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A specific regime for
collective investment vehicles

Recommendation
16.1 Definition of a collective investment vehicle

7KDW�D�FROOHFWLYH�LQYHVWPHQW�YHKLFOH��&,9��EH�GHILQHG�DV�DQ�HQWLW\�WKDW�

�L� LV�D�XQLW�WUXVW�ZKLFK�LV�EDVHG�LQ�$XVWUDOLD�

�LL� LV�¶ZLGHO\�KHOG·��VHH�5HFRPPHQGDWLRQ�������

�LLL� KDV�XQLWV�JLYLQJ�PHPEHUV�D�IL[HG�HTXDO�EHQHILFLDO�LQWHUHVW�LQ�DOO�WKH

LQFRPH�DQG�SURSHUW\�RI�WKH�WUXVW�

�LY� XQGHUWDNHV�RQO\�¶HOLJLEOH�LQYHVWPHQW�EXVLQHVV·��WKDW�LV��QRW�WUDGLQJ

EXVLQHVV��EURDGO\�DV�GHILQHG�LQ�VHFWLRQ����0�DQG����1�RI�WKH

�����$FW��DQG

�Y� KDV�PDGH�DQ�LUUHYRFDEOH�HOHFWLRQ�WR�EH�H[FOXGHG�IURP�WKH�HQWLW\�WD[

UHJLPH�DQG�WD[HG�DV�D�&,9�

Recommendation

16.2 Full distribution requirement for CIVs

Exclusion from entity taxation

�D� 7KDW�&,9V�EH�H[FOXGHG�IURP�HQWLW\�WD[DWLRQ�RQO\�LI�DOO��RU�YLUWXDOO\

DOO��RI�WKHLU�WD[DEOH�LQFRPH��UHSUHVHQWLQJ�LQFRPH�WKDW�ZRXOG�EH

WD[DEOH�LI�UHFHLYHG�GLUHFWO\�E\�D�UHVLGHQW�WD[SD\HU��LV�GLVWULEXWHG

HDFK�\HDU�

Tax consequences of partial distribution of taxable income

�E� 7KDW�LI�OHVV�WKDQ�IXOO�GLVWULEXWLRQ�RI�WD[DEOH�LQFRPH�RFFXUV�

�L� WKH�GHILFLHQF\�EH�WD[HG�LQ�WKH�&,9�DW�WKH�FRPSDQ\�UDWH��DQG

�LL� WKH�XOWLPDWH�GLVWULEXWLRQ�EH�WD[HG�LQ�PHPEHUV·�KDQGV��ZLWK

QR�FUHGLW�DOORZHG�IRU�WD[�SDLG�E\�WKH�&,9�
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Recommendation

