head company of the group (see Subdivision 701C-B); and
(b) modifies certain rules in Part 3-90 of the Income Tax

Assessment Act 1997 relating to setting the tax cost of assets

to take account of those membership rules (see

Subdivision 701C-C).

[The next section is 701C-10.]

Subdivision 701C-B—Membership rules allowing foreign
holding

Table of sections

701C-10 Additional membership rules where entities are interposed between the
head company and a subsidiary member—case where an interposed entity is
a non-resident and the subsidiary member is a company

701C-15 Additional membership rules where entities are interposed between the
head company and a subsidiary member—case where an interposed entity is
a non-resident and the subsidiary member is a trust or partnership

701C-20 Transitional foreign-held subsidiaries and transitional foreign-held indirect
subsidiaries

701C-10 Additional membership rules where entities are interposed
between the head company and a subsidiary member—
case where an interposed entity is a non-resident and the
subsidiary member is a company

(1) This section describes, for the purposes of item 2, column 4 of the
table in subsection 703-15(2) of the Income Tax Assessment Act
1997, a set of requirements that must be met for an entitje@he
entity) to be a subsidiary member of a consolidated group or a
consolidatable group at a particular time (it time.

Test entity must be company

(2) Atthe test time, the test entity must be a company.

At least one interposed entity must be a non-resident company or
non-resident trust

(3) Atthe testtime, at least one of the interposed entities must be:
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(a) a company (a non-resident compatiyat is a foreign
resident; or

(b) a trust (anon-resident trusk that does not meet the
requirements in any item of the table in section 703-25 of the
Income Tax Assessment Act 1997.

The interposed entities must all be of a particular kind

(4) Atthe test time, each of the interposed entities must be:

(a) a subsidiary member of the group; or

(b) a non-resident company; or

(c) anon-resident trust; or

(d) an entity that holds membership interests in an entity
interposed between it and the test entity, or in the test entity,
only as a nominee of one or more entities each of which is a
member of the group, a non-resident company or a
non-resident trust; or

(e) a partnership, each of the partners in which is a non-resident
company or a non-resident trust.

Test entity must be a subsidiary member on assumption that
non-resident companies and non-resident trusts were subsidiary
members

(5) Atthe test time, it must be the case that the test entity would be a
subsidiary member of the group if each interposed entity that is a
non-resident company or non-resident trust were a subsidiary
member of the group.

Additional requirement for consolidatable groups

(6) If the group is a consolidatable group, the test time must be before
1 July 2004.

Additional requirement for consolidated groups at formation

(7) If the group is a consolidated group and the test time is the time at
which the group comes into existence as a consolidated group, the
test time must be before 1 July 2004.
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Additional requirement for consolidated groups after formation

(8) If:

(a) the group is a consolidated group; and

(b) the test time is after the group comes into existence; and

(c) atthe test time, one or more of the membership interests in
the test entity are held by:

(i) a non-resident company; or

(i) a non-resident trust; or

(i) an entity that holds the membership interests only as a
nominee of one or more entities each of which is a
non-resident company or a non-resident trust; or

(iv) a partnership, each of the partners in which is a
non-resident company or a non-resident trust;

then:

(d) from the time the group came into existence as a consolidated
group until the test time, the test entity must have been a
subsidiary member of the group; and

(e) at the time the group came into existence as a consolidated
group, one or more of the membership interests in the test
entity must have been held by an entity of a kind mentioned
in subparagraph (c)(i), (ii), (iii) or (iv).

701C-15 Additional membership rules where entities are interposed
between the head company and a subsidiary member—
case where an interposed entity is a non-resident and the
subsidiary member is a trust or partnership

(1) This section describes, for the purposes of item 2, column 4 of the
table in subsection 703-15(2) of the Income Tax Assessment Act
1997, a set of requirements that must be met for an entitje@he
entity) to be a subsidiary member of a consolidated group or a
consolidatable group at a particular time (it time.

Test entity must be a trust or partnership

(2) Atthe testtime, the test entity must be a trust or partnership.
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At least one interposed entity must be a company that is a
subsidiary member because of section 701C-10

(3) Atthe testtime, one or more of the interposed entities must be
companies that are subsidiary members of the group because the
set of requirements in section 701C-10 are met.

Test entity must be a subsidiary member on assumption that head
company beneficially owned all membership interests beneficially
owned by subsection (3) companies

(4) Atthe test time, it must be the case that the test entity would be a
subsidiary member of the group if the head company beneficially
owned all the membership interests beneficially owned by each
company described in subsection (3).

701C-20 Transitional foreign-held subsidiaries and transitional
foreign-held indirect subsidiaries

If:

(a) an entity is a subsidiary member of a consolidated group in a
case where the set of requirements described in
section 701C-10 are met; and
(b) one or more of the membership interests in the entity are held
by:
() a non-resident company; or
(i) a non-resident trust; or
(i) an entity that holds the membership interests only as a
nominee of one or more entities each of which is a
non-resident company or a non-resident trust; or
(iv) a partnership, each of the partners in which is a
non-resident company or a non-resident trust;
then:
(c) the entity is a transitional foreign-held subsidiaoy the
group; and
(d) if:
() the transitional foreign-held subsidiary; or
(i) an entity that is a transitional foreign-held indirect

subsidiary of the group because of another application
of this paragraph;
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holds one or more membership interests in another entity
that:

(i) is a subsidiary member of the group; and
(iv) is not a transitional foreign-held subsidiary of the group;

that other member isteansitional foreign-held indirect
subsidiaryof the group.

Note: In order to be a subsidiary member of the group as required by
subparagraph (d)(iii), the transitional foreign-held indirect
subsidiary would need to have satisfied the set of requirements in
either section 701C-10 or 701C-15

Subdivision 701C-C—Modifications of tax cost setting rules
Table of sections

Application and object

701C-25 Application and object of this Subdivision

Basic modification

701C-30 Transitional foreign-held subsidiary to be treated as part of head company

Other modifications

701C-35 Trading stock value not set for assets of transitional foreign-held
subsidiaries

701C-40 Cost setting rules for exit cases—maodification of core rules
701C-50 Cost setting rules for exit cases—reference to modification of core rule

Application and object

701C-25 Application and object of this Subdivision

Application

(1) This Subdivision applies if an entity (ttransitional foreign-held
joining entity) that is a transitional foreign-held subsidiary or a
transitional foreign-held indirect subsidiary becomes a subsidiary
member of a consolidated group at the time (the formation)time
the group comes into existence.
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Object

(2) The object of this Subdivision is to ensure that, on becoming a
subsidiary member at the formation time, the tax cost of the assets
of any transitional foreign-held subsidiary is not set and that the tax
cost setting amount for assets of any transitional foreign-held
indirect subsidiary that becomes a subsidiary member at that time
takes account of this.

Basic modification

701C-30 Transitional foreign-held subsidiary to be treated as part of
head company

The following provisions:

(a) section 701-10 of the Income Tax Assessment Act 1997
(about setting the tax cost of assets that an entity brings into
the group);

(b) Subdivision 705-A of that Act, in its application in
accordance with Subdivision 705-B of that Act;

apply, for the purposes of setting the tax cost of an asset of the
transitional foreign-held entity at the formation time, as if each
subsidiary member of the group that is a transitional foreign-held
subsidiary at the formation time were a part of the head company
of the group, rather than a separate entity.

Note 1:

(@)

(b)

(©

This section means that references in those provisions to matters
internal to the group operate as if transitional foreign-held subsidiaries
in the group were parts of the head company of the group. For
example:

provisions operating if the head company holds (whether directly
or indirectly) membership interests in another entity operate even
if a transitional foreign-held subsidiary actually holds those
interests; and

provisions operating if the head company owns or controls
another entity operate even if one or more transitional
foreign-held subsidiaries actually own or control that other
entity; and

provisions operating if an entity is interposed between the head
company and another entity operate even if the first entity is
actually interposed between a transitional foreign-held subsidiary
and the other entity.
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Note 2: If the transitional foreign-held entity is a transitional foreign-held
subsidiary, this section means the assets of the entity do not have their
tax cost reset at the formation time. This is because Subdivision 705-A
of thelncome Tax Assessment Act 1987ts application in
accordance with Subdivision 705-B of that Act, resets the tax cost of
assets o$ubsidiarymembers of a group, but not assets of the head
company.

Other modifications

701C-35 Trading stock value not set for assets of transitional
foreign-held subsidiaries

Subsection 701-35(4) of the Income Tax Assessment Act 1997
(setting value of trading stock at tax-neutral amount) does not
apply to the assets of the transitional foreign-held entity if it is a
transitional foreign-held subsidiary.

701C-40 Cost setting rules for exit cases—modification of core rules

Section 701-15 of thencome Tax Assessment Act 1997 applies as
if the following subsection were added at the end of the section:

Application to transitional foreign-held subsidiaries

(4) If an entity that ceases to be a subsidiary member is a transitional
foreign-held subsidiary when it does so:

(a) this section applies to each membership interest in the
transitional foreign-held subsidiary that is held by an entity
(an eligible non-residentof a kind mentioned in
subparagraph 701C-20(b)(i), (ii), (iii) or (iv) of the Income
Tax (Transitional Provisions) Act 1997 in the same way as it
applies to a membership interest in the transitional
foreign-held subsidiary that is held by the head company; and

(b) for that purpose, the definition of head company core
purposesn subsection 701-1(2) of the Income Tax
Assessment Act 1997 applies to the eligible non-resident in
the same way as it applies to the head company.
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701C-50 Cost setting rules for exit cases—reference to modification
of core rule

Section 711-5 of thencome Tax Assessment Act 18pplies as if
the following note were added at the end of the section:

Note: If the leaving entity is a transitional foreign-held subsidiary (within
the meaning of section 701C-20 of theome Tax (Transitional
Provisions) Act 1997), this Division will, in accordance with
subsection 701-15(4) of this Act (see section 701C-40 of the
first-mentioned Act), apply to membership interests that an eligible
non-resident mentioned in that subsection holds in the entity in the

same way as it applies to membership interests that the head company
holds in the entity.
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Schedule 17—Consolidation: transitional cost
setting rule relating to roll-overs

Income Tax (Transitional Provisions) Act 1997

1 Section 701-35

Omit “Part 3-90 of théncome Tax Assessment 1997 applies”, substitute
“the provisions mentioned in subsection (2) apply”.

2 At the end of section 701-35
Add:

(2) The provisions are:
(a) Division 705 of the Income Tax Assessment Act 1997; and
(b) provisionsof this Act modifying the effect of that Division.

(3) Subsection (1) does not apply if:

(a) the asset mentioned in subsection (1) is a membership
interest in an entity (thiest entity; and

(b) when the CGT event happened:

(i) the originating company in relation to the roll-over, or
the transferor in relation to the roll-over relief, was a
foreign resident; and

(i) the recipient company, or the transferee in relation to
the roll-over relief, was an Australian resident; and

(c) when the transitional group came into existence, the test
entity was a subsidiary member of the group, other than as a
transitional foreign-held subsidiary of the group.

3 After section 719-160
Insert:

719-163 Modified effect of section 701-35

(1) This section applies if the transitional group mentioned in
section 701-35 of this Act is a MEC group.
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(2) That section has effect as if paragraph 701-35(3)(c) were repealed
and the following paragraph were substituted:

(c) when the transitional group came into existence, the test
entity was a subsidiary member of the group, other than as:

() a transitional foreign-held subsidiary of the group (see
section 701C-20); or

(i) an eligible tier-1 company of the group.
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Schedule 18—Consolidation: extra
transitional provision for foreign tax
credits

New Business Tax System (Consolidation, Value Shifting,
Demergers and Other Measures) Act 2002

1 At the end of Schedule 10
Add:

11 Transitional provision for section 160AF

D) This item applies if:

(a) because of item 5, 6 or 7, old section 160AFE applies to a
taxpayer as if a period were an income year (the notional
income yea); and

(b) the taxpayer has an initial excess credit (within the meaning
of old section 160AFE) in relation to the notional income
year; and

(c) the taxpayer transfers all or part (the extent of the transfer
being theransfer amounj of that initial excess credit under
old section 160AFE for utilisation by another company in the
notional income year.

(2) Section 160AF of thlncome Tax Assessment Act 1936 applies to the
taxpayer for the year of income in which the notional income year ends
as if the amount of foreign tax paid by the taxpayer mentioned in
paragraph 160AF(1)(b) of that Act were reduced by the transfer
amount.

(©)) This item operates separately in relation to each class of foreign income
identified in subsection 160AF(7) of the Income Tax Assessment Act
1936, as if the taxpayer's foreign income of that class for a year of
income were the whole of the taxpayer’s foreign income for that year.
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Schedule 19—Consolidation: amendment of
losses rules

Income Tax Assessment Act 1997

1 After subsection 701-30(3)
Insert:

(3A) For the purposes of working out the entity’s taxable income (if
any) for the non-membership period, determine:
(a) whether the entity cdutilise a loss of anisort transferred
to the entity in the period; and
(b) if the period started at the start of the income year—whether
the entity can utilise a loss of any sort:
() made by the entity, without a transfer, for an earlier
income year; or
(if) transferred to the entity in an earlier income year,;
as if the time just after the end of the period were the end of the
income year and the entity carried on at that time the same business
that it carried on just before that time. Paragraph (3)(a) has effect
subject to this subsection.
Note: This means that things that happen in relation to the entity at the time
it becomes a subsidiary member of the group are taken into account in

determining whether the entity can utilise such a loss to affect its
taxable income for the non-membership period.

2 At the end of section 701-30
Add:

Utilisation and transfer of non-membership period loss

(8) However, the provisions of this Act relating to transfer or
*utilisation of a loss of anisort have effect in relation to a
nonmembership period loss of that sort for any non-membership
period as if the non-membership period loss were the entity’s loss
for an income year that:

(a) started at the start of the period; and
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(b) ended at the end of the period.

(9) Subsection (8) has effect not only for the entity core purposes, but
also (despite subsection (2)) for other purposes.

3 Section 707-405
Repeal the section.

Income Tax (Transitional Provisions) Act 1997

4 After section 707-325
Insert:

707-326 Events involving only value donor and real loss-maker not
covered by rule against inflation of modified market value

(1) This section affects the calculation of the modified market value of
the real loss-maker mentioned in subsection 707-315(1) of the
Income Tax Assessment Act 1997 for a bundle of losses. This
section affects the calculation:

(a) only if section 707-325 of this Act applies for the purposes of
working out the available fraction for the bundle; and
(b) only for the purposes of working out the available fraction
for the bundle to affect the utilisation of tax losses, film
losses and net capital losses in the bundle (and not any
overall foreign losses, as defined in section 160AFD of the
Income Tax Assessment Act 1936, in the bundle).
Note: This section does not affect the calculation of the real loss-maker’s
modified market value for other purposes (such as the real loss-maker

being a value donor for the purposes of another application of
section 707-325 of this Act).

(2) Disregard for the purposes of subsection 707-325(2) dhtioene
Tax Assessment Act 1997 an event:
(a) that is described in subsection 707-325(4) of that Act; and
(b) that meets the condition in subsection (3) or (4) of this
section.
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(3) One condition is that the event was an injection of capital directly
into the real loss-maker by the value donor mentioned in
section 707-325 of this Act.

(4) The other condition is that the event was a transaction:

(a) that did not take place at arm’s length; and

(b) that involved only the real loss-maker and the value donor
mentioned in section 707-325 of this Act; and

(c) that would have caused subsection 707-325(2) of the Income
Tax Assessment Act 1997 to operate in working out the real
loss-maker’s modified market value (even if no other events
described in subsection 707-325(4) of that Act had occurred),
apart from this section.

(5) Subsection (2) of this section does not apply if subsection
707-325(2) of théncome Tax Assessment Act 1997:

(a) operates for the purposes of working out the value donor’s
modified market value because of an event that involved an
entity other than the value donor and the real loss-maker
(whether or not the event also involved either the value donor
or the real loss-maker); or

(b) would operate for those purposes because of such an event
apart from another application of this section.

5 After section 707-328
Insert:

707-328A Some events involving only group members not covered
by rule against inflation of modified market value

Overview

(1) Subsection (3) of this section affects the calculation, under
section 707-325 of the Income Tax Assessment Act 1997 and
section 707-325 of this Act, of the modified market value of the
real loss-maker mentioned in subsection 707-315(1) of that Act for
a bundle of losses, but only if:

(a) the requirement in subsection (2) of this section is met in
relation to each other company that became a member of the
group mentioned in subsection 707-315(1) of that Act in
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connection with the bundle at the time (the formation j)ime
the group became a consolidated group; and

(b) the provisions described in subsection 707-327(4) of this Act
operate (because of that subsection) in relation to each loss of
such a company that is covered by paragraphs 707-327(1)(b)
and (c) of this Act as if the bundle included the loss; and

(c) all members of the group at the formation time were
companies; and

(d) subsection 707-325(2) of that Act does not operate, for the
purposes of working out the modified market value of an
entity that became a member of the group at the formation
time, because of an event that involved an entity that did not
become a member of the group then; and

(e) the transferee mentioned in subsection 707-325(1) of this Act
chooses that this section apply in relation to the real
loss-maker.

(2) Section 707-325 of this Act must apply in relation to the other
company (as value donor) so that the available fraction for the
bundle is to be worked out as if there were added to the real
loss-maker’s modified market value an amount worked out by
reference to the other company’s modified market value at the
initial transfer time.

Disregarding events for purposes of anti-inflation rule

(3) Disregard for the purposes of subsection 707-325(2) dftioene
Tax Assessment Act 1997 an event that is described in subsection
707-325(4) of that Act and was either:

(a) an injection of capital into an entity that became a member of
the group at the formation time by another such entity; or

(b) a transaction that involved only entities that became members
of the group at the formation time.

Note: Disregarding such an event could have a direct or indirect effect on
the real loss-maker’s modified market value for the purposes of
working out the available fraction for the bundle in one of these ways:

€) it could directly affect the real loss-maker’s modified market
value calculated under section 707-325 ofltt@®me Tax
Assessment Act 1997the real loss-maker was involved in the
event;
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(b) it could have an indirect effect by affecting the value donor’s
modified market value calculated under that section and used
under section 707-325 of this Act to add an amount to the real
loss-maker’s modified market value for those purposes.

Choice

(4) A choice for the purposes of paragraph (1)(e):

(a) may be made only by the day on which the transferee lodges
its income tax return for the first income year for which it
utilises (except in accordance with section 707-350) losses
transferred to it under Subdivision 707-A of theome Tax
Assessment Act 19%nd

(b) cannot be amended or revoked.

Scope of this section

(5) This section affects the modified market value of an entity that
became a member of the group at the formation time only for the
purposes of calculating the real loss-maker’'s modified market
value for the purposes of working out the available fraction for the

bundle.

(6) This section has effect for working out the available fraction of the
bundle only so far as it affects the utilisation of a tax loss, film loss
or net capital loss. It does not affect the utilisation of an overall
foreign loss (as defined in section 160AFD of liome Tax
Assessment Act 193hat:

(@) is included in the bundle; or

(b) was transferred under Subdivision 707-A ofltimme Tax
Assessment Act 1997 from an entity other than the real
loss-maker.

Note: If the bundle includes an overall foreign loss and a loss of another
sort:

()] utilisation of the overall foreign loss is limited by the available
fraction for the bundle worked out apart from this section; and

(b) utilisation of the loss of the other sort is limited by the available
fraction for the bundle as affected by this section, if applicable.

(7) This section can operate in relation to only one bundle of losses
transferred to the transferee under Subdivision 707-A of the
Income Tax Assessment Act 1997.
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New Business Tax System (Consolidation) Act (No. 1) 2002

6 At the end of item 39 of Schedule 3
Add:

(10)  To avoid doubt, section 701-30 of the Income Tax Assessment Act 1997
does not prevent a company from transferring under Subdivision 170-A
or 170-B of that Act (applying as described in subitem (9)) a
non-membership period loss described in that section for the
non-membership period mentioned in that subitem.

7 Item 34 of Schedule 5
Omit “166-86", substitute “166-85".
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Schedule 20—Consolidation: transfers of
losses involving financial corporations

Financial Corporations (Transfer of Assets and Liabilities)
Act 1993

1 Subsection 20(1A)
After “provisions in”, insert “Part 1 of”.

2 At the end of subsection 20(1A)

Add “and the provisions in Part 2 of that Schedule were added at the
end of Subdivision 170-B of that Act”.