16.3 Taxation of CIV distributions (other than redemptions)

Distributions retain character in members’ hands

�D� 7KDW�GLVWULEXWLRQV�RI�WD[DEOH�LQFRPH�EH�WD[HG�LQ�WKH�KDQGV�RI

PHPEHUV��ZLWK�WKH�LQFRPH�UHWDLQLQJ�LWV�FKDUDFWHU�³�IRU�H[DPSOH�

DV�FDSLWDO�JDLQV�RQ�SUH��RU�SRVW�&*7�DVVHWV��GLYLGHQGV��LQFOXGLQJ

DWWDFKHG�LPSXWDWLRQ�FUHGLWV�RQ�GLVWULEXWLRQV�UHFHLYHG�WKURXJK

&,9V��RU�LQWHUHVW�

Distributions of tax-preferred income

�E� 7KDW�GLVWULEXWLRQV�RI�WD[�SUHIHUUHG�LQFRPH�

�L� QRW�EH�WD[HG�ZKHQ�UHFHLYHG�E\�PHPEHUV��DQG

�LL� UHGXFH�WKH�WD[�YDOXH�RI�PHPEHUVKLS�LQWHUHVWV�LQ�D�&,9�XQOHVV

WKH�GLVWULEXWLRQ�FRQVLVWV�RI�H[HPSW�LQFRPH�IURP�3RROHG

'HYHORSPHQW�)XQGV�RU�IURP�LQIUDVWUXFWXUH�ERQGV�

Distributions of contributed capital

�F� 7KDW�GLVWULEXWLRQV�RI�FRQWULEXWHG�FDSLWDO�WKDW�GR�QRW�H[WLQJXLVK

PHPEHUVKLS�LQWHUHVWV��UHGHPSWLRQV��UHGXFH�WKH�WD[�YDOXH�RI

PHPEHUVKLS�LQWHUHVWV�LQ�D�&,9�

Re-investment of distributions

�G� 7KDW�WD[DEOH�LQFRPH�IRUPDOO\�GLVWULEXWHG�WR�PHPEHUV�EXW

FRQFXUUHQWO\�UH�LQYHVWHG�LQ�WKH�&,9�DW�PHPEHUV·�LQVWUXFWLRQV�EH

WUHDWHG�DV�GLVWULEXWLRQV�RI�WD[DEOH�LQFRPH�

Income year for distributions

�H� 7KDW�GLVWULEXWLRQV�RI�WD[DEOH�LQFRPH�

�L� JHQHUDOO\�EH�LQFOXGHG�DV�WD[DEOH�LQFRPH�RI�D�PHPEHU�LQ�WKH

LQFRPH�\HDU�LQ�ZKLFK�WKH�GLVWULEXWLRQ�LV�UHFHLYHG��EXW

�LL� ZKHUH�PDGH�E\�WKH�&,9�LQ�UHVSHFW�RI�DQ�LQFRPH�\HDU�ZLWKLQ

WZR�PRQWKV�RI�WKH�HQG�RI�WKDW�\HDU�³�EH�GHHPHG�WR�EH�SDLG

DQG�UHFHLYHG�LQ�WKDW�\HDU�RI�LQFRPH�
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Recommendation

16.4 Taxation of capital gains realised by members and by CIVs

Capital gains realised by individual and complying
superannuation fund members

�D� 7KDW�IRU�FDSLWDO�JDLQV�UHDOLVHG�E\�LQGLYLGXDO�DQG�FRPSO\LQJ

VXSHUDQQXDWLRQ�IXQG�PHPEHUV�RI�&,9V�RQ�WKH�VDOH�RU�UHGHPSWLRQ

RI�XQLWV�KHOG�IRU�D�\HDU�RU�PRUH�³�WKRVH�PHPEHUV�EH�DOORZHG�WKH

FKRLFH��XQGHU�5HFRPPHQGDWLRQV������DQG�������RI�HLWKHU�

�L� WKH�UHOHYDQW�SHUFHQWDJH�UHGXFWLRQ�LQ�WKH�DPRXQW�RI�WKH�JDLQ

WR�EH�LQFOXGHG�IRU�FDSLWDO�JDLQV�WD[DWLRQ��RU

�LL� FDOFXODWLQJ�WKH�JDLQ�IURP�WKH�¶IUR]HQ·�LQGH[HG�FRVW�EDVH�

Capital gains realised by CIVs

�E� 7KDW�IRU�FDSLWDO�JDLQV�UHDOLVHG�E\�&,9V�

�L� WKH�ZKROH�RI�WKH�JDLQ�EH�LQFOXGHG�LQ�WKH�WD[DEOH�LQFRPH�RI

WKH�&,9��DQG

�LL� IRU�JDLQV�RQ�DVVHWV�KHOG�IRU�D�\HDU�RU�PRUH��LQGLYLGXDO�DQG

FRPSO\LQJ�VXSHUDQQXDWLRQ�IXQG�PHPEHUV�EH�UHTXLUHG�WR

DGRSW�WKH�UHOHYDQW�SHUFHQWDJH�UHGXFWLRQ�LQ�WKH�DPRXQW�RI�WKH

JDLQ�WR�EH�LQFOXGHG�IRU�FDSLWDO�JDLQV�WD[DWLRQ��ZLWK�QR�RSWLRQ

RI�FDOFXODWLQJ�WKH�JDLQ�IURP�WKH�IUR]HQ�LQGH[HG�FRVW�EDVH��

Recommendation

16.5 Loss of CIV status subject to safe harbours

Liability to entity taxation upon loss of CIV status

�D� 7KDW�HQWLWLHV�HOHFWLQJ�WR�EH�WD[HG�DV�&,9V�EXW�IDLOLQJ�DW�DQ\�WLPH�WR

PHHW�WKH�UHTXLUHPHQWV�RI�5HFRPPHQGDWLRQ������EH�WD[HG�XQGHU�WKH

HQWLW\�UHJLPH�

Safe harbours against loss of CIV status

�E� 7KDW�OLDELOLW\�WR�HQWLW\�WD[DWLRQ�EH�VXEMHFW�WR�WKH�IROORZLQJ

H[FHSWLRQV�ZKHUH�ORVV�RI�&,9�VWDWXV�UHVXOWV�IURP�D�IDLOXUH�WR�PHHW�

�L� WKH�ZLGHO\�KHOG�UHTXLUHPHQW�

� IROORZLQJ�VWDUW�XS�³�IRU�WKH�ILUVW�VL[�PRQWKV�RI

RSHUDWLRQ�
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� ZKHUH�WKH�&RPPLVVLRQHU�RI�7D[DWLRQ�DJUHHV�³�IRU�WKH

DJUHHG�H[WHQVLRQ�RI�WLPH��RU

� ZKHUH�WKH�&,9�KDV�DQQRXQFHG�DQ�LQWHQWLRQ�WR�ZLQG

GRZQ�³�IRU�D�SHULRG�RI�XS�WR����PRQWKV�IURP�WKH�GDWH

RI�WKDW�DQQRXQFHPHQW�

�LL� DQ\�RWKHU�UHTXLUHPHQW�³�ZKHUH�WKH�&RPPLVVLRQHU�RI

7D[DWLRQ�DJUHHV�WR�DQ�H[WHQVLRQ�RI�WLPH�GXULQJ�ZKLFK�WR

PHHW�WKDW�UHTXLUHPHQW�

,Q�EURDG�WHUPV��&,9V�DUH�ZLGHO\�KHOG�HQWLWLHV�ZKLFK�RIIHU�PDQDJHG�LQYHVWPHQWV

LQ�ORFDO�DQG�RYHUVHDV�HTXLWLHV��SURSHUW\�DQG�VHFXULWLHV�DQG�IXOO\�GLVWULEXWH

SURILWV���7KH\�DOORZ�LQYHVWRUV�WR�REWDLQ�WKH�EHQHILWV�RI�SRUWIROLR�GLYHUVLILFDWLRQ

DQG�SURIHVVLRQDO�LQYHVWPHQW�VHOHFWLRQ���([FOXVLRQ�RI�&,9V�IURP�WKH�HQWLW\

UHJLPH�DQG�DGRSWLRQ�RI�D�IORZ�WKURXJK�DSSURDFK�WR�&,9�WD[DWLRQ�DUH

FRQVLVWHQW�ZLWK�WKH�WUHDWPHQW�RI�GLUHFW�LQYHVWPHQW�DQG�DYRLG�WKH�FDVK�IORZ

GHWULPHQW�UHFRJQLVHG�LQ�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ�DQG�WKH