3 At the end of section 26C
Add:

(2) Subsection (1) operates on the basis described in subsection (3) if:

(a) the head company of a consolidated group or MEC group
incurred a tax loss because of Subdivision 707-A of the
Income Tax Assessment Act 1997; and

(b) the company (the real loss-makéhat incurred the tax loss
apart from that Subdivision is a member of the group in the
deduction year; and

(c) disregarding section 701-1 (the single entity rule) of that Act,
this Act applies to one or more transfers by the real
loss-maker to the receiving corporation.

Note: In certain cases, Subdivision 707-A of theome Tax Assessment Act
1997treats the head company of a consolidated group or MEC as

incurring a tax loss actually incurred by an entity that becomes a
member of the group.

(3) Subsection (1) operates as if:

(a) the head company were the transferring corporation in
relation to each transfer described in paragraph (1)(a) and this
Act applied to each of those transfers; and

(b) the head company incurred the tax loss for the income year
for which the real loss-maker incurred it (apart from
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Subdivision 707-A of the Income Tax Assessment Act 1997);
and
(c) each reference in that subsection to Subdivision 165-A of
that Act were a reference to that Subdivision as its operation
is affected by Subdivision 707-B of that Act, and by
Subdivision 719-F of that Act (if relevant).
Note 1: Subdivision 707-B of tHacome Tax Assessment Act 18§@écts the
operation of Subdivision 165-A of that Act in relation to the deduction

of a tax loss incurred by the head company of a consolidated group or
MEC group because of Subdivision 707-A of that Act.

Note 2: Subdivision 719-F of tHacome Tax Assessment Act 18$fécts the
operation of Subdivision 165-A of that Act in relation to the deduction
of a tax loss incurred by the head company of a MEC group because
of Subdivision 707-A of that Act.

(4) An expression used in this section and in the Income Tax
Assessment Act 1997 has the same meaning in this section as it has
in that Act. This subsection does not apply to the expressions
deduction yearloss yearthis Actandtransfer.

4 At the end of section 170-5 in Schedule 1
Add:

(5) Special rules extend the scope of this Subdivision to let the head
company of a consolidated group or MEC group transfer in some
cases a tax loss the company incurred because of
Subdivision 707-A. The rules do this by modifying the basis on
which other provisions of this Subdivision operate.

5 At the end of Subdivision 170-A in Schedule 1
Add:

Special rules for transfer from head company of consolidated
group or MEC group

170-75 Transfer of a tax loss incurred by the head company because
of Subdivision 707-A

(1) The other sections of this Subdivision operate in relation to the
actual or proposed transfer oftax loss on the basis described in
this section if:
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(a) the"head company of @onsolidated group MEC group
incurred the tax loss because of Subdivision 707-A; and

(b) the company (the real loss-makéhat incurred the tax loss
apart from Subdivision 707-A is‘aember of the group at
the end of the income year for which it is proposed to transfer
the loss under this Subdivision.

(2) The other sections of this Subdivision, except section 170-28,
operate as if:

(a) the*head company were a transferring corporation within the
meaning of the Financial Corporations (Transfer of Assets
and Liabilities) Act 1993; and

(b) the head company had incurred ttex loss for the income
year for which the real loss-maker incurred the tax loss (apart
from Subdivision 707-A).

This has the effect that (because of subsection 170-10(1)) those
sections operate as if the head company were the loss company and
the loss year were the income year for which the real loss-maker

incurred the loss.

Note:

(3) Section 170-28 operates as if:
(a) the real loss-maker were thess company; and
(b) section 701-1 (the single entity rule) could not affect whether
the Financial Corporations (Transfer of Assets and
Liabilities) Act 1993 would have applied to the transfer
described in section 170-28.

6 Schedule 2 (after the heading)
Insert:

Part 1—Replacement of sections 170-110 to 170-145

7 At the end of Schedule 2
Add:

190 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,

2003



Consolidation: transfers of losses involving financial corporati®osedule 20

Part 2—Addition of provisions at the end of
Subdivision 170-B

Special rules for transfer from head company of consolidated
group or MEC group

170-175 Transfer of a net capital loss made by the head company
because of Subdivision 707-A

(1) The other sections of this Subdivision operate in relation to the
actual or proposed transfer of imet capital loss on the basis
described in this section if:

(a) the"head company of @onsolidated group MEC group
made the net capital loss because of Subdivision 707-A; and

(b) the company (the real loss-makénat made the net capital
loss apart from Subdivision 707-A iSmember of the group
at the end of the income year for which it is proposed to
transfer the loss under this Subdivision.

(2) The other sections of this Subdivision, except section 170-128,
operate as if:

(a) the*head company were a transferring corporation within the
meaning of the Financial Corporations (Transfer of Assets
and Liabilities) Act 1993; and

(b) the head company had made ‘thet capital loss for the
income year for which the real loss-maker made the net
capital loss (apart from Subdivision 707-A).

Note: This has the effect that (because of subsection 170-110(1)) those
sections operate as if the head company were the loss company and

the capital loss year were the income year for which the real
loss-maker made the loss.

(3) Section 170-128 operates as if:

(@) the real loss-maker were thess company; and

(b) section 701-1 (the single entity rule) could not affect whether
the Financial Corporations (Transfer of Assets and
Liabilities) Act 1993 would have applied to the transfer
described in section 170-28.
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(4) Subsection 170-135(2) operates as if the reference in it to
Subdivision 165-CA were a reference to that Subdivision as it
operates given the effect of Subdivision 707-B, and
Subdivision 719-F if relevant, on the operation of
Subdivision 165-A.

Note: Subdivision 165-CA determines whether a net capital loss can be
applied by reference to whether Subdivision 165-A would permit the
deduction of a tax loss for the same income year as the net capital
loss. Subdivisions 707-B and 719-F affect the operation of
Subdivision 165-A in relation to losses made by a company because
of Subdivision 707-A.

8 Application

(1)

The amendments of the Financial Corporations (Transfer of Assets and
Liabilities) Act 1993 made by this Schedule apply to assessments for the
income year including 1 July 2002 and later income years.

(2) In this item:
income yearhas the same meaning as in the Income Tax Assessment
Act 1997.
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Schedule 21—Consolidation: CGT events
relating to various cost base
provisions

Income Tax Assessment Act 1997

1 Section 100-15 (note)

Omit “CGT event K7 or CGT event L1”, substitute “some CGT events,
for example CGT event K7 or any of the CGT events created by
Subdivision 104-L".

2 Section 104-5 (after table row relating to event number L1)

Insert:
L2 Amount remaining after ~ Just after entity amount no capital
step 3A etc. of joining becomes remaining loss
allocable cost amount is subsidiary
negative member
[See section 104-505]
L3 Tax cost setting amounts Just after entity amount of no capital
for retained cost base assets becomes excess loss
exceed joining allocable cost subsidiary
amount member

[See section 104-510]
L4 No reset cost base assets Just after entity no capital gain amount of

against which to apply excess becomes excess
of net allocable cost amount subsidiary

on joining member

[See section 104-515]

L5 Amount remaining after ~ When entity amount no capital
step 4 of leaving allocable costeases to be remaining loss
amount is negative subsidiary

[See section 104-520] member

3 After section 104-500
Insert:
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104-505 Where pre-formation intra-group roll-over reduction
results in negative allocable cost amount: CGT event L2

(1) CGT event L2 happens if:
(a) an entity becomes'aubsidiary member of ‘@onsolidated
group; and
(b) in working out the group™allocable cost amount for the
entity, the amount remaining after applying step 3A of the
table in section 705-60 (after any application of
section 705-150) is negative.

(2) The time of the event is just after the entity beconiesiasidiary
member of the group.

(3) For the head company core purposes mentioned in subsection
701-1(2), thé head company makes a capital gain equal to the
amount remaining

104-510 Where tax cost setting amounts for retained cost base assets
exceeds joining allocable cost amount: CGT event L3

(1) CGT event L3 happens if:
(a) an entity becomes'aubsidiary member of ‘@onsolidated
group; and
(a) the sum of:
(i) the*tax cost setting amounts for all of thretained cost
base assets that become those of llead company of
the group because subsection 701-1(1) (the single entity

rule) applies;
exceeds:
(i) the group’sallocable cost amount for the entity.

(2) The time of the event is just after the entity beconissilasidiary
member of the group.

(3) For the head company core purposes mentioned in subsection
701-1(2), thé head company makes a capital gain equal to the
EXCESS
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104-515 Where no reset cost base assets and excess of net allocable
cost amount on joining: CGT event L4

(1) CGT event Ldhappens if:

(a) an entity becomes'aubsidiary member of ‘@onsolidated
group; and

(b) in working out thétax cost setting amount for assets of the
entity in accordance with section 705-35 (including in its
application in accordance with Subdivisions 705-B to
705-D), there is an amount that results after applying
paragraphs 705-35(1)(b) and (c) (including in their
application in accordance with those Subdivisions); and
Note:  Section 705-35 is about the tax cost setting amount for reset cost

base assets.

(c) itis not possible to allocate, in accordance with the latter
paragraph, the amount that results because there are no reset
cost base assets of the kind mentioned in that paragraph.

(2) The time of the event is just after the entity beconieslasidiary
member of the group.

(3) For the head company core purposes mentioned in subsection
701-1(2), théhead company makes a capital legsal to the
amount that results

104-520 Where amount remaining after step 4 of leaving allocable
cost amount is negative: CGT event L5

(1) CGT event L5 happens if:
(a) an entity ceases to bésaibsidiary member of a
*consolidated group; and
(b) in working out the group™allocable cost amount for the
entity, the amount remaining after applying step 4 of the
table in section 711-20 is negative.

(2) The time of the event is when the entity ceases td figbaidiary
member of the group.

(3) For the head company core purposes mentioned in subsection
701-1(2), thé head company makes a capital gain equal to the
amount remaining
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4 Section 110-10 (after table row relating to event number L1)
Insert:

L2 Amount remaining after step 3A etc. of joining  104-505
alocable cost amount is negative

L3 Tax cost setting amounts for retained cost base 104-510
assets exceed joining allocable cost amount

L4 No reset cost base assets against which to apply 104-515
excess of net allocable cost amount on joining

L5 Amount remaining after step 4 of leaving allocablel04-520

cost amount is negative

5 Subsection 705-25(4) (at the end of the note)
Add “: see CGT event L3".

6 Subsection 705-35 (at the end of note 2)
Add *: see CGT event L4".

7 Subsection 711-20(1) (at the end of the note)
Add “: see CGT event L5”".
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Schedule 22—Consolidation: thin
capitalisation

Income Tax Assessment Act 1997

1 Subparagraph 820-599(2)(c)(iv)
Repeal the subparagraph, substitute:
(iv) was nota member of &consolidated group; and
(v) was nota member of B&MEC group; and
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Schedule 23—Consolidation: research and
development

Income Tax Assessment Act 1936

1 At the end of subsection 73B(23)
Add:

Note: This subsection does not apply to an asset whose tax cost is set under
Division 701 of thdncome Tax Assessment Act 198%
section 73BAG of this Act.

2 At the end of subsection 73B(24B)
Add:

Note: This subsection does not apply to an asset whose tax cost is set under
Division 701 of thdncome Tax Assessment Act 1:98%
section 73BAG of this Act.

3 After section 73BAF
Insert:

73BAG Balancing adjustments for certain assets of consolidated
groups

(1) Subsections 73(23) and (24B) do not apply to an asset held by the
head company of a consolidated group or MEC group where the
tax cost of the asset is set under Division 701 of the Income Tax
Assessment Act 1997. Instead, any balancing adjustment for the
asset is worked out under section 73BF of this Act or
section 40-292 of the Income Tax Assessment Act 1997.

(2) In working out the amount of a balancing adjustment under
section 73BF of this Act or section 40-292 of the Income Tax
Assessment Act 1997 for the asset, the asset’s adjustable value (see
section 40-85 of that Act) is reduced by so much of a reduction
amount (see section 73BAF of this Act) for the asset that has not
been applied in reducing a notional Division 40 deduction for the
head company.
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4 Paragraph 73BF(1)(b)

Repeal the paragraph, substitute:

(b) one or more deductions have been allowed or are allowable
to the eligible company under section 73BA or 73BH for the
asset for a year or years of income, or would have been so
allowed or allowable if:

() the company had not chosen a tax offset under
section 73I; or

(i) section 73BAF had not been enacted; and

5 Subsection 73BF(1) (note)
Omit “Note”, substitute “Note 1".

6 At the end of subsection 73BF(1)
Add:

Note 2: An asset whose tax cost is set under Division 701 dficoene Tax
Assessment Act 1987ay have its adjustable value reduced in
applying this section: see section 73BAG of this Act.

7 Subsection 73BF(2)

After “1.25", insert “(or would have been so worked out had
section 73BAF not been enacted)”.

8 After subsection 73BF(3)
Insert:

(3A) Subsection (3B) has effect if:

(a) the head company of a consolidated group or MEC group can
deductan amount under subsection (1) for a section 73BA
depreciating asset for a year of income; and

(b) the head company’s aggregate research and development
amount for the year of income exceeds $20,000; and

(c) the asset was used exclusively for research and development
activities since its tax cost was set under Division 701 of the
Income Tax Assessment Act 1997.

(3B) The numerator in the formula in subsection (3) is increased by any
expenditure on the asset that the head company can deduct under
section 73B after the asset’s tax cost was set.
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9 Subsection 73BF(7)
Insert:

aggregate research and development amobas the same
meaning as in section 73B.

Income Tax Assessment Act 1997

10 Paragraph 40-292(1)(b)
Repeal the paragraph, substitute:

(b) for any income year in which you held the asset, you also
deducted an amount for it under section 73BA or 73BH of
thelncome Tax Assessment Act 1936, or could have done so
if:

() you had not chosen a tax offset under section 73l of that
Act; or
(i) section 73BAF of that Act had not been enacted.

11 Paragraph 40-292(3)(b)

After “1.25”, insert “(or would have been so worked out had
section 73BAF of théncome Tax Assessment Act 1936 not been
enacted)”.

12 At the end of section 40-292
Add:

Note: An asset whose tax cost is set under Division 701 of this Act may
have its adjustable value reduced in applying this section: see
section 73BAG of thénhcome Tax Assessment Act 1936

13 Subsection 701-55(2)

After “Subdivision 328-D”, insert “, and sections 73BA and 73BF of
thelncome Tax Assessment Act 1936,”".

Taxation Administration Act 1953

14 Paragraph 286-80(2)(b) in Schedule 1

After “you give the details”, insert “(up to a maximum of 5 penalty
units)”.
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Schedule 24—Consolidation: pay as you go
(PAYG) instalments

Part 1—Amendment of the Taxation Administration
Act 1953

1 Subsection 45-120(2A) in Schedule 1
Repeal the subsection, substitute:

(2A) The instalment income of*#fe insurance company for a period
aso includes any part of itstatutory income that:

(a) is reasonably attributable to that period; and

(b) is included in thécomplying superannuation class of its
taxable income for the income year that is or includes that
period.

2 After section 45-155 in Schedule 1
Insert:

45-160 Head company of a consolidated group stops being annual
payer

(1) You stop being afannual payer at the start of ‘anstalment
quater if Subdivision 45-Q starts applying to you as’thead
company of dconsolidated group during that quarter.

(2) You must pay an instalment for thatstalment quarter and later
instalment quarters in accordance with Subdivision 45-B.

(3) You may again become &mnual payer if:
(a) you again satisfy the conditions in section 45-140; and
(b) you again choose under that section to pay instalments
annually.

Note: You cannot choose to be an annual payer while you are the head
company of a consolidated group to which Subdivision 45-Q applies:
see section 45-720.
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3 At the end of section 45-330 in Schedule 1
Add:

Speial rule for a life insurance company that is, or has been, the
head company of a consolidated group

(4) A company’s adjusted taxable incorfmr the*base year is worked
out under subsection (3) with the modification set out in

subsection (5) if the company:
(a) is a'life insurance company for the base year; and
(b) has'tax losses transferred to it under Subdivision 707-A of
thelncome Tax Assessment Act 1997.

(5) Subsection (3) applies to the company as if step 4 of the method
statement in that subsection were replaced by the following step:

Step 4. Reduce the step 3 result by the lesser of the following
amounts:

(@) the amount of anyax loss, to the extent that the
company can carry it forward to the next incomge

year;

(b) the amount of the deductions for tax losses used in
making the'base assessment.

Note: Subsections (3), (4) and (5) also apply to the head company of a
consolidated group, or the head company of a MEC group, that is
treated as a life insurance company: see section 713-505Iattmee
Tax Assessment Act 1997

4 Section 45-700 in Schedule 1 (notes)
Repeal the notes, substitute:

Note 1: Subdivision 45-R contains special rules that apply to members of a
consolidated group before they are treated as a single entity for the
purposes of this Part. It also contains special rules that affect the
operation of this Subdivision (see sections 45-880 and 45-885).

Note 2: Subdivision 45-S extends the operation of this Subdivision so that it
can apply to members of a MEC group. It contains modifications of
this Subdivision for the purposes of that extended operation.
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5 Section 45-705 in Schedule 1
Repeal the section, substitute:

45-705 Application of Subdivision to head company

Period during which Subdivision applies to head company

(1) Subject to sections 45-880 and 45-885, this Subdivision applies to
a company as thdead company of ‘@onsolidated group during
the period:
(a) starting at the start of thimstalment quarter of the company
determined under subsection (2), (3) or (4); and
(b) ending:
() at the end of the instalment quarter of the company
determined under paragraph (5)(a) or (b); or
(ii) just before the instalment quarter of the company
determined under paragraph (5)(c) or (d).

When the period begins—initial head company instalment rate

(2) This Subdivision starts to apply to a company astbad
company of dconsolidated group at the start of amstalment
quater under this subsection if, during that quarter, the
Commissioner gives the company (as that head company) the
*initial head company instalment rate.

Note: The operation of this subsection may be affected by section 45-885.

When the period begins—group created from MEC group

(3) This Subdivision starts to apply to a company astbed
company of dconsolidated group at the start of amstalment
guater (the starting quarterunder this subsection if all of the
following conditions are satisfied:
(a) the consolidated group’isreated from &MEC group during
the starting quarter;
(b) the company is the head company of the consolidated group
when the consolidated group is created from the MEC group;
(c) either of the following applies:

(i) this Subdivision applied, in accordance with
Subdivision 45-S, to thirovisional head company of
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the MEC group at the end of the previous instalment
quater,;

(i) the Commissioner gives tfimitial head company
instalment rate to the provisional head company of the
MEC group during the starting quarter.

Note: For the application of this Subdivision to a provisional head company
of a MEC group: see section 45-915.

When the period begins—new head company

(4) This Subdivision starts to apply to a company ashbad
company of dconsolidated group at the start of ‘amstalment
qguater (the starting quarterunder this subsection if all of the
following conditions are satisfied:

(a) the company is an interposed company mentioned in
subsection 124-380(5) of the Income Tax Assessment Act
1997;

(b) the company chooses under that subsection that the
consolidated group is to continue in existence at and after the
completion time mentioned in that subsection;

(c) the completion time occurs during the starting quarter;
(d) one of the following subparagraphs applies:

() this Subdivision applied to the original company
mentioned in that subsection (as the head company of
the consolidated group) at the end of the previous
instalment quarter;

(i) the Commissioner gives tfimitial head company
instalment rate to the original company mentioned in
that subsection (as the head company of the
consolidated group) during the starting quarter;

(iii) the consolidated group fereated from AMEC group
during the starting quarter and this Subdivision applied
to the*provisional head company of the MEC group at
the end of the previous instalment quarter;

(iv) the consolidated group is created from a MEC group
during the starting quarter and the Commissioner gives
the initial head company instalment rate to the
provisional head company of the MEC group during the
starting quarter.
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When the period ends

(5) This Subdivision stops applying to a company ashbkad
company of dconsolidated group at the earliest of the following
times after the company becomes the head company:

(a) the end of théinstalment quarter during which the
consolidated group ceases to exist (other than because a
*MEC group is'created from the consolidated group);

(b) the end of the instalment quarter during which the
Commissioner is notified of the creation of a MEC group
from the consolidated group if the MEC group is created
during that instalment quarter;

(c) just before the instalment quarter during which the
Commissioner is notified of the creation of a MEC group
from the consolidated group if the MEC group was created
before that instalment quarter;

(d) just before the instalment quarter that includes the
completion time mentioned in subsection 124-380(5) of the
Income Tax Assessment Act 1997 where an interposed
company mentioned in that subsection chooses under that
subsection that the consolidated group is to continue in
existence.

Note: The operation of this subsection because of paragraph (a) may be
affected by section 45-880.

(6) For the purposes of subsection (5), the Commissioner is notified of
the creation of AMEC group from dconsolidated group when the
Commissioner receives a notice of the consolidation of the MEC
group under subsection 719-40(1) of the Income Tax Assessment
Act 1997.

(7) If this Subdivision stops applying to a company astibad
company of dconsolidated group just before ‘anstalment
qguater under paragraph (5)(c), then, for the purposes of this Part,
this Act has effect for the company and othreembers of the
group as if:
(a) the consolidated group had continued to exist until just
before the start of that quarter; and
(b) the company were the head company of the group until just
before the start of that quarter.
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(8) To avoid doubt, this Subdivision does not apply to a company as
the*head company of ‘@onsolidated group for any time at all if:

(a) subsection (2), (3) or (4), and subsection (5), would, apart
from this subsection, apply to the company; but

(b) the time at which this Subdivision would stop applying to the
company under subsection (5) is before the time at which this
Subdivision would start to apply to the company under
subsection (2), (3) or (4).

(9) To avoid doubt, and apart from the operation of subsection (7), this
Subdivision may apply to a company as‘thead company of a
*consolidated group at a time when the company is not in fact the
head company of the group.

Note: An example of this is when an interposed company becomes the new
head company of a consolidated group. Under this section and
section 45-740, this Subdivision may start applying to the company as
if it had already become the head company when it is not yet such a
company.

6 Section 45-720 in Schedule 1 (link note)

Repeal the link note, substitute:

Note: You stop being an annual payer when this Subdivision starts applying
to you as the head company of a consolidated group: see
section 45-160.

7 Before section 45-755 in Schedule 1
Insert (after the group heading):

45-740 Change of head company

Object

(1) The object of this section (except subsection (8)) is to ensure that,
for the purposes of this Part, when a company becomes the new
*head company of ‘@onsolidated group:

(a) the company inherits the history of the former head company
of the group; and
(b) the history of the new head company is effectively ignored.

(2) This section applies to'head company of ‘onsolidated group
if:

206 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: pay as you go (PAYG) instalmeftshedule 24
Amendment of the Taxation Administration Act 199zt 1

(a) the company is an interposed company mentioned in
subsection 45-705(4) (an interposed company that chooses
under subsection 124-380(5) of tiheome Tax Assessment
Act 1997 that the consolidated group is to continue in
existence at and after the completion time mentioned in that
subsection); and

(b) the conditions in subsection 45-705(4) are satisfied in
relation to the interposed company (whether or not this
Subdivision applies to the company as the head company of
the group for any period of time).

(3) Everything that happened before the completion time in relation to
the company (the original compahnthat was théhead company
of the*consolidated group immediately before the completion
time:
(a) is taken to have happened in relation to the interposed
company instead of in relation to the original company; and
(b) is taken to have happened in relation to the interposed
company instead of what would (apart from this section) be
taken to have happened in relation to the interposed company
before the completion time;
just as if, at all times before the completion time:
(c) the interposed company had been the original company; and
(d) the original company had been the interposed company.

(4) To avoid doubt, subsection (3) also covers everything that,
immediately before the completion time, was taken to have
happened in relation to the original company because of:

(a) section 701-1 of themcome Tax Assessment Act 1997 (single
entity rule); or

(b) section 701-5 of that Act (entry history rule); or

(c) section 703-75 of that Act (effects of an interposed company
becoming théhead company of ‘@onsolidated group); or

(d) section 719-90 of that Act (effects of a change of head
company of &MEC group); or

(e) section 45-710 in this Schedule (single entity rule for the
purposes of this Part), including an application of that section
under Subdivision 45-S in this Schedule; or

(f) this section; or
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(5)

(6)

(7)

(8)

(g) section 45-920 in this Schedule (effects of a change of
*provisional head company of a MEC group for the purposes
of this Part); or

(h) one or more previous applications of any of the provisions
covered by paragraphs (a) to (g).

In addition, and without affecting subsection (3):

(a) an assessment of the original company for an income year
that ends before the income year that includes the completion
time; or

(b) an amendment of the assessment;

is taken to be something that had happened to the interposed
company, whether or not the assessment or amendment is made
before the completion time.

This section has effect for the purposes of applying this Part to
*members of théconsolidated group in relation to @nstalment
guater of the interposed company that ends after the completion
time.

Note: An assessment mentioned in subsection (5) may therefore be taken to

be the base assessment of the interposed company for the purposes of
this Part.

Subsections (1) to (6) are to be disregarded in applying

section 45-705 (about the application of this Subdivision to a

company as théhead company of @onsolidated group).

Note: For example, if the Commissioner has given an initial head company
instalment rate to the original company during an earlier instalment
quarter, the rate is not, despite this section, treated as if it had been
given to the interposed company for the purposes of section 45-705.
Subject to the other provisions in that section, this Subdivision
therefore starts applying to the interposed company under subsection
45-705(4).

Special rule for the original company

A provision of this Part that applies on an entity becoming a
*subsidiary member of ‘@onsolidated group does not apply to the
original company when it is taken to have become such a member
at the completion time as a result of section 703-70 of the Income
Tax Assessment Act 1997.
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Note: Section 45-755 (the entry rule) therefore does not apply to the original
company on the company becoming a subsidiary member of the
consolidated group.

8 Subsection 45-760(1) in Schedule 1
Repeal the subsection, substitute:

(1) This section applies to an entity if all of the following conditions
are satisfied:

(a) the entity ceases to bésaibsidiary member of a
*consolidated group during aimstalment quarter of the
*head company of the group;

(b) this Subdivision applies to the head company of the group
during that instalment quarter;

(c) the entity does not, at the time it ceases to be a subsidiary
member of the group, become:

(i) a subsidiary member of another consolidated group the
head company of which is one to which this Subdivision
applies at that time; or

(i) a member (other than thprovisional head company) of
a"MEC group the provisional head company of which
is one to which this Subdivision applies, in accordance
with Subdivision 45-S, at that time;

(d) this Part applies to the entity under section 45-10.

9 At the end of section 45-775 in Schedule 1
Add:

Additional applications of subsection (2)

(4) If, after exercising the power in relation to the membership change
under subsection (2) for the first time, and on the basis of an
assessment (including an amendment) of lead company for
the income year in which the change occurs, or for an earlier year,
the Commissioner has worked out:

(a) another instalment rate under section 45-320 for the company
(whether or not the Commissioner has given that rate to the
company); or

(b) another amount 6fGDP-adjusted notional tax under
section 45-405 for the company (whether or not the
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Commissioner has notified the company an amount of
instalment based on that other amount);

the Commissioner may again exercise the power under
subsection (2) in relation to the membership change, as if:

(c) the rate mentioned in paragraph (a) were the most recent
instalment rate mentioned in paragraph (2)(a); and

(d) the amount of GDP-adjusted notional tax mentioned in
paragraph (b) were the amount of GDP-adjusted notional tax
worked out for the purposes of the most recent amount of
instalment that is mentioned in paragraph (2)(b).

(5) To avoid doubt, in relation to the membership change, the
Commissioner:

(a) may exercise the power under subsection (2) by applying
subsection (4) more than once; but

(b) must not exercise that power more than once in relation to a
particular instalment rate mentioned in paragraph (4)(a) or a
particular amount ofGDP-adjusted notional tax mentioned
in paragraph (4)(b).

10 Subdivision 45-R in Schedule 1 (heading)
Repeal the heading, substitute:

Subdivision 45-R—Special rules for consolidated groups

11 Section 45-850 in Schedule 1
Repeal the section, substitute:

45-850 What this Subdivision is about

This Subdivision deals with the application of this Part to members
of a consolidated group after the group has come into existenge but
before the members are treated as a single entity for the purpjpses
of this Part.

This Subdivision also contains special rules in relation to the
application of Subdivision 45-Q to members of a consolidated
group in these circumstances:

210 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Consolidation: pay as you go (PAYG) instalmeftshedule 24
Amendment of the Taxation Administration Act 199zt 1

(a) a group whose members were treated as a single
entity under that Subdivision (aature group is
acquired by another group (see section 45-880); or

(b) a member of a mature group ceases to be such a
member and becomes the head company of a hew
group (see section 45-885).

Note: Subdivision 45-S extends the operation of this Subdivision so that it
can apply to members of a MEC group. It contains modifications of
this Subdivision for the purposes of that extended operation.

12 Paragraph 45-855(b) in Schedule 1

Repeal the paragraph, substitute:

(b) the period ends before Subdivision 45-Q starts to apply,
because of subsection 45-705(2) or subparagraph
45-705(3)(c)(ii), (4)(d)(ii) or (iv), to théhead company of
the group;

13 Paragraphs 45-860(1)(a) and (2)(a) in Schedule 1

Omit “during which Subdivision 45-Q starts to apply to thead
company of the group”, substitute “that includes the starting time”.

14 Paragraphs 45-860(1)(b) and (2)(b) in Schedule 1

Omit “the head company during which that Subdivision starts to apply
to the head company”, substitute “ftead company of the group that
includes the starting time”.

15 Paragraph 45-860(3)(a) in Schedule 1

Omit “Subdivision 45-Q starts to apply to theead company of the
group”, substitute “the starting time”.

16 At the end of section 45-860 in Schedule 1
Add:

(4) For the purposes of this section, the starting tigribe time at
which Subdivision 45-Q starts to apply to thead company of
the group because of subsection 45-705(2) or subparagraph
45-705(3)(c)(ii), (4)(d)(ii) or (iv).
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17 At the end of section 45-865 in Schedule 1
Add:
(3) To avoid doubt, if:

(a) during théinstalment quarter or tHeonsolidation
transitional year mentioned in paragraph (2)(a), the entity is a
*subsidiary member of:
(i) 2 or more"consolidated groups; or

(i) one or more consolidated groups and one or riidEeC
groups; and
(b) an amount is taken into account under that paragraph or
paragraph (2)(b) in working out the credit to which thead
company of one of the groups is entitled under
subsection (1);

that amount is not to be taken into account in working out the
credit to which the head company of another of those groups is
entitled under that subsection.

(4) A reference in subsection (3) to subsection (1) or paragraph (2)(a)
or (b) includes a reference to that provision in its extended
operation in relation to @EC group under Subdivision 45-S.

Note: This section applies to members of a MEC group with the
modifications set out in section 45-930.

18 At the end of Subdivision 45-R in Schedule 1
Add:

45-880 Continued application of Subdivision 45-Q to the head
company of an acquired group

(1) This section applies to a company for which all of the following
conditions are satisfied in relation to a particular time {#keover
time):

(a) just before the takeover time, Subdivision 45-Q applied to the
company as théhead company of ‘@onsolidated group;
(b) at the takeover time, the company beconieghally-owned

subsidiary of @member of another consolidated group or
*MEC group;
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(c) that other group is consolidated at or before the takeover time
under section 703-50 or 719-50 of the Income Tax
Assessment Act 1997

(d) the Commissioner receives the choice (or notice) under that
section for the consolidation of that other group not later than
28 days after the takeover time, or within such further period
(if any) as the Commissioner allows;

(e) at the takeover time, Subdivision 45-Q (including that
Subdivision as applied under Subdivision 45-S) does not
apply to the head company or figgovisional head company
of that other group.

(2) For the purposes of this Part only, this Act has effect in relation to
the company and the otHenembers of théconsolidated group
mentioned in paragraph (1)(a) (the preserved gyasf, during
the period covered by subsection (5):

(a) the preserved group had continued to exist as a consolidated
group; and

(b) the company were still tHbead company of the preserved
group; and

(c) Subdivision 45-Q had continued to apply to the company as
the head company of the preserved group; and

(d) an entity, while being ‘asubsidiary member of the preserved
group, were not treated as a member of the group mentioned
in paragraph (1)(b) (the new group).

(3) Subsection (2) does not stop the company from being a member of
the new group for the purposes of this Part during the period
covered by subsection (5).

Note: This means, for example, sections 45-855 and 45-860 apply to the
head company as a member of the new group.

(4) However, for the purposes of applying section 45-855 to the

company, a reference in that section to an application of

section 701-1 of thitncome Tax Assessment Act 1997 to the

company in relation to the period mentioned in section 45-855 is

taken to be:

(a) areference only to an application of section 701-1 of that Act

to the company as a member of the new group during that
period; and
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(b) not a reference to an application (because of subsection (2) of
this section) of section 701-1 of that Act to the company as
the*head company of the preserved group during that period.

(5) This subsection covers the period that starts from the start of the
*instalment quarter of the company that includes the takeover time
and ends at the earlier of the following times:

(a) the end of the instalment quarter of the company during
which the company ceases to be a member of the new group;
(b) just before the instalment quarter of the company during
which the Commissioner gives thaitial head company
instalment rate to tHénead company, or tHgrovisional
head company, of the new group.

(6) The Commissioner may, on the application of the company made
not later than 28 days after the takeover time, allow such extension
of time for the purposes of paragraph (1)(d) as he or she considers
appropriate.

(7) To avoid doubt, nothing in this section prevents the operation of
section 45-755 or 45-760 tonembers of the preserved group
while it continues to exist under subsection (2).

45-885 Early application of Subdivision 45-Q to the head company
of a new group

(1) This section applies to a company for which all of the following
conditions are satisfied in relation to a particular time (the starting
time):

(@) just before the starting time, the company wasibsidiary
member of dconsolidated group, or a member dMEC
group;

(b) just before the starting time, the consolidated group or MEC
group was a mature group (see subsection (4));

(c) at the starting time, either of the following applies:

(i) the company ceases to be a subsidiary member of the
consolidated group, or a member of the MEC group;

(i) the group ceases to exist (otherwise than because a
MEC group or consolidated group‘iweated from the
group, or because ithead company diprovisional
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head company becomesveholly-owned subsidiary of
amember of another mature group);

(d) at the starting time, the company is the head company of
another consolidated group;

(e) within 28 days after the starting time, or within such further
period (if any) as the Commissioner allows, the
Commissioner receives the choice to consolidate, at and after
the starting time, that other consolidated group under
section 703-50 of the Income Tax Assessment Act 1997.

(2) For the purposes of this Part:

(a) the instalment rate that the Commissioner is taken to have
given to the company under paragraph 45-760(2)(a) has
effect as if it were thé&nitial head company instalment rate
for the company as tbead company of tHeonsolidated
group mentioned in paragraph (1)(d); and

(b) an instalment rate that would otherwise be the initial head
company instalment rate for the company as the head
company of that consolidated group is not to be treated as
that initial head company instalment rate.

Note: This means, subject to the provisions in section 45-705,
Subdivision 45-Q starts applying to the company as the head company
of the consolidated group at the start of the instalment quarter that

includes the starting time: see subsection (2) of that section and
paragraph 45-760(2)(a).

(3) The Commissioner may, on the application of the company made
within 28 days after the starting time, allow such extension of time
for the purposes of paragraph (1)(e) as he or she considers
appropriate.

Mature group

(4) For the purposes of this sectioricansolidated group or'tMEC
group is amature group at a particular time if:
(a) for a consolidated group—Subdivision 45-Q applies to its
*head company at that time; or
(b) for a MEC group—Subdivision 45-Q, as applied under
Subdivision 45-S, applies to itgrovisional head company at
that time.
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Subdivision 45-S—MEC groups
Guide to Subdivision 45-S

45-900 What this Subdivision is about

This Subdivision sets out how this Part applies in relation to MEC
groups and their members.

Table of sections

Preliminary

45-905  Objects of Subdivision

General modification rules

45-910 Extended operation of Part to cover MEC groups

Extended operation of Subdivision 45-Q

45-913  Sections 45-705 and 45-740 do not apply to members of MEC groups
45-915  Application of Subdivision 45-Q to provisional head company

45-917  Assumption for applying section 45-710 (single entity rule)

45-920  Change of provisional head company

45-922  Life insurance company

Extended operation of Subdivision 45-R

45-925  Additional modifications of sections 45-855 and 45-860
45-930  Modifications of sections 45-865 and 45-870 and a related provision
45-935  Additional modifications of section 45-885

[This is the end of the Guide.]

Preliminary

45-905 Objects of Subdivision

The objects of this Subdivision are to:
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(a) extend the operation of this Part (except sections 45-705 and
45-740 and this Subdivision) so that it can apply in relation
to "MEC groups and their members; and

(b) modify the rules in this Part for that extended operation so
that they take account of the special characteristics of MEC
groups.

General modification rules

45-910 Extended operation of Part to cover MEC groups

(1) This Part (except sections 45-705 and 45-740 and this Subdivision)
has effect in relation to members of MEC group in the same way
in which it has effect in relation tonembers of &consolidated
group.

(2) However, that effect is subject to the modifications set out in the
following table and elsewhere in this Subdivision.

M odifications of this Part

Iltem A reference in this Part to: Is taken to be a reference to:
1 a”consolidated group a"MEC group
2 the*head company of a the*provisional head company of a
“consolidated group “MEC group
3 a“subsidiary member of a amember (other than thgrovisional
“consolidated group head company) of &MEC group
Exceptions

(3) The modifications set out in the table do not apply to the following
provisions:
(a) this Subdivision;
(b) subsection 45-30(4) (see section 45-930);
(c) the note at the end of subsection 45-330(5);
(d) note 2 at the end of section 45-700;
(e) sections 45-705 and 45-740 (see sections 45-913, 45-915 and
45-920);
(f) subparagraphs 45-760(1)(c)(i) and (ii);
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(g) the note at the end of section 45-850;
(h) sections 45-865 and 45-870 (see section 45-930);

(i) paragraphs (1)(b), (c), (d) and (e), and subsection (5), of
section 45-880;

() paragraphs (1)(a), (b) and (c), and subsection (4), of
section 45-885.

Note: The provisions covered by paragraphs (c), (d), (), (9), (i) and (j) apply
to members of a MEC group without any modifications.

Extended operation of Subdivision 45-Q

45-913 Sections 45-705 and 45-740 do not apply to members of MEC
groups

In applying Subdivision 45-Q to members 6MEC group, the
Subdivision has effect as if:

(a) section 45-705 had no effect and section 45-915 had effect
instead; and

(b) section 45-740 had no effect and section 45-920 had effect
instead.

45-915 Application of Subdivision 45-Q to provisional head
company

Period during which Subdivision applies to provisional head
company

(1) Subject to sections 45-880 and 45-885 (as applied under this
Subdivision), Subdivision 45-Q applies to a company as the
*provisional head company of ®IEC group during the period:

(a) starting at the start of thimstalment quarter of the company
determined under subsection (2), (3) or (4); and
(b) ending:
(i) atthe end of the instalment quarter of the company
determined under paragraph (6)(a) or (b); or
(ii) just before the instalment quarter of the company
determined under paragraph (6)(c).
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Note: The application of Subdivision 45-Q to the provisional head company
is subject to the modifications set out in this section and elsewhere in
this Subdivision.

When the period begins—initial head company instalment rate

(2) Subdivision 45-Q starts to apply to a company asgtevisional
head company of &VIEC group at the start of dmstalment
guater under this subsection if, during that quarter, the
Commissioner gives the company (as that provisional head
company) théinitial head company instalment rate.

Note: The operation of this subsection may be affected by section 45-885 (as
applied under this Subdivision).

When the period begins—group created from consolidated group

(3) Subdivision 45-Q starts to apply to a company asgtwvisional
head company of &MEC group at the start of dinstalment
quater (the starting quarterunder this subsection if all of the
following conditions are satisfied:
(a) during the starting quarter, the Commissioner is notified of
the creation of the MEC group fronieonsolidated group
(see subsection (5));
(b) the company is the provisional head company of the MEC
group when the Commissioner is so notified;
(c) either of the following applies:

(i) Subdivision 45-Q applied to tHaead company of the
consolidated group at the end of the previous instalment
quarter,;

(i) the Commissioner gives tfimitial head company
instalment rate to the head company of the consolidated
group during the starting quarter.

Note: For the application of Subdivision 45-Q to a head company of a
consolidated group: see section 45-705.