7UHDVXUHU·V�3UHVV�5HOHDVH�RI����)HEUXDU\��������,I�WD[�ZHUH�LPSRVHG�RQ�WKHVH

YHKLFOHV�DW�WKH�HQWLW\�OHYHO��ORZ�PDUJLQDO�WD[�UDWH�LQYHVWRUV�ZRXOG�IDFH�D�GHOD\

EHIRUH�UHIXQGV�RI�LPSXWDWLRQ�FUHGLWV�ZHUH�UHFHLYHG�DQG�WKH\�ZRXOG�DOVR�VXIIHU

DGGLWLRQDO�FRPSOLDQFH�UHTXLUHPHQWV�

Full distribution requirement

7KH�GLVWULEXWLRQ�UHTXLUHPHQW�IRU�WKH�RSHUDWLRQ�RI�IORZ�WKURXJK�WD[DWLRQ�FRXOG

EH�VSHFLILHG�DV�WKH�DQQXDO�WD[DEOH�LQFRPH�RI�WKH�&,9��DIWHU�DOORZDQFH�IRU�DQ\

DSSOLFDEOH�FDUU\�IRUZDUG�ORVV��RU�LQ�WHUPV�RI�DQ�DGMXVWHG�DFFRXQWLQJ�SURILW

FRQFHSW�RI�GLVWULEXWDEOH�SURILW���:KLOH�WKH�ODWWHU�DSSURDFK�ZRXOG�EH�PRUH

FRQVLVWHQW�ZLWK�WKH�QRWLRQ�RI�IXOO�GLVWULEXWLRQ�RI�&,9�LQFRPH��WKH

UHFRPPHQGHG�DSSURDFK��VHH�5HFRPPHQGDWLRQ������D���KDV�WKH�DGYDQWDJH�WKDW

LW�GRHV�QRW�UHTXLUH�GHILQLWLRQ�RI�DQRWKHU�FRQFHSW�RI�LQFRPH�LQ�WD[�OHJLVODWLRQ

VROHO\�IRU�WKH�SXUSRVH�RI�VSHFLI\LQJ�UHTXLUHG�DQQXDO�SURILW�GLVWULEXWLRQV�IURP

&,9V�

Distributions of tax-preferred income

7ZR�RSWLRQV�IRU�WKH�WD[DWLRQ�RI�WD[�SUHIHUUHG�LQFRPH�GLVWULEXWHG�E\�&,9V�DUH

FDQYDVVHG�LQ�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ�

� 2SWLRQ������QRW�WD[LQJ�WD[�SUHIHUUHG�LQFRPH��DQG

� 2SWLRQ�����WD[LQJ�WD[�SUHIHUUHG�LQFRPH�LQ�PHPEHUV·�KDQGV�LPPHGLDWHO\

RQ�GLVWULEXWLRQ�

7KHUH�DUH�DUJXPHQWV�LQ�IDYRXU�RI�ERWK�RSWLRQV�

2SWLRQ���ZRXOG�SURPRWH�FRPSHWLWLYH�QHXWUDOLW\�ZLWK�LQYHVWPHQW�WKURXJK

HQWLWLHV�DQG�SURYLGH�VLPSOHU�GHVLJQ���1HYHUWKHOHVV��VXEPLVVLRQV�WR�WKH�5HYLHZ
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VXSSRUWHG�2SWLRQ���RQ�WKH�JURXQG�WKDW�LW�ZDV�FRQVLVWHQW�ZLWK�WKH�WUHDWPHQW�RI