When the period begins—new provisional head company

(4) Subdivision 45-Q starts to apply to a company asgtwvisional
head company of &VEC group at the start of dmstalment
quater (the starting quarterunder this subsection if both of the
following conditions are satisfied:
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(a) the company is appointed as the provisional head company of
the MEC group under subsection 719-60(3) ofilteme
Tax Assessment Act 1997 during the starting quarter;

(b) one of the following applies:

() Subdivision 45-Q applied to the former provisional head
company of the MEC group at the end of the previous
instalment quarter;

(i) the Commissioner gives thaitial head company
instalment rate to the former provisional head company
of the MEC group during the starting quarter;

(iif) the Commissioner is notified during the starting quarter
of the creation of the MEC group froni@onsolidated
group and Subdivision 45-Q applied to thead
company of the consolidated group at the end of the
previous instalment quarter;

(iv) the Commissioner is notified during the starting quarter
of the creation of the MEC group from a consolidated
group and the Commissioner gives the initial head
company instalment rate to the head company of the
consolidated group during the starting quarter.

Notification of creation of MEC group from consolidated group

(5) For the purposes of subsections (3) and (4), the Commissioner is
notified of the creation of &MEC group from dconsolidated
group when the Commissioner receives a notice of the
consolidation of the MEC group under subsection 719-40(1) of the
Income Tax Assessment Act 1997.

When the period ends

(6) Subdivision 45-Q stops applying to a company asptwvisional
head company of &MEC group at the earliest of the following
times after the company becomes the provisional head company:
(a) the end of th&nstalment quarter during which the MEC
group ceases to exist (other than becadsemsolidated
group is”"created from the MEC group);
(b) the end of the instalment quarter during which a consolidated
group is created from the MEC group;
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(c) just before the instalment quarter during which another
company is appointed as the provisional head company of the
MEC group under subsection 719-60(3) of the Income Tax
Assessment Act 1997.

Note: The operation of this subsection because of paragraph (a) may be
affected by section 45-880 (as applied under this Subdivision).

(7) To avoid doubt, Subdivision 45-Q does not apply to a company as
the"provisional head company of RIEC group for any time at all
if:
(a) subsection (2), (3) or (4), and subsection (6), would, apart
from this subsection, apply to the company; but
(b) the time at which Subdivision 45-Q would stop applying to
the company under subsection (6) is before the time at which
that Subdivision would start to apply to the company under
subsection (2), (3) or (4).

(8) To avoid doubt, Subdivision 45-Q may apply to a company as the
*provisional head company of RIEC group at a time when the
company is not in fact the provisional head company of the group.
Note: An example of this is when a company replaces another company as

the provisional head company of a MEC group. Under this section and
section 45-920, Subdivision 45-Q may start applying to the company
as if it had already become the provisional head company when it is
not yet such a company.

45-917 Assumption for applying section 45-710 (single entity rule)

In applying section 45-710 to members 6MEC group at a
paticular time, the company that is therovisional head company
of the group at that time must be assumed to béhtred company
of the group at all times during the period:
(a) throughout which the group is in existence; and
(b) that is all or a part of the income year of the company that
includes that particular time.
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45-920 Change of provisional head company

Object

(1) The object of this section (except subsection (9)) is to ensure that,
for the purposes of this Part, when a company becomes the new
*provisional head company of MIEC group:

(a) the company inherits the history of the former provisional
head company; and

(b) the history of the new provisional head company is
effectively ignored.

(2) This section applies to"provisional head company of MIEC
group (the new provisional head comparipat is appointed under
subsection 719-60(3) of the Income Tax Assessment Act 1997 if
one of the following conditions is satisfied:

(a) the conditions in subsection 45-915(4) are satisfied in
relation to the new provisional head company (whether or not
Subdivision 45-Q applies to the company as the provisional
head company of the group for any period of time);

(b) the new provisional head company is so appointed during the
“instalment quarter of the company in which the MEC group
is*created from &consolidated group and either:

(i) the Commissioner gives thimitial head company
instalment rate to thdead company of the
consolidated group during that instalment quarter; or

(i) Subdivision 45-Q applied to the head company of the
consolidated group at the end of the previous instalment
quarter.

(3) Everything that happened before the starting time in relation to the
company (the former compahyhat was théprovisional head
company of thé MEC group immediately before the starting time:

(a) is taken to have happened in relation to the new provisional
head company instead of in relation to the former company;
and

(b) is taken to have happened in relation to the new provisional
head company instead of what would (apart from this
section) be taken to have happened in relation to the new
provisional head company before the starting time;
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just as if, at all times before the starting time:
(c) the new provisional head company had been the former
company; and
(d) the former company had been the new provisional head
company.

(4) For the purposes of this section, the starting igritbe time at
which the*cessation event happened to the former company (the
event that results in the appointment of the new provisional head

company).

(5) To avoid doubt, subsection (3) also covers everything that,
immediately before the starting time, was taken to have happened
in relation to the former company because of:

(a) section 701-1 of thecome Tax Assessment Act 1997 (single
entity rule); or

(b) section 701-5 of that Act (entry history rule); or

(c) section 703-75 of that Act (effects of an interposed company
becoming théhead company of ‘@onsolidated group); or

(d) section 719-90 of that Act (effects of a change of head
company of &MEC group); or

(e) section 45-710 in this Schedule (single entity rule for the
purposes of this Part), including an application of that section
under this Subdivision; or

() section 45-740 in this Schedule (effects of an interposed
company becoming the head company of a consolidated
group for the purposes of this Part); or

(g) this section; or

(h) one or more previous applications of any of the provisions
covered by paragraphs (a) to (g).

(6) In addition, and without affecting subsection (3):
(a) an assessment of the former company for an income year that
ends before the income year that includes the starting time; or
(b) an amendment of the assessment;

is taken to be something that had happened to the new provisional
head company, whether or not the assessment or amendment is
made before the starting time.
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(7) This section has effect for the purposes of applying this Part to
members of theMEC group in relation to afinstalment quarter
of the new provisional head company that ends after the starting
time.
Note: An assessment mentioned in subsection (6) may therefore be taken to

be the base assessment of the new provisional head company for the
purposes of this Part.

(8) Subsections (1) to (7) are to be disregarded in applying

section 45-915 (about the application of Subdivision 45-Q to a

company as thgrovisional head company of KIEC group).

Note: For example, if the Commissioner has given an initial head company
instalment rate to the former company during an earlier instalment
quarter, the rate is not, despite this section, treated as if it had been
given to the new provisional head company for the purposes of
section 45-915. Subject to the other provisions in that section,

Subdivision 45-Q therefore starts applying to the new provisional
head company under subsection 45-915(4).

Special rule for the former company

(9) A provision of this Part that applies on an entity becoming a
member (other than tHerovisional head company) of IEC
group does not apply to the former company when it becomes such
a member at the starting time.
Note: Section 45-755 (the entry rule, as applied under this Subdivision)

therefore does not apply to the former company on the company
becoming such a member of the MEC group.

45-922 Life insurance company

In applying Subdivision 45-Q to members dMEC group for an
*instalment quarter of th@rovisional head company of the group
in an income year of the provisional head company, the company is
taken to be dlife insurance company for that quarter if:
(a) one or more life insurance companies are members of the
group at any time during that quarter; or
(b) one or more life insurance companies were members of the
group at any time during a previous instalment quarter of the
company in that year.
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Extended operation of Subdivision 45-R

45-925 Additional modifications of sections 45-855 and 45-860

In applying sections 45-855 and 45-860 to members MiEC
group, those sections have effect as if, in addition to the
modifications set out in the table in section 45-910:

(a) areference in those sections to subsection 45-705(2) were a
reference to subsection 45-915(2); and

(b) areference in those sections to subparagraph
45-705(3)(c)(ii), (4)(d)(ii) or (iv) were a reference to
subparagraph 45-915(3)(c)(ii), (4)(b)(ii) or (iv).

45-930 Modifications of sections 45-865 and 45-870 and a related
provision

(1) In applying sections 45-865 and 45-870, and subsection 45-30(4)
(which is related to section 45-865), to members’®BC group,
those provisions have effect as if:

(a) areference in those provisions t@ansolidated group were
areference to &MEC group; and

(b) a reference in those provisions to a MEC group were a
reference to a consolidated group.
Note: This means a reference in those provisions to the head company of a
consolidated group has effect as if it were a reference to the head
company of a MEC group. Similarly, a reference in those provisions

to a subsidiary member of a consolidated group has effect as if it were
a reference to a subsidiary member of a MEC group.

(2) However, the modifications in subsection (1) do not apply to
subsection 45-865(4) and the note at the end of section 45-865.

Note: This means subsection 45-865(4) and the note apply to members of a
MEC group without any modifications.

45-935 Additional modifications of section 45-885

In applying section 45-885 to members 6MEC group, that
section has effect as if, in addition to the modifications set out in
the table in section 45-910, it had been modified as set out in the
following table:
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M odifications of section 45-885
Item Provision: Modification:

1 Paragraph 45-885(1)(e) The paragraph is taken to have been

replaced by the following paragraph:

(e) within 28 days after the starting time, or
within such further period (if any) as the
Commissioner allows, the Commissioner
receives a notice of the consolidation of
that other MEC group, at and after the
starting time, under section 719-50 of the
Income Tax Assessment Act 1997

2 Subsection 45-885(2) A reference to paragraph 45-760(2)(a) is
(including the note at the  taken to be a reference to that paragraph as
end of the subsection) applied under this Subdivision

3 The note at the end of The reference to section 45-705 is taken to
subsection 45-885(2) be a reference to section 45-915

19 Application of amendments

D The amendment made by item 1 applies only in relation to an income
year that begins on or after 1 July 2003.

(2) The amendments made by items 2 to 18 apply on and after 1 July 2002.
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Part 2—Amendment of the Income Tax Assessment
Act 1997

20 Subsection 995-1(1) (definition of consolidation
transitional year)

Repeal the definition, substitute:

consolidation transitional yeafor a*member of dconsolidated
group or a member of MEC group, is an income year for that
member that satisfies both of the following conditions:
(a) the group is in existence during all or any part of that year;
(b) Subdivision 45-Q in Schedule 1 to the Taxation
Administration Act 1953 (including that Subdivision as
applied under Subdivision 45-S in that Schedule):

(i) does not apply at all to tiikead company or the
*provisional head company of the group during that
year; or

(ii) starts to apply at any time during that year to the head
company or the provisional head company of the group
because of subsection 45-705(2) or subparagraph
45-705(3)(c)(ii), (4)(d)(ii) or (iv), or subsection
45-915(2) or subparagraph 45-915(3)(c)(ii), (4)(b)(ii) or
(iv), in that Schedule.

21 Subsection 995-1(1)
Insert:

created

(a) a*consolidated group is created froMiMEC group if the
consolidated group comes into existence under
section 703-55 at the time the MEC group ceases to exist (as
mentioned in that section); and
(b) a MEC group is created from a consolidated group if:
(i) the MEC group comes into existence under
section 719-40 when'apecial conversion event
hagppens to dpotential MEC group derived from an
*eligible tier-1 company of &op company; and
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(i) the eligible tier-1 company was tflread company of
the consolidated group (as mentioned in paragraph
719-40(1)(b)).

22 Subsection 995-1(1) (definition of initial head company
instalment rate)

Repeal the definition, substitute:

initial head company instalment ratdor a*head company of a
*consolidated group, or*grovisional head company of IEC
group, is arfinstalment rate worked out on the basis of:

(a) for a group that comes into existence in an income year under
section 703-50 or 719-50—the fifdtase assessment of a
company as the head company of that group for which the
*base year is that income year; and

(b) for a group (thdater group for which either of the
following conditions is satisfied:

(i) the later group iscreated from a group (tHigst group)
that comes into existence under section 703-50 or
719-50;

(if) starting from the first group, consolidated groups or
MEC groups are successively created, ending in the
creation of the later group;

the first base assessment of a company as the head company
of the first group, the later group or any other group covered
by subparagraph (ii), for which the base year is the income
year in which the first group comes into existence.

Note: For example, subparagraph (b)(ii) covers a consolidated group that is

created from a MEC group, which was in turn created from a
consolidated group that came into existence under section 703-50.

23 Application of amendments

The amendments made by items 20 to 22 apply on and after 1 July
2002.
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Schedule 25—Value shifting

Income Tax Assessment Act 1997

1 Section 104-5 (table row relating to event number K8)
Omit “104-240", substitute “104-250".

2 Section 136-10 (table row relating to event number G2)
Repeal the row.

3 Section 136-10 (after table row relating to event number K7)
Insert:

K8 Direct value shifts affecting the*down interest 3-9
equity or loan interests in a
company or trust

4 Subsection 725-240(1) (note)
Omit “104-240", substitute “104-250".

5 Section 725-245 (note)
Omit “104-240" (twice occurring), substitute “104-250".

6 Paragraph 727-355(1)(c)
Omit “for”.

7 Paragraph 727-520(4)(a)
Omit “*loan”, substitute “loan”.

8 After subsection 727-715(3)
Insert:

(3A) If at the time referred to in subsection (3pamary interest
covered by that subsection wdsading stock or &revenue asset,

its "adjustable value taken into account under that subsection is the
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greater of its adjustable value a¥C6GT asset and its adjustable
value as trading stock or a revenue asset.

9 Paragraph 727-715(4)(b)
Repeal the paragraph, substitute:
(b) the start of the most recent period (if any):

(i) that ended before or at the time of thealisation event;
and

(i) throughout which at least one of the group entities had
the saméultimate controller as the losing entity or the
gaining entity; and

10 After subsection 727-800(6)
Insert:

(6A) The reduction ofadjustable value that is to be taken into account
unde subparagraph (6)(a)(i) for daquity or loan interest in the
*losing entity is:

(a) if the interest istrading stock immediately before thi¥/'S
time—the one worked out on the basis of the interest’s
adjustable value under subsection 727-835(2); or

(b) otherwise—the greater or greatest of these:
(i) the reduction of the interest'sost base;
(i) the reduction of the interest'seduced cost base;

(i) the reduction (if any) worked out on the basis of the
interest’s adjustable value under subsection 727-840(2)
(about revenue assets).

Income Tax (Transitional Provisions) Act 1997

11 Subsection 723-1(1)
Repeal the subsection, substitute:

(1) Division 723 applies to a realisation event happening on or after
1 July 2002 to a CGT asset that, at the time of the event:

(a) is not a depreciating asset; or
(b) is an item of trading stock; or
(c) is a revenue asset.
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12 Subsection 727-1(1)

After “Division 727", insert “, as inserted by the New Business Tax
System (Consolidation, Value Shifting, Demergers and Other Measures)
Act 2002 and amended by the New Business Tax System (Consolidation
and Other Measures) Act 2003,”.

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
231



Schedule 26 Loss integrity rules: global method of valuing assets

Schedule 26—Loss integrity rules: global
method of valuing assets

Income Tax Assessment Act 1997

1 Subsection 165-115ZD(1)
After “, a loss”, insert “(the realised I08s

2 Subsection 165-115ZD(4)
Repeal the subsection, substitute:

Adjusted unrealised loss worked out under this section

(4) The adjusted unrealised loss referred to in paragraph (2)(a) is
worked out using this method statement:

Method statement

Step 1. Add up the amount or value of each thing covered by
subsection (5). (If the total exceeds the realised loss,
reduce the total by the excess.)

Step 2. Reduce the step 1 amount by so much of the realised loss
as it is reasonable to conclude is attributable to wéne
these:

(@) a notional capital loss, or a notional revenue loss,
that the company has at that last alteration time in
respect of ACGT asset;

(b) atrading stock decrease in relation to that time for
a CGT asset that wasading stock of the
company at that time.

Note: If the equity or debt is a revenue asset, the realised loss is different
from the loss referred to in subsection (1): see subsection (9).
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3 Paragraph 165-115ZD(5)(a)

Repeal the paragraph, substitute:

(a) itis reasonable to conclude that the thing wasittdbutable
to value that is reflected in what would, if that last alteration
time had been &hangeover time for the company, be a
notional capital gain or notional revenue gain that the
company had under section 165-115F at that changeover time
in respect of ACGT asset; or

4 At the end of section 165-1157D
Add:

If equity or debt is a revenue asset

(9) If the equity or debt is’@aevenue asset at the time of the
*realisation event, subsection (4) applies on the basis that the
realised loss is the total of:

(a) the loss (if any)realised for income tax purposes by the
realisation event happening to the equity or debt in its
character as &€CGT asset; and

(b) the loss (if any) realised for income tax purposes by the
realisation event happening to the equity or debt in its
character as a revenue asset.

Income Tax (Transitional Provisions) Act 1997

5 Subsection 165-115ZD(1)
After “, a loss”, insert “(the realised I08s

6 Paragraph 165-115ZD(2)(a)

Omit “loss referred to in paragraph (1)(a)”, substitute “realised loss (see
subsection (1) or (5), as appropriate, of this section)”.

7 At the end of section 165-1157D
Add:

(5) If the equity or debt is‘aevenue asset at the time of the
*realisation event, subsection (2) applies on the basis that the
realised loss is the total of:
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(a) the loss (if any)realised for income tax purposes by the
realisation event happening to the equity or debt in its
character as ®CGT asset; and

(b) the loss (if any) realised for income tax purposes by the
realisation event happening to the equity or debt in its
character as a revenue asset.

8 Application

The amendments made by this Schedule apply to a time at or after 1 pm

(by legal time in the Australian Capital Territory) on 11 November
1999.
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Schedule 27—Venture capital franking

Income Tax Assessment Act 1997

1 At the end of subsection 204-30(6)

Add:

; or (f) the member is entitled td'tax offset under section 210-170
as a result of the distribution.

2 At the end of section 204-30
Add:

(10) A*member of an entity derives a greater benefit from franking
credits than another member if the first member is entitled taxa
offset under section 210-170 as a result of th&tribution, and the
other member is not.

3 After Division 208
Insert:

Division 210—Venture capital franking

Table of Subdivisions
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210A
210-B
210-C

210-D
210-E
210-F
210-G
210-H

Guide to Division 210
Franking a distribution with a venture capital credit
Participating PDFs

Distributions that are frankable with a venture capital
credit

Amount of the venture capital credit on a distribution
Distribution statements

Rules affecting the allocation of venture capital credits
Venture capital sub-account

Effect of receiving a distribution franked with a venture
capital credit

Guide to Division 210

Table of sections

210-1
210-5
210-10
210-15
210-20

Purpose of venture capital franking

How is this achieved?

What is a venture capital credit?

What does the PDF have to do to distribute the credits?
Limits on venture capital franking

210-1 Purpose of venture capital franking

The purpose of these rules is to encourage venture capital
investment by superannuation funds and other entities that deal
with superannuation.

210-5 How is this achieved?

This is done by giving tax benefits to those entities when they
invest in PDFs, which are the vehicles for venture capital
investment. If the PDF makes a distribution franked with a venture
capital credit, the relevant venture capital investor receives a
certain part of a distribution from the PDF as exempt income and,
in addition, is entitled to a tax offset equal to the venture capital
credit.
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210-10 What is a venture capital credit?

(1) There is a venture capital franking sub-account in the franking
account of each PDF.

(2) Venture capital credits arise in the sub-account if the PDF pays
income tax that is reasonably attributable to capital gains from
venture capital investments.

210-15 What does the PDF have to do to distribute the credits?

Only a participating PDF can distribute venture capital credits. A
PDF elects to participate by keeping a record of its venture capital
sub-account.

210-20 Limits on venture capital franking

(1) The venture capital credit on a distribution cannot exceed the
franking credit on the distribution. It is, in this sense, a species of
franking credit.

(2) A PDF can only distribute venture capital credits if it does it so that
all members of the PDF receive venture capital credits in
proportion to their holdings.

(3) If a PDF has a venture capital surplus when it makes a distribution,
it must frank the distribution with venture capital credits.

(4) There are measures to ensure that a PDF does not maintain a
venture capital deficit over a prolonged period.
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Subdivision 210-A—Franking a distribution with a venture
capital credit

Guide to Subdivision 210-A

210-25 What this Subdivision is about

A PDF can only frank a distribution with a venture capital credit if
certain conditions are met. These conditions are set out in this
Subdivision.

Table of sections

Operative provisions

210-30 Franking a distribution with a venture capital credit
[This is the end of the Guide.]

Operative provisions

210-30 Franking a distribution with a venture capital credit

An entity franks & distribution with a venture capital credif:

(a) the entity is &participating PDF at the time the distribution
is made; and

(b) the distribution isfrankable with a venture capital credit;
and

(c) the entity allocates aenture capital credit to the
distribution.
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Subdivision 210-B—Participating PDFs

Guide to Subdivision 210-B

210-35 What this Subdivision is about

A PDF may participate if it elects to keep a record of its venture
capital sub-account.

Table of sections

Operative provisions

210-40 What is a participating PDF
[This is the end of the Guide.]
Operative provisions

210-40 What is a participating PDF

A"PDF is a participating PDF at a particular time if it keeps a
record of its'venture capital sub-account at that time.

Subdivision 210-C—Distributions that are frankable with a
venture capital credit

Guide to Subdivision 210-C

210-45 What this Subdivision is about

A distribution can only be franked with a venture capital credit| if
all members of the PDF receive distributions in proportion to their
holdings.

Table of sections
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Operative provisions

210-50  Which distributions can be franked with a venture capital credit?
[This is the end of the Guide.]

Operative provisions

210-50 Which distributions can be franked with a venture capital
credit?

A *distribution by dparticipating PDF is frankable with a venture
capital creditif:

(a) the distribution is &ranked distribution; and
(b) the distribution is made under a resolution under which:
() distributions are made to all members of the PDF; and

(i) the amount of the distribution p&membership interest
is the same for each of those distributions.

Subdivision 210-D—Amount of the venture capital credit on a
distribution

Guide to Subdivision 210-D

210-55 What this Subdivision is about

The amount of the venture capital credit on a distribution is that
stated in the distribution statement, unless the amount exceeds the
franking credit on the distribution.

In that case, the amount of the venture capital credit on the
distribution is taken to be the same as the franking credit.

Table of sections

Operative provisions

210-60  Amount of the venture capital credit on a distribution
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[This is the end of the Guide.]

Operative provisions

210-60 Amount of the venture capital credit on a distribution

(1) The amount of therenture capital credit on*distribution is that
stated in the distribution statement for the distribution, unless that
amount exceeds tHéranking credit on the distribution.

(2) If the amount of théventure capital credit stated in the
*distribution statement for “aistribution exceeds tHéranking
credit on the distribution, the amount of the venture capital credit is
taken to be the same as the amount of the franking credit, and not
the amount stated in the distribution statement.

Subdivision 210-E—Distribution statements

Guide to Subdivision 210-E

210-65 What this Subdivision is about

A participating PDF that makes a distribution franked with a
venture capital credit must provide additional information in the
distribution statement given to the recipient.

Table of sections

Operative provisions

210-70  Additional information to be included when a distribution is franked with a
venture capital credit

[This is the end of the Guide.]
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Operative provisions

210-70 Additional information to be included when a distribution is
franked with a venture capital credit

(1) A™participating PDF that makes distribution*franked with a
venture capital credit must include in flkstribution statement
given to the recipient:

(a) a statement that there iSvanture capital credit of a
specified amount on the distribution; and

(b) a statement to the effect that the venture capital credit is only
relevant for a taxpayer who is:

(i) the trustee of a fund that iS@omplying superannuation
fund in relation to the income year in which the
distribution is made and is not a self managed
superannuation fund (within the meaning of the
Superannuation Industry Supervision Act 1993); or

(i) the trustee of a fund that is'@omplying approved
deposit fundin relation to the income year in which the
distribution is made and is not a self managed
superannuation fund (within the meaning of the
Superannuation Industry Supervision Act 1993); or

(iii) the trustee of a unit trust that is'jgooled
superannuation trush relation to the income year in
which the distribution is made; or

(iv) a*life insurance company.

(2) If, under subsection (1), a statement must be included in a
*distribution statement, the distribution statement is taken not to
have been given unless the statement is included.
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Subdivision 210-F—Rules affecting the allocation of venture
capital credits

Guide to Subdivision 210-F

210-75 What this Subdivision is about

If a PDF has a venture capital surplus when it makes a distribption
frankable with venture capital credits, it must frank the distribytion
with venture capital credits.

Table of sections

Operative provisions

210-80 Draining the venture capital surplus when a distribution frankable with
venture capital credits is made

210-81 Distributions to be franked with venture capital credits to the same extent

210-82  Consequences of breaching the rule in section 210-81

[This is the end of the Guide.]
Operative provisions

210-80 Draining the venture capital surplus when a distribution
frankable with venture capital credits is made

(1) If a*participating PDF would otherwise havévanture capital
surplus at the time &istribution that iSfrankable with a venture
capital credit is made, the PDF must either:

(a) allocate aventure capital credit to the distribution that is
equal to the'franking credit on the distribution; or

(b) allocate a venture capital credit to the distribution that either
alone or when added to venture capital credits allocated to
other distributions made under the resolution of the PDF
under which the distribution in question is made, reduces the
surplus to nil, or creates‘aenture capital deficit.
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(2) A*venture capital debit arises fof@articipating PDF when a
*distribution is made if the PDF does not allocateemture capital
credit in accordance with subsection (1). The amount of the debit
is:

Subsection (1) franked amount  Actual franked amount
where:

actual franked amountis the amount of theventure capital credit
that is allocated to thilistribution by the PDF (this may be nil).

subsection (1) franked amouris the amount of theventure
capital credit that would have been allocated td' thigtribution if
the PDF had made the smallest allocation needed to satisfy
subsection (1).

210-81 Distributions to be franked with venture capital credits to the
same extent

(1) If a"PDF*franks a'distribution with a venture capital credit, it
must frank each other distribution made under the same resolution
with a venture capital credit worked out using the same venture
capital percentage.

(2) The venture capital percentader a*distribution is worked out
usng the formula:

Amount of the
*venture capital credit
on the distribution
Maximum franking credit
for the distribution

x 100

210-82 Consequences of breaching the rule in section 210-81

If a*PDF*franks a'distribution with a venture capital credit in
breach of section 210-81:
(a) the distribution is taken not to have been franked with a
venture capital credit; and
(b) each other distribution made under the same resolution is
taken not to have been franked with a venture capital credit.

244 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Venture capital frankingSchedule 27

Subdivision 210-G—Venture capital sub-account

Guide to Subdivision 210-G

210-85 What this Subdivision is about

This Subdivision:

creates a venture capital sub-account for each PDF; and

identifies when venture capital credits and debits arise inthe
sub-account and the amount of those credits and debits; and

identifies when there is a venture capital surplus or deficit in

the sub-account; and

creates a liability to pay venture capital deficit tax if the
account is in deficit at certain times.

Table of sections

210-90
210-95

The venture capital sub-account
Venture capital deficit tax

Operative provisions

210-100
210-105
210-110

210-115

210-120
210-125
210-130
210-135
210-140
210-145
210-150

Venture capital sub-account
Venture capital credits

Determining the extent to which a franking credit is reasonably attributable
to a particular payment of tax

Participating PDF may elect to have venture capital credits arise on its
assessment day

Venture capital debits

Venture capital debit where CGT limit is exceeded

Venture capital surplus and deficit

Venture capital deficit tax

Effect of a liability to pay venture capital deficit tax on franking deficit tax
Effect of a liability to pay venture capital deficit tax on the franking account
Deferring venture capital deficit
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210-90 The venture capital sub-account

(1)

()

®3)

Each PDF has a venture capital sub-account in its franking
account. The sub-account exists even if the PDF does not elect to
become a participating PDF by keeping a record of it.

To the extent that income tax is reasonably attributable to capital
gains from venture capital investments, it generates a venture
capital credit in the sub-account. There are other circumstances in
which a venture capital credit arises.

If a PDF receives a refund of that tax, a venture capital debit will
arise for the PDF. There are other circumstances in which a venture
capital debit will arise, such as on the payment of a distribution
franked with a venture capital credit.

210-95 Venture capital deficit tax

(1)

(2)

®3)

Venture capital deficit tax is payable if a PDF’s venture capital
sub-account is in deficit at the end of the PDF’s income year, or
immediately before it ceases to be a PDF.

A PDF'’s venture capital sub-account may be in deficit, even if its
franking account is not. This can happen because only income tax
on income of a particular kind (capital gains on venture capital
investments) gives rise to venture capital credits. This means that
when a PDF anticipates a venture capital credit, it is not only
anticipating that income tax will be paid, but that income tax on
income of that kind will be paid. Although income tax may, in fact,
later be paid, it will not necessarily be income of the kind that
would give rise to a venture capital credit. This results in franking
credits arising even while the venture capital sub-account remains
in deficit.

The discrepancy between the franking account balance and the
venture capital sub-account balance can also arise because venture
capital credits do not necessarily arise at the same time as the
relevant franking credits and debits (see item 1 of the table in
section 210-105 and item 2 of the table in section 210-120).

[This is the end of the Guide.]
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Operative provisions

210-100 Venture capital sub-account

Each"PDF has a venture capital sub-accoumithin its *franking

account.

Note: The balance in the venture capital sub-account on 1 July 2002 will be
either nil or, if the entity has a venture capital surplus or deficit
immediately before 1 July 2002 under the imputation scheme existing

at that time, an amount calculated underititeme Tax (Transitional
Provisions) Act 1997

210-105 Venture capital credits

The table sets out when a credit arises irivhature capital
sub-account of PDF. A credit in a PDF'’s venture capital
sub-account is called a venture capital credit

Credits in the venture capital sub-account

ltem If: A credit of: Arises on:

1 the"PDF has afranking that part of the the day on which the
credit because it hdpaid a  franking credit that franking credit arises; or
PAYG instalment; and is reasonably if the PDF elects to have
the whole or part of the attributable to the e *venture capital
instalment is reasonably ~ CCT event credit arise on the
attributable to ACGT event assessment day under
in relation to dqualifying section 210-115—on that
SME investment of the PDF day

2 the"PDF has afranking that part of the the day on which the
credit because it hdpaid franking credit that franking credit arises; or
income tax; and is reasonably if the PDF elects to have
the whole or part of the attributable to the  {ne*venture capital
payment is reasonably CGT event credit arise on the
attributable to &CGT event assessment day under
in relation to dqualifying section 210-115—on that
SME investment of the PDF day

3 the "PDF incurs a liability to the amount of the  immediately after the
pay “venture capital deficit liability liability is incurred
tax
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210-110 Determining the extent to which a franking credit is
reasonably attributable to a particular payment of tax

In determining the extent to whicHfaanking credit is reasonably
attributable to dCGT event in relation to ‘ajualifying SME
investment of théPDF, have regard to:

(a) the extent to which the credit can reasonably be attributed to
the*payment of a PAYG instalment or the payment of
income tax by the PDF in relation toisection 12477B
SME assessable income for an income year; and

(b) the extent to which the section 124ZZB SME assessable
income can reasonably be attributed to the CGT event.

210-115 Participating PDF may elect to have venture capital credits
arise on its assessment day

(1) Before dPDF's assessment day for an income year, the PDF may
elect to have théventure capital credits that arise because of the
*payment of PAYG instalments and income tax during that income
year arise on the assessment day.

(2) The"PDF'’s assessment day for an income year is the earlier of:
(a) the day on which the PDF furnishes its return of income for
the income year; or
(b) the day on which the Commissioner makes an assessment of
the amount of the PDF’s taxable income for that year under
section 166 of the Income Tax Assessment Act 1936.

210-120 Venture capital debits

The table sets out when a debit arises iritbature capital
sub-account of &PDF. A debit in a PDF’s venture capital
sub-account is called a venture capital debit

Debits in the venture capital sub-account
Item If: A debit of: Arises on:

1 the"PDF makes a the amount of the the day on which the
“distribution”*franked with  “venture capital credit distribution is made
aventure capital credit
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Debits in the venture capital sub-account

Iltem If: A debit of: Arises on:

2 the*PDF receives a that part of the refund the day on which the
*franking debit as a result that is attributable to  franking debit arises; or
of a"refund of income tax; @ payment of a if the venture capital
and PAYG instalment or  ¢regit did not arise until

all or part of the refund is & Payment ofincome g |ater day—that later

attributable to dpayment 12X thatgaverise to a qay
of a PAYG instalment or a YEnture capital credit
payment of income tax thatOf the PDF

gave rise to aventure

capital credit of the PDF

3 a"venture capital debit the amount of the the day on which the
arises for thé PDF under  venture capital debit *distribution giving rise
subsection 210-80(2) arising under that to the venture capital

subsection debit is made

4 the Commissioner makes athe amount of the tax on the day on which
determination under offset the franking debit
paragraph 204-30(3)(a) arises
giving rise to d franking
debit for the"PDF
(streaming distributions);
and

the *imputation benefit
underlying the
determination is atax
offset under

section 210-170

5 a"venture capital debit the amount of the the last day of the
arises for thé PDF under ~ excess income year
section 210-125 because
its net venture capital
credits for an income year
exceed certain limits

210-125 Venture capital debit where CGT limit is exceeded

(1) A*venture capital debit arises fofRDF where the PDF’s net
venture capital credits for the income year exceed whichever is the
lesser of:
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(a) the PDF’'s CGT limit for that income year; and

(b) the tax paid by the PDF on iiSME income component for
that income year.

Net venture capital credits

(2) The"PDF’s net venture capital credif®r the income year is:
Venture capital credits- Venture capital debits
where:

venture capital creditss the total'venture capital credits of the
“PDF that relate to tax in relation to taxable income of that income
year.

venture capital debitss the total venture capital debits of the
*PDF that relate to tax in relation to taxable income of that income
year.

CGT limit

(3) The*PDF’s CGT limit for the income year is worked out using the
formula:

Ordinary capital gains from
venture capital CGT events *Section 124ZZB SM

Ordinary capital gains . assessable incomeEx SME tax rate
from all SME CGT events

where:

ordinary capital gains from all SME CGT eventseans the total
of the*ordinary capital gains for the income year¥6GT events
in relation to'SME investments of thé°DF.

ordinary capital gains from venture capital CGT eventsans the
total of “ordinary capital gains for the income yearf6GT events
in relation to shares in companies that grealifying SME
investments.

SME tax rateis the tax rate applicable to tf@ME income
component of théPDF for the income year.
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Tax paid by the PDF on its SME income component

(4) The tax paid by the PDF on its SME income compontmtthe
income year is the tax paid by tHeDF on its'SME income
component after allowinffax offsets referred to in section 4-10.

210-130 Venture capital surplus and deficit

(1) A"PDF's"venture capital sub-account is in surphis particular
time if, at that time, the sum of theenture capital credits in the
account exceeds the sum of fiwenture capital debits in the
account. The amount of the venture capital surpkighe amount
of the excess.

(2) A"PDF's"venture capital sub-account is in defitita particular
time if, at that time, the sum of theenture capital debits in the
account exceeds the sum of tiventure capital credits in the
account. The amount of the venture capital defisithe amount of
the excess.

(3) A"PDF's"venture capital sub-account may bédeficit even
though its'franking account as a whole is“isurplus. Similarly, a
PDF’s venture capital sub-account may be in surplus even though
its franking account as a whole is in deficit.

210-135 Venture capital deficit tax

(1) While recognising that an entity may anticigatenture capital
credits wherifranking*distributions, the object of this section is to
prevent those credits from being anticipated indefinitely by
requiring the entity to reconcile itgenture capital sub-account at
certain times and levying tax if the account isdeficit.

(2) An entity is liable to pajventure capital deficit tax imposed by the
New Business Tax System (Venture Capital Deficit Tax) ActiR003
its “venture capital sub-account is"ureficit at the end of an
income yeatr.

(3) An entity is liable to pajventure capital deficit tax imposed by the
New Business Tax System (Venture Capital Deficit Tax) Act 2003
if:

(a) it ceases to be*®DF; and
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(b) immediately before it ceases to be a PDFyisiture capital
sub-account is irdeficit.

210-140 Effect of a liability to pay venture capital deficit tax on
franking deficit tax

(1) If an entity is liable to pafventure capital deficit tax under
subsection 210-135(2) because”itenture capital sub-account is
in *deficit at the end of an income year, the amount (if any) of
*franking deficit tax that the entity would otherwise be liable to pay
unde subsection 205-45(2) becaus€ ftanking account is in
*deficit at that time is reduced by the amount of the liability for
venture capital deficit tax.

(2) If an entity is liable to pawenture capital deficit tax under
subsection 210-135(3) because it ceases to'B®& during an
income year, the amount (if any)’&fanking deficit tax that the
entity would otherwise be liable to pay under subsection 205-45(3)
because it ceases to b&ranking entity at that time is reduced by
the amount of the liability fotventure capital deficit tax.

210-145 Effect of a liability to pay venture capital deficit tax on the
franking account

(1) If an entity incurs a liability to pdyenture capital deficit tax, a
*franking credit arises for the entity immediately after the liability
arises (the relevant day

(2) The amount of thdranking credit is equal to:

(a) if no liability to pay'franking deficit tax arises on the
relevant day—the amount of theenture capital deficit tax;
or

(b) if a liability to pay franking deficit tax also arises on the
relevant day—the amount of the venture capital deficit tax
reduced by the amount of the franking deficit tax.

210-150 Deferring venture capital deficit

(1) The object of this section is to ensure that an entity does not avoid
*venture capital deficit tax by deferring the time at which a
*venture capital debit occurs.
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(2) A*refund of income tax for an income year is taken to have been
pad to an entity immediately before the end of that year for the
purposes of subsection 210-135(2), if:

(a) the refund is paid within 3 months after the end of that year;
and

(b) the entity’s'venture capital sub-account would have been in
*deficit, or in deficit to a greater extent, at the end of the
previous income year if the refund had been received in the
previous income year.

(3) If an entity ceases to béRDF during an income year; &fund of
income tax is taken to have been paid to it immediately before it
ceased to be a PDF, for the purposes of subsection 210-135(3), if:

(a) the refund is attributable to a period in the year during which
the entity was a PDF; and

(b) the refund is paid within 3 months after the entity ceases to
be a PDF; and

(c) the"venture capital sub-account of the entity would have
been in*deficit, or in deficit to a greater extent, immediately
before it ceased to be a PDF if the refund had been received
before it ceased to be a PDF.

Subdivision 210-H—Effect of receiving a distribution franked
with a venture capital credit

Guide to Subdivision 210-H

210-155 What this Subdivision is about

A superannuation fund or other entity that deals with
superannuation that receives a distribution franked with a venture
capital credit is entitled to a tax offset equal to the credit.

Table of sections

210-160 The significance of a venture capital credit
210-165 Recipients for whom the venture capital credit is not significant
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Operative provisions

210-170 Tax offset for certain recipients of distributions franked with venture capital
credits

210-175 Amount of the tax offset

210-180 Application of Division 207 where the recipient is entitled to a tax offset
under section 210-170

210-160 The significance of a venture capital credit

(1) The venture capital credit on a distribution is only significant in the
hands of a relevant venture capital investor (basically a
superannuation fund or other entity that deals with
superannuation).

(2) That investoreceives a tax offset. In most cases, this will be equal
to the venture capital credit.

(3) Under section 124ZM of the Income Tax Assessment Act 1936, that
part of the distribution that is franked with a venture capital credit
is also treated as exempt income in the hands of the entity.

210-165 Recipients for whom the venture capital credit is not
significant

(1) For other entities, the fact that all or part of the franking credit on a
distribution is also a venture capital credit can be ignored.

(2) The franking credit will either generate a gross-up of the entity’s
assessable income and a corresponding tax offset under
Division 207 or, if the right to make an election under
section 124ZM of théncome Tax Assessment 198@&xercised,
the franked part of the distribution will be treated as exempt

income.

(3) The unfranked part of the distribution is treated as exempt income
under section 124ZM of the Income Tax Assessment Act 1936.

[This is the end of the Guide.]
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Operative provisions

210-170 Tax offset for certain recipients of distributions franked
with venture capital credits

(1) The recipient of &distribution*franked with a venture capital
credit is entitled to atax offset for the income year in which the
distribution is made if:

(a) the recipient is a relevant venture capital investor; and

(b) the recipient is not:

(i) a*partnership; or
(i) atrustee (other than the trustee of an eligible entity
within the meaning of Part IX of tHacome Tax
Assessment Act 193@nd

(c) the recipient satisfies theesidency requirement for an entity
receiving a distribution; and

(d) the distribution is ndtexempt income of the recipient
(ignoring section 124ZM of thiencome Tax Assessment Act
1936); and

(e) the recipient is not a qualified person in relation to the
distribution for the purposes of Division 1A of Part llIAA of
thelncome Tax Assessment Act 1936; and

(f) the distribution is not part of ‘@ividend stripping operation;
and

(g) the Commissioner has not made a determination under
paragraph 204-30(3)(c) that fisnputation benefit is to arise
for the receiving entity in respect of the distribution; and

(h) the Commissioner has not made a determination under
paragraph 177EA(5)(b) that no imputation benefit is to arise
in respect of the distribution to the recipient.

Relevant venture capital investors

(2) The following entities are relevant venture capital investors

(a) the trustee of a fund that iS@mplying superannuation fund
in relation to the income year in which flastribution is
made and is not a self managed superannuation fund (within
the meaning of the Superannuation Industry Supervision Act
1993);
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(b) the trustee of a fund that iS@mplying approved deposit
fund in relation to the income year in which the distribution
iIs made and is not a self managed superannuation fund
(within the meaning of th8uperannuation Industry
Supervision Act 1993);

(c) the trustee of a unit trust that i$pmoled superannuation
trust in relation to the income year in which the distribution
is made;

(d) a’life insurance company.

210-175 Amount of the tax offset

Where the recipient is not a life insurance company

(1) If the entity receiving th&distribution is not dlife insurance
company, thétax offset is equal to theenture capital credit on
the distribution.

Where the recipient is a life insurance company

(2) If the entity receiving thidistribution is dlife insurance
company, thétax offset is worked out using the formula:

*Complying superannuation class

Tax offset to which of taxable income
the entity would otherwisex ,
be entitled Total income
where:

complying superannuation class of taxable incomeans the
*complying superannuation class of taxable income of the
company for the income year in which ftiéstribution is made.

tax offset to which the entity would otherwise be entitledhe
*tax offset that the company would be entitled to under
subsection (1) if the entity were not a life insurance company.

total incomeis the company’s assessable income for the income
year.
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210-180 Application of Division 207 where the recipient is entitled to
a tax offset under section 210-170

If the recipient of &distribution*franked with a venture capital
credit is entitled to atax offset under section 210-170,

Division 207 does not apply to thiaart of the distribution that is
venture capital franked.

4 Subsection 995-1(1) (definition of  deficit)
Repeal the definition, substitute:
deficit:
(a) section 205-40 sets out wheffaanking account is in deficit;
and

(b) section 208-125 sets out when*arempting account is in
deficit; and
(c) section 210-130 sets out whehvanture capital sub-account
is in deficit.
5 Subsection 995-1(1)
Insert:

frank with a venture capital credit has the meaning given by
section 210-30.

6 Subsection 995-1(1)
Insert:

frankable with a venture capital creditas the meaning given by
section 210-50.

7 Subsection 995-1(1)
Insert:

ordinary capital gainhas the meaning given by section 124ZW of
thelncome Tax Assessment Act 1936.

8 Subsection 995-1
Insert:

participating PDF has the meaning given by section 210-40.
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9 Subsection 995-1(1)

qualifying SME investmentmeans aiSME investment that is
made in accordance with Division 1 of Part 4 of the Pooled
Development Funds Act 1997.

10 Subsection 995-1(1)

section 124ZZB SME assessable incofoe a*PDF for an income
year is the assessable income allocated to the PDF's SME
assessable income for the income year under section 124ZZB of
thelncome Tax Assessment Act 1936.

11 Subsection 995-1(1)
Insert:

SME income componenhas the same meaning as in
section 124ZU of the Income Tax Assessment Act 1936.

12 Subsection 995-1(1)
Insert:

SME investmenthas the meaning given by section 124ZW of the
Income Tax Assessment Act 1936.

13 Subsection 995-1(1) (definition of  surplus)
Repeal the definition, substitute:

surplus:

(a) section 205-40 sets out whefifaanking account is in
surplus; and

(b) section 208-125 sets out when'arempting account is in
surplus; and

(c) section 210-130 sets out whetvanture capital sub-account
is in surplus.

14 Subsection 995-1(1)
Insert:

venture capital credit has the meaning given by section 210-105.
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15 Subsection 995-1(1)
Insert:

venture capital debit has the meaning given by section 210-120.

16 Subsection 995-1(1)
Insert:

venture capital deficit has the meaning given by section 210-130.

17 Subsection 995-1(1)
Insert:

venture capital deficit taxneans tax imposed under the New
Business Tax System (Venture Capital Deficit Tax) Act 2003.

18 Subsection 995-1(1)
Insert:

venture capital sub-accountneans a sub-account that arises under
section 210-100.

19 Subsection 995-1(1)
Insert:

venture capital surplus has the meaning given by section 210-130.
Income Tax (Transitional Provisions) Act 1997

20 After Division 205
Insert:

Division 210—Venture capital franking

210-1 Order of events provision

The venture capital sub-account of a PDF under Part IlIAA of the
Income Tax Assessment Act 1936 @ldesub-accountis closed
off at the end of 30 June 2002 and an opening balance is created in
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the PDF’s venture capital sub-account under section 210-100 of the
Income Tax Assessment Act 1997 as follows:

(a) any estimated venture capital debits in the old sub-account at
the end of 30 June 2002 are washed out of the account under
section 210-5; and

(b) then:

(i) inthe case of a PDF whose 2001-02 franking year ends
on 30 June 2002 under Part IIIAA of the Income Tax
Assessment Act 1936—the PDF’s venture capital
sub-account balance is converted under section 210-10
to a tax paid basis; and

(ii) in the case of a PDF whose 2001-02 franking year ends
before 30 June 2002 under Part IlIAA of theome
Tax Assessment Act 1936—the PDF'’s venture capital
sub-account balance is converted under section 210-15
to a tax paid basis.

210-5 Washing estimated venture capital debits out of the old
sub-account before conversion

If, under Part IlIAA of the Income Tax Assessment act 1936, the
termination time in relation to an estimated venture capital debit of
a PDF would, but for this section, occur after the end of 30 June
2002, it is taken to have occurred at the end of 30 June 2002.

210-10 Converting the venture capital sub-account balance to a tax
paid basis—PDFs whose 2001-02 franking year ends on
30 June 2002

(1) This section applies to PDFs whose 2001-02 franking year ends on
30June 2002 under Part llIAA of thecome Tax Assessment Act
1936 (the 1936 At

(2) If the PDF has a venture capital surplus under Part llIAA of the
1936 Act at the end of 30 June 2002:
(&) no venture capital credit arises under section 160ASEE of
that Act because of the surplus; and
(b) a venture capital credit arises on 1 July 2002 in the venture
capital sub-account established under section 210-100 of the
Income Tax Assessment Act 1997 for the PDF.

260 New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16,
2003



Venture capital frankingSchedule 27

(3) The amount of the venture capital credit is worked out using the
following formula:

Amount of the
venture capital surplus 30
at the end of 30 June 2002 70
under the 1936 Act

210-15 Converting the venture capital sub-account balance to a tax
paid basis—PDFs whose 2001-02 franking year ends
before 30 June 2002

(1) This section applies to PDFs whose 2001-02 franking year ends
before 20 June 2002 under Part IIIAA of thieome Tax
Assessment 193%te 1936 Adt

(2) If, but for this subsection, the PDF would have a venture capital
surplus under Part IIIAA of the 1936 Act at the end of 30 June
2002 (the original surplus

(a) a venture capital debit equal to the original surplus is taken to
arise for the PDF under Part IIIAA of the 1936 Act at the end
of 30 June 2002; and

(b) aventure capital credit arises on 1 July 2002 in the venture
capital sub-account established under section 210-100 of the
Income Tax Assessment Act 1997 i9@7 Acj for the PDF.

(3) The amount of the venture capital credit is worked out using the
formula:

Amount of the | 30
original surplus™ 7

(4) If, but for this subsection, the PDF would have a venture capital
deficit under Part I1IAA of the 1936 Act at the end of 30 June 2002
(the original defici):

(a) a venture capital credit equal to the original deficit is taken to
arise for the PDF under Part IlIAA of the 1936 Act at the end
of 30 June 2002; and

(b) a venture capital debit arises on 1 July 2002 in the venture
capital sub-account established under section 210-100 of the
1997 Act for the PDF.
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(5) The amount of the venture capital debit is worked out using the
formula:

Amount of the 30
original deficit © 7

21 Application

D The amendments made by items 1 and 2 of this Schedule apply to
distributions made after 30 June 2002.

2) The amendments made by items 3 to 19 of this Schedule apply to events
that occur after 30 June 2002.
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Schedule 28—Machinery provisions for
simplified imputation system

Income Tax Assessment Act 1997

1 Subsections 202-75(2) and (3)
Repeal the subsections, substitute:

(2) The statement must be given on or before the day on which the
*distribution is made, unless the entity is allowed to give the
statement at a later time under subsection (3).

(3) If the entity is dprivate company for the income year in which the
*distribution is made, the statement must be given:

(a) before the end of 4 months after the end of the income year in
which the distribution is made; or

(b) before the time determined by the Commissioner under
subsection (5);

whichever is later.

(4) However, the entity is not allowed to give the statement at a later
time under subsection (3) if the statement indicates tHedraking
credit has been allocated to thstribution and the franking credit
would, either alone or when added to other franking credits
allocated to other distributions made by the entity during the
income year, result in the entity having a liability firanking
deficit tax, or an increased liability for franking deficit tax, at the
end of the income year.

Note: The combined effect of subsections (3) and (4) is that a private

company can retrospectively frank a distribution, but not so as to
create or increase a liability for franking deficit tax.

(5) The Commissioner may determine in writing thgtravate
company may give the statement before a time specified in the
determination.

2 At the end of subsection 204-75(4)
Add:
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and must be given to the Commissioner:

(a) if the entity is required to give the Commission&ranking
return for the income year in which the current franking
period occurs—with that return; or

(b) otherwise—within one month after the end of the income
year in which the current franking period occurs.

Note: See Subdivision 214-A for requirements to give the Commissioner
franking returns.

3 After Division 210
Insert:

Division 214—Administering the imputation system

Table of Subdivisions

Guide to Division 214
214A Franking returns
214-B Franking assessments
214-C  Amending franking assessments
214-D Collection and recovery

214-E Records, information and tax agents
Guide to Division 214

Table of sections

214-1 Purpose of the system
214-5 Key features

214-1 Purpose of the system

These provisions:

(a) allow the Commissioner to gather sufficient information to
determine whether tax is payable by a corporate tax entity
under the imputation system; and
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(b) provide for the Commissioner to assess the amount of tax
that is payable; and

(c) specify when the tax is payable; and

(d) establish systems to support the assessment and collection of
the tax.

214-5 Key features

(1) Initial information about a corporate tax entity’s franking activities
is provided by means of a return, called a franking return, given by
the entity to the Commissioner.

(2) The Commissioner is able to require corporate tax entities to give a
franking return for an income year by publishing a notice in the
Gazette

(3) The Commissioner is also able to require a particular corporate tax
entity to give a franking return for one or more income years. The
Commissioner might do this, for example, if the Commissioner
wishes to audit the corporate tax entity’s franking activities over a
number of years.

(4) The Commissioner may assess whether tax is payable under the
imputation system and the amount of that tax.

(5) In most cases, this is done by treating the first return of a corporate
tax entity for an income year as an assessment by the
Commissioner. To this extent, there is self-assessment.

(6) An assessment by the Commissioner is conclusive evidence of a
corporate tax entity’s tax liabilities under the imputation system,
except for the purposes of objection, review and appeal processes
under Part IVC of the Tax Administration Act 1953 (see
section 177 of the Income Tax Assessment Act 1936 and
sections 214-50 and 214-85 of this Act).

(7) Assessments can be amended by the Commissioner within certain
time limits.
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Subdivision 214-A—Franking returns

Guide to Subdivision 214-A

214-10 What this Subdivision is about

A franking return for an income year provides the Commissioner
with information about a corporate tax entity’s franking activities
during that year.

Table of sections

Operative provisions

214-15  Notice to give a franking return—general notice
214-20  Notice to a specific corporate tax entity

214-25  Content and form of a franking return

214-30 Franking account balance

214-35  Venture capital sub-account balance

214-40  Meaning ofranking tax

214-45  Effect of a refund on franking returns

214-50 Evidence

[This is the end of the Guide.]

Operative provisions

214-15 Notice to give a franking return—general notice

(1) The Commissioner may publish a notice in the Garedgiring
each’corporate tax entity to which the notice applies to give the
Commissioner &franking return for an income year specified in
the notice.

(2) An entity to which the notice applies must comply with the
requirement within the time specified in the notice, or within any
further time allowed by the Commissioner.
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214-20 Notice to a specific corporate tax entity

(1) The Commissioner may give @orporate tax entity a written
notice requiring the entity to give the Commissionéfranking
return for an income year specified in the notice.

(2) The entity must comply with the requirement within the time

specified in the notice, or within any further time allowed by the
Commissioner.

(3) The entity must comply with the requirement regardless of whether
the entity has given, or has been required to give, the
Commissioner a return under section 214-15.

214-25 Content and form of a franking return

(1) A*corporate tax entity must include the following information in
its *franking return for an income year:

(a) if the entity is dfranking entity at the end of the income
year—its*franking account balance at the end of the income
year; and

(b) if the entity ceased to be a franking entity during the income
year—its franking account balance immediately before it
ceased to be a franking entity; and

(c) if the entity is dPDF at the end of the income year—its
“venture capital sub-account balance at the end of the income
year; and

(d) if the entity ceased to be a PDF during the income year—its

venture capital sub-account balance immediately before it
ceased to be a PDF; and

(e) the amounts (if any) &franking tax which the entity is liable
to pay because of events that have occurred, or are taken to
have occurred, during the income year; and

(f) any other information required by the Commissioner for the
purposes of administering this Part.

(2) The return must be in writing in the approved form.
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214-30 Franking account balance

A "corporate tax entity’s franking account balana¢a particular
time is:
(a) if the entity has &ranking surplus or &ranking deficit at
that time—the amount of the surplus or deficit; or

(b) if the entity does not have a franking surplus or a franking
deficit at that time—nil.

214-35 Venture capital sub-account balance

A *PDF’s venture capital sub-account balaneea particular time
is:

(a) if the PDF has aventure capital surplus or'genture capital
ddficit at that time—the amount of the surplus or deficit; or

(b) if the entity does not have a venture capital surplus or a
venture capital deficit at that time—nil.

214-40 Meaning of franking tax

Each of the following is a franking tax
(a) *franking deficit tax;
(b) *over-franking tax;
(c) *venture capital deficit tax.

214-45 Effect of a refund on franking returns

If no franking return is outstanding

1) If:
(a) a"corporate tax entity receives@fund of income tax; and
(b) the receipt of the refund gives rise to a liability, or an
increased liability, to palfranking deficit tax because of the
opaation of subsection 205-50(2) or (3); and
(c) when the refund is received, the entity does not have a
*franking return that iSoutstanding for the income year in
which the liability arose;
the entity must give the Commissioner a franking return for the
income year within 14 days after the refund is received.
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Refund received within 14 days before an outstanding franking
return is due

(2) It
(a) an entity receives*aefund of income tax; and
(b) the receipt of the refund gives rise to a liability, or an
increased liability, to palfranking deficit tax because of the
opeaation of subsection 205-50(2) or (3); and
(c) when the refund is received, the entity hafsanking return
that is*outstanding for the income year in which the liability
arose; and
(d) the entity receives the refund within the period of 14 days
ending on the day by which the outstanding return must be
given to the Commissioner;
the entity may, instead of accounting for the liability, or increased
liability, in the outstanding return, account for it in a further return

given to the Commissioner within 14 days after the refund is
received.

Meaning of outstanding

(3) A*franking return for an income year is outstanda@ particular
time if each of the following is true at that time:

(a) the*corporate tax entity has been required to gilfeaaking
return for the income year;

(b) the time within which the franking return must be given has
not yet passed;

(c) the franking return has not yet been given.
214-50 Evidence

Section 177 of thtncome Tax Assessment Act 1936 applies as if a
reference in that section to a return included a reference to a
*franking return.
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Subdivision 214-B—Franking assessments

Guide to Subdivision 214-B

214-55 What this Subdivision is about

The Commissioner may make an assessment of a corporate tax
entity’s liability to pay franking tax, and the franking account
balance and the venture capital sub-account balance on which that
liability is based. An entity’s first return for an income year is
treated as an assessment by the Commissioner. To this extent, there
is self-assessment.

Table of sections

Operative provisions

214-60 Commissioner may make a franking assessment

214-65 Commissioner taken to have made a franking assessment on first return
214-70  Part-year assessment

214-75  Validity of assessment

214-80  Objections

214-85  Evidence

[This is the end of the Guide.]

Operative provisions

214-60 Commissioner may make a franking assessment

(1) The Commissioner may make an assessment of:

(a) if a*corporate tax entity is dranking entity at the end of the
income year—itsfranking account balance at the end of the
income year; and

(b) if a corporate tax entity ceased to be a franking entity during
the income year—its franking account balance immediately
before it ceased to be a franking entity; and
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(c) if a corporate tax entity is"®DF at the end of the income
year—its*venture capital sub-account balance at the end of
the income year; and

(d) if a corporate tax entity ceased to be a PDF during the
income year—its venture capital sub-account balance
immediately before it ceased to be a PDF; and

(e) the amounts (if any) éfranking tax which the entity is liable
to pay because of events that have occurred, or are taken to
have occurred, during the income year.

This is afranking assessmerfor the entity for the income year.

(2) The Commissioner must give the entity notice of the assessment as
soon as practicable after making the assessment.

(3) The notice may be included in a notice of any other assessment
under this Act.

214-65 Commissioner taken to have made a franking assessment on
first return

(1) If:

(a) a*corporate tax entity gives the Commissioné&iranking
return for an income year on a particular day (the return
day); and

(b) the return is the first franking return given by the entity for
the year; and

(c) the Commissioner has not already matkeaamking
assessment for the entity for the year;

the Commissioner is taken to have made a franking assessment for
the entity for the year on the return day, and to have assessed:

(d) the entity’s'franking account balance at a particular time as
that stated in the return as the balance at that time; and

(e) the entity’sventure capital sub-account balance (if any) at a
paticular time as that stated in the return as the balance at
that time; and

() the amounts (if any) dffranking tax payable by the entity
because of events that have occurred, or are taken to have
occurred, during that income year as those stated in the
return.
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(2) The return is taken to be notice of the assessment signed by the
Commissioner and given to the entity on the return day.

214-70 Part-year assessment

(1) The Commissioner may, at any time during an income year, make
a’franking assessment fof’ eorporate tax entity for a particular
period within that year as if the beginning and end of that period
were the beginning and end of an income year.

(2) This Part applies, for the purposes of that assessment, as if the
beginning and end of the period were the beginning and end of an

income year.

214-75 Validity of assessment

The validity of dfranking assessment is not affected because any
of the provisions of this Act have not been complied with.

214-80 Objections

If a*corporate tax entity is dissatisfied withfeanking assessment
made in relation to the entity, the entity may object against the
assessment in the manner set out in Part IVC of the Taxation

Administration Act 1953.

214-85 Evidence

Section 177 of thencome Tax Assessment Act 1936 applies as if a
reference in that section to an assessment or a notice of assessment
included a reference to"franking assessment or a notice of a
franking assessment, as required.
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Subdivision 214-C—Amending franking assessments

Guide to Subdivision 214-C

214-90 What this Subdivision is about

The Commissioner may amend franking assessments within ¢ertain
time limits.

Table of sections

Operative provisions

214-95

214-100
214-105
214-110
214-115
214-120
214-125
214-130
214-135
214-140

Amendments within 3 years of the original assessment

Amended assessments are treated as franking assessments

Further return as a result of a refund affecting a franking deficit tax liability
Later amendments—on request

Later amendments—failure to make proper disclosure

Later amendments—fraud or evasion

Further amendment of an amended particular

Other later amendments

Amendment on review etc.

Notice of amendments

[This is the end of the Guide.]

Operative provisions

214-95 Amendments within 3 years of the original assessment

(1) The Commissioner may amentfranking assessment for a
*corporate tax entity for an income year at any time during the
period of 3 years after th@riginal franking assessment day for the
entity for that year.

(2) The original franking assessmenfyfor a*corporate tax entity
for an income year is the day on which the fifistnking
assessment for the entity for the income year is made.
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214-100 Amended assessments are treated as franking assessments

Once an amendéttanking assessment for a corporate tax entity
for an income year is made, it is taken to liaking assessment

for the entity for the year.

214-105 Further return as a result of a refund affecting a franking
deficit tax liability

() If:

(a) a*franking assessment fof eorporate tax entity for an
income year has been made; and

(b) on a particular day (the further return dethe entity gives
the Commissioner a further return for the income year under
subsection 214-45(1) (because the entity has received a
“refund of income tax that affects its liability to gdyanking
ddficit tax);

the Commissioner is taken to have amended the entity’s franking
assessment on the further return day, and to have assessed:

(c) the entity’s' franking account balance at a particular time as
that stated in the further return as the balance at that time;
and

(d) the entity’s'venture capital sub-account balance (if any) at a
paticular time as that stated in the further return as the
balance at that time; and

(e) the amounts (if any) &franking tax payable by the entity
because of events that have occurred, or are taken to have
occurred, during that income year as those stated in the

further return.

(2) The further return is taken to be notice of the amended assessment
signed by the Commissioner and given to the entity on the further

return day.

214-110 Later amendments—on request

The Commissioner may amenéfi@nking assessment for a
*corporate tax entity for an income year after the end of the period
of 3 years after théoriginal franking assessment day for the entity
for the year if, within that 3 year period:
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(a) the entity applies for the amendment; and

(b) the entity gives the Commissioner all the information
necessary for making the amendment.

214-115 Later amendments—failure to make proper disclosure

(1) If:

(a) a"corporate tax entity does not make a full and true
disclosure to the Commissioner of the information necessary
for a*franking assessment for the entity for an income year;
and

(b) in making the assessment, the Commissioner makes an
*under-assessment; and

(c) the Commissioner is not of the opinion that the
under-assessment is due to fraud or evasion;

the Commissioner may amend the assessment at any time during

the period of 6 years after theriginal franking assessment day for
the entity for the year.

(2) The Commissioner makes an under-assessimamtfranking
assessment (thearlier assessmehtf, in amending the earlier
assessment, the Commissioner would have to do one or more of the
following for the amended assessment to be correct:

(a) reduce théfranking surplus (including to a nil balance);
(b) increase th&ranking deficit (including from a nil balance);
(c) increaséfranking tax payable.

214-120 Later amendments—fraud or evasion

If:

(a) a*corporate tax entity does not make a full and true
disclosure to the Commissioner of the information necessary
for a*franking assessment for the entity for an income year;
and

(b) in making the assessment, the Commissioner makes an
*under-assessment; and

(c) the Commissioner is of the opinion that the under-assessment
is due to fraud or evasion;

the Commissioner may amend the assessment at any time.
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214-125 Further amendment of an amended particular

(1) If:
(a) a*franking assessment has been amended (the first
amendmen} in any particular; and

(b) the Commissioner is of the opinion that it would be just to
further amend the assessment in that particular so as to
*reduce the assessment;

the Commissioner may do so within a period of 3 years after the
first amendment.

(2) The Commissioner reduces a franking assessnfahe
Commissioner amends the assessment by doing one or more of the
following:

(a) increasing th&ranking surplus (including from a nil
badance);

(b) decreasing thdranking deficit (including to a nil balance);
(c) decreasingfranking tax payable.

214-130 Other later amendments

In a case not covered by section 214-110, 214-115, 214-120 or
214125, the Commissioner may amend tfianking assessment
for a*corporate tax entity for an income year after the period of 3
years after théoriginal assessment day has expired, but not so as
to “reduce the assessment.

214-135 Amendment on review etc.

Nothing in this Subdivision prevents the amendment &faking
assessment:

(a) to give effect to a decision on a review or appeal; or

(b) to*reduce the assessment as a result of an objection made
unde this Act or pending an appeal or review.

214-140 Notice of amendments

(1) If the Commissioner amends an entitfitanking assessment, the
Commissioner must give the entity notice of the amendment as
soon as practicable after making the amendment.
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(2) The notice may be included in a notice of any other assessment
unde this Act.

Subdivision 214-D—Collection and recovery

Guide to Subdivision 214-D

214-145 What this Subdivision is about

Franking tax is due and payable at certain times and the general
interest charge applies to unpaid amounts.

Table of sections

Operative provisions

214-150 Due date for payment of franking tax
214-155 General interest charge

214-160 Refunds of amounts overpaid
214-165 Security for payment of tax

[This is the end of the Guide.]

Operative provisions

214-150 Due date for payment of franking tax

General rule

(1) Unless this section provides otherwigenking tax assessed for a
*corporate tax entity because of events that have occurred, or are
taken to have occurred, during an income year is due and payable
on the last day of the month immediately following the end of the
income year.

Part-year assessments

(2) "Franking tax payable because of an assessment under
section 214-70 (a part-year assessment) is due and payable on the
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day specified in the notice of assessment as the day on which it is
dueand payable.

Amended assessments—other than because of deficit deferral

3) I
(a) the Commissioner amend&fia@nking assessment (the
earlier assessmeptther than because of the operation of
section 214-105 (an amendment because of a refund of tax
that affects franking deficit tax liability); and
(b) the amount offranking tax of a particular type payable
unde the amended assessment exceeds the amount of
franking tax of that type payable under the earlier
assessment;
the excess amount is due and payable one month after the day on
which the assessment was amended.

Tax payable because of deficit deferral

(4) It
(a) a"corporate tax entity receivesm@fund of income tax; and
(b) the receipt of the refund gives rise to a liability, or an
increased liability, to palfranking deficit tax because of the
opeation of subsection 205-50(2) or (3);
the franking deficit tax or, if there is an increase in an existing
liability to pay franking deficit tax, the difference between the
original liability and the increased liability, is due and payable on:
(c) if the entity accounts for the liability, or increased liability, in
a*franking return that iSoutstanding for the income year in
which the liability arose—the day on which the outstanding
return is required to be given to the Commissioner; or

(d) in any other case—14 days after the day on which the refund
was received.

214-155 General interest charge

If:

(a) *franking tax of a particular type payable bicarporate tax
entity remains unpaid after the time by which it is due and
payable; and
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(b) the Commissioner has not allocated the unpaid amount to an
“RBA,
the entity is liable to pay tHgeneral interest charge on the unpaid
amount for each day in the period that:

(c) starts at the beginning of the day on which the franking tax
was due to be paid; and

(d) ends at the end of the last day on which, at the end of the day,
any of the following remains unpaid:

() the franking tax;
(i) general interest charge on any of the franking tax.

Note: The general interest charge is worked out under Division 1 of Part 1A
of the Taxation Administration Act 1953

214-160 Refunds of amounts overpaid
Section 172 of thencome Tax Assessment Act 1936 applies for the

purposes of this Part as if references in that section to tax included
references téfranking tax.

214-165 Security for payment of tax
In section 213 of the Income Tax Assessment Act(L&8ér
which the Commissioner may require security for the payment of
income tax), a reference to income tax includes a reference to
*franking tax.

Subdivision 214-E—Records, information and tax agents

Guide to Subdivision 214-E

214-170 What this Subdivision is about

Generally applicable provisions to do with record keeping,
information gathering and tax agents apply for the purposes of the
imputation system.

Table of sections
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Operative provisions

214-175 Record keeping
214-180 Power of Commissioner to obtain information
214-185 Tax agents

[This is the end of the Guide.]

Operative provisions

214-175 Record keeping

(1) Section 262A of thencome Tax Assessment Act 1936 applies for
the purposes of this Part as if:

(a) the reference in that section to a person carrying on a
business were a reference tcarporate tax entity; and

(b) the reference in paragraph (2)(a) of that section to the
person’s income and expenditure were a reference to:

(i) the entity’s*franking account balance; and

(i) the entity’s liability to pay franking tax; and

(c) paragraph (5)(a) of that section were omitted.

(2) A"PDF does not need to maintain records under section 262A of
thelncome Tax Assessment Act 1936 in relation ve@@ature
capital sub-account if the?DF does not elect to bégarticipating
PDF.

214-180 Power of Commissioner to obtain information

Section 264 of thencome Tax Assessment Act 1936 applies for the
purposes of this Part as if the reference in paragraph (1)(b) of that
section to a person’s income or assessment were a reference to a
matter relevant to the administration or operation of this Part.

214-185 Tax agents

Part VIIA of the Income Tax Assessment Act 1&dies in
relation to a return given, or objection made, for the purposes of
this Part as it applies to an income tax return or objection.
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4 Subsection 995-1(1)
Insert:

franking account balancéhas the meaning given by
section 214-30.

5 Subsection 995-1(1)
Insert:

franking assessment has the meaning given by subsection
214-60(1) and affected by section 214-100.

6 Subsection 995-1(1)
Insert:

franking return means a return required under Subdivision 214-A.

\‘

Subsection 995-1(1)
Insert:

franking tax has the meaning given by section 214-40.

8 Subsection 995-1(1)
Insert:

original franking assessment ddyas the meaning given by
subsection 214-95(2).

O

Subsection 995-1(1)
Insert:

outstanding, within the context dfranking returns, has the
meaning given by subsection 214-45(3).

10 Subsection 995-1(1)
Insert:

reduce a franking assessment has the meaning given by
subsection 214-125(2).
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11 Subsection 995-1(1)
Insert:

under-assessmepin the context of &ranking assessment, has the
meaning given by subsection 214-115(2).

12 Subsection 995-1(1)
Insert:

venture capital sub-account balandeas the meaning given by
section 214-35.

Income Tax (Transitional Provisions) Act 1997

13 After Division 210
Insert:

Division 214—Administering the imputation system

214-1 Application

This Divisionapplies to a corporate tax entity if a liability to pay
franking deficit tax arises for the entity under section 205-25 of
this Act because of events that occur within a period of 12 months
ending on 30 June in any year (the balancing period).

214-5 Entity must give a franking return

(1) The entity must give the Commissioner a franking return for the
bdancing period setting out the following information before the
end of the month immediately following the end of the period:

(a) if the entity is a franking entity at the end of the balancing
period—its franking account balance at the end of the period;
and

(b) if the entity ceases to be a franking entity during the
balancing period—its franking account balance immediately
before it ceased to be a franking entity; and

(c) the amount (if any) of franking deficit tax that the entity is
liable to pay under section 205-25 of this Act because of
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events that have occurred, or are taken to have occurred,
during the balancing period.

(2) The return must be in writing in the approved form.
214-10 Notice to a specific corporate tax entity

(1) The Commissioner may give the entity a written notice requiring

the entity to give the Commissioner a franking return for the
balancing period.

(2) The entity must comply with the requirement within the time

specified in the notice, or within any further time allowed by the
Commissioner.

(3) The entity must comply with the requirement regardless of whether
the entity has given, or has been required to give, the
Commissioner a return under section 214-5.

214-15 Effect of a refund on franking returns

If no franking return is outstanding
Q) If:

(a) the entity receives a refund of income tax; and

(b) the receipt of the refund gives rise to a liability, or an
increased liability, to pay franking deficit tax because of the
operation of subsection 205-30(2) or (3) of this Act; and

(c) when the refund is received, the entity does not have a
franking return that is outstanding for the balancing period in
which the liability arose;

the entity must give the Commissioner a franking return for the
period within 14 days after the refund is received.

Refund received within 14 days before an outstanding franking
return is due

(2) If:
(a) the entity receives a refund of income tax; and
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(b) the receipt of the refund gives rise to a liability, or an
increased liability, to pay franking deficit tax because of the
operation of subsection 205-30(2) or (3) of this Act; and

(c) when the refund is received, the entity does not have a
franking return that is outstanding for the balancing period in
which the liability arose; and

(d) the entity receives the refund within the period of 14 days
ending on the day by which the outstanding return must be
given to the Commissioner;

the entity may, instead of accounting for the liability, or increased
liability, in the outstanding return, account for it in a further return
given to the Commissioner within 14 days after the refund is
received.

Meaning of outstanding

(3) A franking return for a balancing period is outstandatig
particular time if each of the following is true at that time:
(a) the entity has been required to give a franking return for the
period;
(b) the time within which the franking return must be given has
not yet passed;

(c) the franking return has not yet been given.

214-20 Franking returns for the income year

(1) A franking return for a balancing peritdin addition to any
franking return that the entity is required to give to the
Commissioner under Subdivision 214-A of the Income Tax
Assessment Act 19€af the income year in which the balancing
period ends.

(2) However, if an entity is required to give a franking return for a
balancing period, it is not required to include in its franking return
for the income year in which that period ends anything that should
have been included in the franking return for the balancing period.

214-25 Commissioner may make a franking assessment

(1) The Commissioner may make an assessment of:
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(a) if the entity is a franking entity at the end of the balancing
period—its franking account balance at the end of the period;
and

(b) if the entity ceases to be a franking entity during the
balancing period—its franking account balance immediately
before it ceased to be a franking entity; and

(c) the amount (if any) of franking deficit tax that the entity is
liable to pay under section 205-25 of this Act because of
events that have occurred, or are taken to have occurred,
during the balancing period.

This is afranking assessmenfor the entity for the balancing
period.

(2) The Commissioner must give the entity notice of the assessment as
soon as practicable after making the assessment.

(3) The notice may be included in a notice of any other assessment
under this Act.

214-30 Commissioner taken to have made a franking assessment on
first return

Q) If:

(a) the entity gives the Commissioner a franking return under
section 214-5 or 214-10 of this Act on a particular day (the
return day); and

(b) the return is the first franking return given to the
Commissioner by the entity for the balancing period; and

(c) the Commissioner has not already made a franking
assessment for the entity for that period;

the Commissioner is taken to have made a franking assessment for
the entity for the period on the return day, and to have assessed:

(d) the entity’s franking account balance at a particular time as
that stated in the return as the balance at that time; and

(e) the amount (if any) of franking deficit tax payable by the
entity because of events that have occurred, or are taken to
have occurred, during the period as those stated in the return.

(2) The return is taken to be notice of the assessment signed by the
Commissioner and given to the entity on the return day.
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214-35 Amendments within 3 years of the original assessment

(1) The Commissioner may amend a franking assessment for the entity
for the balancing period at any time during the period of 3 years
after the original assessment day for the entity for the period.

(2) The original assessment day for the entity for the balancing period
is the day on which the first franking assessment for the entity for
the period is made.

214-40 Amended assessments are treated as franking assessments

Once an amended franking assessment for the entity for the
bdancing period is made, it is taken to beaanking assessment
for the entity for the period.

214-45 Further return as a result of a refund affecting a franking
deficit tax liability

(1) If:
(a) a franking assessment for the entity for the balancing period
has been made; and

(b) on a particular day (the further return dethe entity gives
the Commissioner a further return for the balancing period
under subsection 214-15(1) of this Act (because the entity
has received a refund of income tax that affects its liability to
pay franking deficit tax);
the Commissioner is taken to have amended the entity’s franking
assessment on the further return day, and to have assessed:

(c) the entity’s franking account balance at a particular time as
that stated in the further return as the balance at that time;
and

(d) the amount of franking deficit tax payable by the entity
because of events that have occurred, or are taken to have
occurred, during the period as those stated in the further
return.

(2) The further return is taken to be notice of the amended assessment
signed by the Commissioner and given to the entity on the further
return day.
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214-50 Later amendments—on request

The Commissioner may amend a franking assessment for the entity
for the balancing period after the end of a period of 3 years after
the original franking assessment day if, within that 3 year period:

(a) the entity applies for the amendment; and

(b) the entity gives the Commissioner all the information
necessary for making the amendment.

214-55 Later amendments—failure to make proper disclosure

If:

(a) the entity does not make a full and true disclosure to the
Commissioner of the information necessary for a franking
assessment for the entity for the balancing period; and

(b) in making the assessment, the Commissioner makes an
under-assessment; and

(c) the Commissioner is not of the opinion that the
under-assessment is due to fraud or evasion;

the Commissioner may amend the assessment at any time during
the period of 6 years after the original franking assessment day.

214-60 Later amendments—fraud or evasion

If:

(a) the entity does not make a full and true disclosure to the
Commissioner of the information necessary for a franking
assessment for the entity for the balancing period; and

(b) in making the assessment, the Commissioner makes an
under-assessment; and

(c) the Commissioner is of the opinion that the under-assessment
is due to fraud or evasion;

the Commissioner may amend the assessment at any time.

214-65 Further amendment of an amended particular

If:
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(a) afranking assessment for the entity for the balancing period
has been amended (the first amendmé&ngany particular;
and
(b) the Commissioner is of the opinion that it would be just to
further amend the assessment in that particular so as to
reduce the assessment;
the Commissioner may do so within a period of 3 years after the
first amendment.

214-70 Other later amendments

In a case not covered by sections 214-50, 214-55, 214-60 or
21465, the Commissioner may amend the franking assessment for
the entity for the balancing period after the period of 3 years after
the original assessment day has expired, but not so as to reduce the
assessment.

214-75 Amendment on review etc.

Nothing in this Division prevents the amendment of a franking
assessment for the entity for the balancing period:

(a) to give effect to a decision on a review or appeal; or

(b) to reduce the assessment as a result of an objection made
under this Act or pending an appeal or review.

214-80 Notice of amendments

(1) If the Commissioner amends the entity’s franking assessment for
the balancing period, the Commissioner must give the entity notice
of the amendment as soon as practicable after making the
amendment.

(2) The notice may be included in a notice of any other assessment
under this Act.

214-85 Validity of assessment

The validity of a franking assessment for the entity for the
bdancing period is not affected because any of the provisions of
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this Act (as defined in the Income Tax Assessment Act 1997) have
not been complied with.

214-90 Objections

If a corporate tax entity is dissatisfied with a franking assessment
made in relation to the entity under this Division, the entity may
object against the assessment in the manner set out in Part IVC of
the Taxation Administration Act 1953.

214-95 Evidence

Section 177 of thtncome Tax Assessment Act 1936 applies as if:

(a) areference in that section to a return included a reference to a
franking return under this Division; and

(b) a reference in that section to an assessment or a notice of
assessment included a reference to a franking assessment or a
notice of a franking assessment (as required) under this
Division.

214-100 Due date for payment of franking tax

General rule

(1) Unless this section provides otherwise, franking deficit tax
assessed for the entity because of events that have occurred, or are
taken to have occurred, during the balancing period is due and
payable on the last day of the month immediately following the
end of the balancing period.

Amended assessments—other than because of deficit deferral

2) If:
(a) the Commissioner amends a franking assessment for the
entity for the balancing period (the earlier assessnetfter
than because of the operation of section 214-30 (an

amendment because of a refund of tax that affects franking
deficit tax liability); and

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003
289



Schedule 28 Machinery provisions for simplified imputation system

(b) the amount of franking deficit tax payable under the amended
assessment exceeds the amount of franking deficit tax
payable under the earlier assessment;

the excess amount is due and payable one month after the day on
which the assessment was amended.

Tax payable because of deficit deferral

3) It
(a) the entity receives a refund of income tax; and
(b) the receipt of the refund gives rise to a liability, or an
increased liability, to pay franking deficit tax because of the
operation of subsection 205-30(2) or (3);
the franking deficit tax or, if there is an increase in an existing
liability to pay franking deficit tax, the difference between the
original liability and the increased liability, is due and payable on:
(c) if the entity accounts for the liability, or increased liability, in
a franking return that is outstanding for the balancing period
in which the liability arose—the day on which the
outstanding return is required to be given to the
Commissioner; or
(d) in any other case—14 days after the day on which the refund
was received.

214-105 General interest charge

If:

(a) franking deficit tax that is payable by the entity remains
unpaid after the time by which it is due and payable; and
(b) the Commissioner has not allocated the unpaid amount to an
RBA;
the entity is liable to pay the general interest charge on the unpaid
amount for each day in the period that:

(c) starts at the beginning of the day on which the franking
deficit tax was due to be paid; and

(d) ends at the end of the last day on which, at the end of the day,
any of the following remains unpaid:

() the franking deficit tax;
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(i) general interest charge on any of the franking deficit
tax.

Note: The general interest charge is worked out under Division 1 of Part 1A
of the Taxation Administration Act 1953

214-110 Refunds of amounts overpaid

Section 172 of thencome Tax Assessment Act 1936 applies for the
purposes of this Division as if references in that section to tax
included references to franking deficit tax.

214-115 Security for payment of tax

In section 213 of the Income Tax Assessment Act(L&8ér
which the Commissioner may require security for the payment of
income tax), a reference to income tax includes a reference to

franking tax.

214-120 Record keeping

Section 262A of thencome Tax Assessment Act 1936 applies for
the purposes of this Division as if:

(a) the reference in that section to a person carrying on a
business were a reference to a corporate tax entity; and

(b) the reference in paragraph (2)(a) of that section to the
person’s income and expenditure were a reference to:

(i) the entity’s franking account balance; and
(ii) the entity’s liability to pay franking tax; and
(c) paragraph (5)(a) of that section were omitted.

214-125 Power of Commissioner to obtain information

Section 264 of thtncome Tax Assessment Act 1936 applies for the
purposes of this Division as if the reference in paragraph (1)(b) of
that section to a person’s income or assessment were a reference to
a matter relevant to the administration or operation of this

Division.
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214-130 Tax agents

Part VIIA of the Income Tax Assessment Act 1&dies in
relation to a return given, or objection made, for the purposes of
this Division as it applies to an income tax return or objection.

214-135 Interpretation

If an expression is defined in this Division, it has the meaning
given in that definition, and not the meaning given in the Income
Tax Assessment Act 1997.

Taxation Administration Act 1953

14 Subsection 8AAB(4) (table items 2 to 5)
Repeal the items.

15 Subsection 8AAB(5) (after table item 2)
Insert:
2A 214-155 Income Tax Assessment Act 1997

16 Section 14ZQ (definition of franking assessment)
Repeal the definition, substitute:

franking assessmertias the same meaning as inlth@mome Tax
Assessment Act 1997.

17 Subsection 250-10(1) in Schedule 1 (table items 30, 35, 40
and 45)

Repeal the items.

18 Subsection 250-10(2) in Schedule 1 (after table item 37)

Insert:
38 franking tax 214-150(1), Income Tax Assessment Act 1997
(2), (3) and (4)
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19 Application

Q) The amendment made by item 1 of this Schedule applies to distributions
made after 30 June 2002.

(2) The amendment made by item 2 of this Schedule applies where the
franking periods to which the notice relates occur after 30 June 2002.

3) The amendments made by items 3 to 12 and item 16 of this Schedule
apply to income years ending after 30 June 2002.
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Schedule 29—Consequential amendments
relating to the simplified imputation
system

Income Tax Assessment Act 1936
1 Subsection 6(1)
Insert:

franked part of a distribution has the same meaning as in the
Income Tax Assessment Act 1997.

2 Subsection 6(1)
Insert:

part of a distribution that is franked with an exempting credit has
the same meaning as in meome Tax Assessment Act 1997.

3 Subsection 6(1)
Insert:

part of a distribution that is franked with a venture capital credit
has the same meaning as in ileome Tax Assessment Act 1997.

4 Subsection 6(1)
Insert:

unfranked part of a distribution has the same meaning as in the
Income Tax Assessment Act 1997.

5 Subsection 46AA(2)
Repeal the subsection.

6 Section 46AD
Repeal the section.
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7 Subsection 46F(1) (definition of unfranked part)
Repeal the definition, substitute:

unfranked part of a dividend includes a dividend that is
unfrankable under the Income Tax Assessment Act 1997.

8 Paragraph 128B(3)(aaa)
Repeal the paragraph, substitute:

(aaa) income that consists of a non-share dividend that is
unfrankable under section 215-10 of the Income Tax
Assessment Act 1993

9 Paragraph 128B(3)(ga)
Repeal the paragraph, substitute:

(ga) income that consists of the franked part of a dividend, or the
part of a dividend that is franked with an exempting credit
(other than a dividend in respect of which a determination is
made under paragraph 204-30(3)(c) of the Income Tax
Assessment Act 1997 or a dividend or a part of a dividend in

respect of which a determination is made under paragraph
177EA(5)(b)); or

10 Paragraph 128B(3)(gaa)

Repeal the paragraph, substitute:

(gaa) income that consists of so much of the unfranked part of a
dividend as does not exceed the foreign dividend account
declaration amount (if any) in respect of the distribution
under section 128TC; or

11 Section 177EA

Repeal the section, substitute:

177EA Creation of franking debit or cancellation of franking credits

(1) In this section, unless the contrary intention appears:
relevant circumstancebas a meaning affected by subsection (17).

relevant taxpayehas the meaning given by subsection (3).
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scheme for a dispositignn relation to membership interests or an
interest in membership interests, has a meaning affected by
subsection (14).

(2) An expression used in this section that is defined in the Income Tax
Assessment Act 1997 has the same meaning as in that Act, except
to the extent that its meaning is extended by subsection (16), (18)
or (19), or affected by subsection (15).

Application of section

(3) This section applies if:

(a) there is a scheme for a disposition of membership interests,
or an interest in membership interests, in a corporate tax
entity; and

(b) either:

(i) a frankable distribution has been paid, or is payable or
expected to be payable, to a person in respect of the
membership interests; or

(i) a frankable distribution has flowed indirectly, or flows
indirectly or is expected to flow indirectly, to a person
in respect of the interest in membership interests, as the
case may be; and

(c) the distribution was, or is expected to be, a franked
distribution or a distribution franked with an exempting
credit; and

(d) except for this section, the person (thievanttaxpaye)
would receive, or could reasonably be expected to receive,
imputation benefits as a result of the distribution; and

(e) having regard to the relevant circumstances of the scheme, it
would be concluded that the person, or one of the persons,
who entered into or carried out the scheme or any part of the
scheme did so for a purpose (whether or not the dominant
purpose but not including an incidental purpose) of enabling
the relevant taxpayer to obtain an imputation benefit.

Bare acquisition of membership interests or interest in membership
interests

(4) Itis not to be concluded for the purposes of paragraph (3)(e) that a
person entered into or carried out a scheme for a purpose
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mentioned in that paragraph merely because the person acquired
membership interests, or an interest in membership interests, in the
entity.

Commissioner to determine franking debit or deny franking credit

(5) The Commissioner may make, in writing, either of the following
determinations:

(a) if the corporate tax entity is a party to the scheme, a
determination that a franking debit or exempting debit of the
entity arises in respect of each distribution made to the
relevant taxpayer or that flows indirectly to the relevant
taxpayer;

(b) a determination that no imputation benefit is to arise in
respect of a distribution or a specified part of a distribution
that is made, or that flows indirectly, to the relevant taxpayer.

A determination does not form part of an assessment.

Notice of determination

(6) If the Commissioner makes a determination under subsection (5),
the Commissioner must:

(a) in respect of a determination made under paragraph (5)(a)—
serve notice in writing of the determination on the corporate
tax entity; or

(b) in respect of a determination made under paragraph (5)(b)—
serve notice in writing of the determination on the relevant
taxpayer.

The notice may be included in a notice of assessment.

Publication in national newspaper of determination in relation to
listed public company denying imputation benefit

(7) If the Commissioner makes a determination under
paragraph (5)(b), in respect of a distribution made by a listed
public company, the Commissioner is taken to have served notice
in writing of the determination on the relevant taxpayer if the
Commissioner causes the notice to be published in a daily
newspaper that circulates generally in each State, the Australian
Capital Territory and the Northern Territory. The notice is taken to
have been served on the day on which the publication takes place.
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Evidence of determination

(8) The production of:

(a) anotice of a determination; or

(b) a document signed by the Commissioner, a Second
Commissioner or a Deputy Commissioner purporting to be a
copy of a determination;

is conclusive evidence:

(c) of the due making of the determination; and

(d) except in proceedings under Part IVC of the Taxation
Administration Act 1953 on an appeal or review relating to
the determination, that the determination is correct.

Objections

(9) If a taxpayer to whom a determination relates is dissatisfied with
the determination, the taxpayer may object against it in the manner
set out in Part IVC of the Taxation Administration Act 1953.

Effect of determination of franking debit or exempting debit

(10) If the Commissioner makes a determination under
paragraph (5)(a):

(a) on the day on which notice in writing of the determination is
served on the entity, a franking debit or exempting debit of
the corporate tax entity arises in respect of the distribution;
and

(b) the amount of the franking debit or exempting debit is such
amount as is stated in the Commissioner’s determination,
being an amount that:

(i) the Commissioner considers reasonable in the
circumstances; and

(i) does not exceed the amount of the franking debit or
exempting debit of the entity arising under item 1 of the
table in section 205-30 of the Income Tax Assessment
1997 or item 2 of the table in section 208-120 of that
Act in respect of the distribution.
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Effect of determination that no imputation benefit is to arise

(11) If the Commissioner makes a determination under

paragraph (5)(b), the determination has effect according to its
terms.

Application of section to non-share dividends

(12) This section:
(a) applies to a non-share equity interest in the same way as it
applies to a membership interest; and

(b) applies to an equity holder in the same way as it applies to a
member; and

(c) applies to a non-share dividend in the same way as it applies
to a distribution.

Meaning ofinterest in membership interests

(13) A person has an interest in membership interests if:
(a) the person has any legal or equitable interest in the
membership interests; or
(b) the person is a partner in a partnership and:

() the assets of the partnership include, or will include, the
membership interests; or

(if) the partnership derives, or will derive, income indirectly
through interposed companies, trusts or partnerships,
from distributions made on the membership interests; or

(c) the person is a beneficiary of a trust (including a potential
beneficiary of a discretionary trust) and:

() the membership interests form, or will form, part of the
trust estate; or

(if) the trust derives, or will derive, income indirectly
through interposed companies, trusts or partnerships,
from distributions made on the membership interests.

Meaning of scheme for a disposition

(14) A scheme for a disposition of membership interests or an interest
in membership interests includes, but is not limited to, a scheme
that involves any of the following:
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(a) issuing the membership interests or creating the interest in
membership interests;

(b) entering into any contract, arrangement, transaction or
dealing that changes or otherwise affects the legal or
equitable ownership of the membership interests or interest in
membership interests;

(c) creating, varying or revoking a trust in relation to the
membership interests or interest in membership interests;

(d) creating, altering or extinguishing a right, power or liability
attaching to, or otherwise relating to, the membership
interests or interest in membership interests;

(e) substantially altering any of the risks of loss, or opportunities
for profit or gain, involved in holding or owning the
membership interests or having the interest in membership
interests;

() the membership interests or interest in membership interests
beginning to be included, or ceasing to be included, in any of
the insurance funds of a life assurance company.

(15) In determining whether a distribution flows indirectly to a person,
assume that the following provisions had not been enacted:
(a) section 282B, 283 or 297B of this Act (certain income

derived by an eligible entity within the meaning of Part IX of
that Act); or

(b) paragraph 320-35(1)(b) of the Income Tax Assessment Act
1997 (segregated exempt assets) or subparagraph
320-35(2)(f)(ii) of that Act (income bonds, funeral policies
and scholarship plans).

When imputation benefit is received

(16) A taxpayer to whom a distribution flows indirectly receives an
imputation benefit as a result of the distribution if:

(a) the taxpayer is entitled to a tax offset under Division 207 of
thelncome Tax Assessment Act 1997 as a result of the
distribution; or

(b) where the taxpayer is a corporate tax entity—a franking
credit would arise in the franking account of the taxpayer as a
result of the distribution.
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Note:

Where the distribution is made directly to the taxpayer, see subsection
204-30(6) of thencome Tax Assessment Act 1887a definition of
imputation benefit

Meaning of relevant circumstanced scheme

(17) The relevant circumstanced a scheme include the following:

(@)

(b)

(c)

(d)

(e)

the extent and duration of the risks of loss, and the
opportunities for profit or gain, from holding membership
interests, or having interests in membership interests, in the
corporate tax entity that are respectively borne by or accrue
to the parties to the scheme, and whether there has been any
change in those risks and opportunities for the relevant
taxpayer or any other party to the scheme (for example, a
change resulting from the making of any contract, the
granting of any option or the entering into of any
arrangement with respect to any membership interests, or
interests in membership interests, in the corporate tax entity);

whether the relevant taxpayer would, in the year of income in
which the distribution is made, or if the distribution flows
indirectly to the relevant taxpayer, in the year in which the
distribution flows indirectly to the relevant taxpayer, derive a
greater benefit from franking credits than other entities who
hold membership interests, or have interests in membership
interests, in the corporate tax entity;

whether, apart from the scheme, the corporate tax entity
would have retained the franking credits or exempting credits
or would have used the franking credits or exempting credits
to pay a franked distribution to another entity referred to in
paragraph (b);

whether, apart from the scheme, a franked distribution would
have flowed indirectly to another entity referred to in
paragraph (b);

if the scheme involves the issue of a non-share equity interest
to which section 215-10 of tHecome Tax Assessment Act
1997 applies—whether the corporate tax entity has issued, or
is likely to issue, equity interests in the corporate tax entity:

() that are similar, from a commercial point of view, to the
non-share equity interest; and

(if) distributions in respect of which are frankable;

New Business Tax System (Consolidation and Other Measures) Act 2003 No. 16, 2003

301



Schedule 29 Consequential amendments relating to the simplified imputation system

() whether any consideration paid or given by or on behalf of,
or received by or on behalf of, the relevant taxpayer in
connection with the scheme (for example, the amount of any
interest on a loan) was calculated by reference to the
imputation benefits to be received by the relevant taxpayer;

(g) whether a deduction is allowable or a capital loss is incurred
in connection with a distribution that is made or that flows
indirectly under the scheme;

(h) whether a distribution that is made or that flows indirectly
under the scheme to the relevant taxpayer is equivalent to the
receipt by the relevant taxpayer of interest or of an amount in
the nature of, or similar to, interest;

(i) the period for which the relevant taxpayer held membership
interests, or had an interest in membership interests, in the
corporate tax entity;

() any of the matters referred to in subparagraphs 177D(b)(i) to
(viii).
Meaning of greater benefit from franking credits

(18) The following subsection lists some of the cases in which a
taxpayer to whom a distribution flows indirectly receives a greater
benefit from franking creditghan an entity referred to in
paragraph (17)(b). It is not an exhaustive list.

(19) A taxpayer to whom a distribution flows indirectly receives a
greater benefit from franking credits than an entity referred to in
paragraph (17)(b) if any of the following circumstances exist in
relation to that entity in the income year in which the distribution
giving rise to the benefit is made, and not in relation to the
taxpayer if:

(a) the entity is not an Australian resident; or

(b) the entitywould not be entitled to any tax offset under
Division 207 of the Income Tax Assessment Act 1997
because of the distribution; or

(c) the amount of income tax that would be payable by the entity
because of the distribution is less than the tax offset to which
the entity would be entitled; or
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(d) the entityis a corporate tax entity at the time the distribution
iIs made, but no franking credit arises for the entity as a result
of the distribution; or
(e) the entityis a corporate tax entity at the time the distribution
is made, but cannot use franking credits received on the
distribution to frank distributions to its own members
because:
() itis not a franking entity; or
(i) it is unable to make frankable distributions.

Note: Where the distribution is made directly to the taxpayer, see
subsections 204-30(7), (8), (9) and (10) of theome Tax Assessment
Act 1997for a list of circumstances in which the taxpayer will be
treated as deriving a greater benefit from franking credits than another

entity.
Income Tax Assessment Act 1997

12 Section 975-505 (link note)
Repeal the link note.

13 After Division 975
Insert:

Division 976—Imputation

Table of sections

976-1 Franked part of a distribution

976-5 Unfranked part of a distribution

976-10  The part of a distribution that is franked with an exempting credit
976-15  The part of a distribution that is franked with a venture capital credit

976-1 Franked part of a distribution

The franked parbf a*distribution is an amount worked out using
the formula:

*Franking credit 1 — *Corporate tax rate
on the distribution Corporate tax rate
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976-5 Unfranked part of a distribution

The unfranked part of ddistribution is the amount that is left after
deducting the franked part of the distribution from the total
distribution.

976-10 The part of a distribution that is franked with an exempting
credit

The part of a distribution that is franked with an exempting credit
is worked out using the formula:

*Exempting credit, 1 — *Corporate tax rate
on the distribution Corporate tax rate

976-15 The part of a distribution that is franked with a venture
capital credit

The part of a distribution that is franked with a venture capital
creditis worked out using the formula:

*Venture capital credit, 1 — * Corporate tax rate
on the distribution Corporate tax rate

[The next Part is Part 6-5.]

14 Application

D The amendments made by items 8 to 10 of this Schedule apply to
income derived after 30 June 2002.

(2) The amendment made by item 11 of this Schedule applies to
distributions that are made or that flow indirectly after 30 June 2002.
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Schedule 30—The effect of a cum dividend
sale or securities lending arrangement
under the simplified imputation system

Income Tax Assessment Act 1997

1 After Division 215
Insert:

Division 216—Cum dividend sales and securities lending
arrangements

Table of Subdivisions

216-A Circumstances where a distribution to a member of a
corporate tax entity is treated as having been made to
someone else

216-B Statements to be made where there is a cum dividend
sale or securities lending arrangement

Subdivision 216-A—Circumstances where a distribution to a
member of a corporate tax entity is treated as having
been made to someone else

Table of sections

216-1 When a distribution made to a member of a corporate tax entity is treated as
having been made to someone else

216-5 First situation (cum dividend sales)
216-10  Second situation (securities lending arrangements)
216-15  Distribution closing time
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216-1 When a distribution made to a member of a corporate tax
entity is treated as having been made to someone else

There are 2 situations in whictifeanked distribution, or a
distribution*franked with an exempting credit, that is made to a
*member of dcorporate tax entity is taken to have been made to
another entity.

216-5 First situation (cum dividend sales)

(1) The first situation is one in which:

(a) the*corporate tax entity makesfaanked distribution, or a
*distribution franked with an exempting credit, ttnreember
of the entity in respect of ‘aembership interest in the
entity; and

(b) at the'distribution closing time, the member is under an
obligation to transfer the membership interest to another
person under a contract for the sale of the membership
interest; and

(c) the contract:

() requires that the distribution be paid on to the other
person; and

(ii) is entered into in the ordinary course of trading on an
*approved stock exchange in Australia or elsewhere.

(2) The*distribution is taken to have been made to the other person as
a“member of the entity (and not to the member).
Note: As the other person is the entity receiving the distribution, there may
be tax effects for the other person under Division 207 or 208.

(3) The'distribution referred to in paragraph (1)(a) includes a
distribution that is taken to be made as a result of one or more
previous applications of this section or section 216-10.

216-10 Second situation (securities lending arrangements)

(1) The second situation is one in which:

(a) the*corporate tax entity makesfanked distribution, or a
*distribution franked with an exempting credit, ttneember
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of the entity in respect of ‘aembership interest in the
entity; and

(b) at the time the distribution was made, the member was under
an obligation to pay the distribution to another person under a
*securities lending arrangement; and

(c) the obligation was incurred in the member’s capacity as the
borrower under the securities lending arrangement; and

(d) the*distribution closing time occurred during the borrowing
period.

(2) The*distribution is taken to have been made to the other person as
a“member of the entity (and not to the member).

Note: As the other person is the entity receiving the distribution, there may
be tax effects for the other person under Division 207 or 208.

(3) The distribution referred to in paragraph (1)(a) includes a
distribution that is taken to be made as a result of one or more
previous applications of this section or section 216-5.

216-15 Distribution closing time

If *distributions by dcorporate tax entity are made to those
*members who were members as at a particular time at or before
the distribution is made, that time is the distribution closing time
in relation to those distributions.

Subdivision 216-B—Statements to be made where there is a
cum dividend sale or securities lending arrangement

Table of sections

216-20 Cum dividend sale—statement by securities dealer
216-25 Cum dividend sale—statement by party
216-30  Securities lending arrangements—statement by borrower

216-20 Cum dividend sale—statement by securities dealer

If:
(a) section 216-5 applies in relation téfrmnked distribution or
a*distribution franked with an exempting credit (cum
dividend sales); and
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(b) a”securities dealer has acted for a particular party to the
contract concerned,

the securities dealer must, as soon as practicable after the making
of the distribution, give to the other party to the contract a
statement in théapproved form setting out such information in
relation to the distribution as is required by the approved form.

216-25 Cum dividend sale—statement by party

If:

(a) section 216-5 applies in relation t&fi@nked distribution or
a*distribution franked with an exempting credit (cum
dividend sales); and

(b) a particular party to the contract concerned has not had a
*securities dealer acting for him or her;

that party must, as soon as practicable after the making of the
distribution, give to the other party to the contract a statement in
the"approved form setting out such information in relation to the
distribution as is required by the approved form.

216-30 Securities lending arrangements—statement by borrower

If section 216-10"6ecurities lending arrangements) applies in
relation to dfranked distribution, or &istribution franked with

an exempting credit, the borrower must, as soon as practicable after
the making of the distribution, give to the lender a statement in the
*approved form setting out such information in relation to the
distribution as is required by the approved form.

2 Application
The amendments made by this Schedule apply to distributions made after
30June 2002.

[Minister’s second reading speech made in—
House of Representatives on 12 December 2002
Senate on 3 March 20D3
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