GLUHFW�LQYHVWPHQW���7KLV�HQVXUHV�WKDW�OHVV�ZHOO�RII�LQYHVWRUV��ZKR�UHO\�RQ

LQYHVWLQJ�WKURXJK�&,9V�WR�DFKLHYH�SRUWIROLR�GLYHUVLILFDWLRQ��ZLOO�QRW�EH

GLVDGYDQWDJHG���7KH�5HYLHZ�KDV�UHFRPPHQGHG�2SWLRQ���DV�SURYLGLQJ�WKH�PRUH

HTXLWDEOH�RXWFRPH��VHH�5HFRPPHQGDWLRQ������E���

Consistency with direct investment

6HHNLQJ�WR�DFKLHYH�FRQVLVWHQF\�ZLWK�GLUHFW�LQYHVWPHQW�LV�FRPSOLFDWHG�E\�WKH

GXDO�FRVW�EDVHV�LQYROYHG��WKH�FRVW�EDVH�RI�WKH�&,9·V�DVVHWV�DQG�WKH�FRVW�EDVH�RI

WKH�PHPEHU·V�&,9�XQLWV�

,W�LV�QHFHVVDU\�WR�HQVXUH�WKDW�WKH�FRPELQDWLRQ�RI�WKH�GXDO�FRVW�EDVHV�DQG

IORZ�WKURXJK�&,9�WUHDWPHQW�GRHV�QRW�SURYLGH�D�PRUH�IDYRXUDEOH�RXWFRPH

ZKHQ�PHPEHUVKLS�LQWHUHVWV�LQ�&,9V�DUH�VROG�FRPSDUHG�ZLWK�WKH�WUHDWPHQW�RI

WKH�VDOH�RI�DQ�LQWHUHVW�LQ�D�SDUWQHUVKLS�RU�WKH�EXVLQHVV�RI�D�GLUHFW�LQYHVWRU�

7KXV��UHGXFWLRQV�LQ�WKH�FRVW�EDVH�RI�&,9�XQLWV�DUH�QHHGHG�ZKHQ�¶WHPSRUDU\·

WD[�SUHIHUUHG�LQFRPH�LV�GLVWULEXWHG���)RU�H[DPSOH��ZLWK�WKH�GLVWULEXWLRQ�RI

SURILWV�IUHHG�IURP�WD[�E\�DFFHOHUDWHG�GHSUHFLDWLRQ�DOORZDQFHV��D�FRVW�EDVH

UHGXFWLRQ�LV�QHHGHG�WR�SURGXFH�DQ�HTXLYDOHQW�WD[�RXWFRPH�IRU�D�PHPEHU�RI�D

&,9�DV�IRU�D�PHPEHU�RI�D�SDUWQHUVKLS���:KHQ�D�SDUWQHU�VHOOV�DQ�LQWHUHVW�LQ�D

SDUWQHUVKLS�DQG�WKH�PHPEHU�KDV�EHQHILWHG�IURP�DFFHOHUDWHG�GHSUHFLDWLRQ�RQ

WKH�DVVHWV�RI�WKH�SDUWQHUVKLS��WKH�SDUWQHU�VHOOLQJ�WKH�LQWHUHVW�EHFRPHV�OLDEOH�IRU

WD[�RQ�DQ\�JDLQ�DULVLQJ�IURP�WKH�GLIIHUHQFH�EHWZHHQ�WKH�GLVSRVDO�SULFH�DQG�WKH

WD[�YDOXH�RI�WKH�XQGHUO\LQJ�DVVHWV���7KH�GHIHUUDO�EHQHILW�IURP�GHSUHFLDWLRQ�LV

HIIHFWLYHO\�FODZHG�EDFN�ZKHQ�WKH�SDUWQHUVKLS�LQWHUHVW�LV�VROG���$�FRVW�EDVH

UHGXFWLRQ�LQ�D�PHPEHU·V�LQWHUHVW�LQ�D�&,9�ZLOO�HQVXUH�DQ�HTXLYDOHQW�WD[

RXWFRPH�ZKHQ�WKH�PHPEHU�VHOOV�KLV�RU�KHU�LQWHUHVW�LQ�WKH�&,9��VHH

5HFRPPHQGDWLRQ������E���

$�FRVW�EDVH�UHGXFWLRQ�LV�DOVR�UHTXLUHG�ZKHQ�D�GLVWULEXWLRQ�FRQVLVWV�RI�D�UHWXUQ

RI�FRQWULEXWHG�FDSLWDO��LQFOXGLQJ�DPRXQWV�UHSUHVHQWLQJ�HFRQRPLF�RU

QRQ�DFFHOHUDWHG�GHSUHFLDWLRQ��EXW�PHPEHUVKLS�LQWHUHVWV�DUH�QRW�H[WLQJXLVKHG�

:KHQ�WKHUH�LV�D�UHWXUQ�RI�FRQWULEXWHG�FDSLWDO�WKH�WD[�YDOXH�RI�WKH�PHPEHU·V

XQLWV�ZLOO�EH�UHGXFHG�WR�UHIOHFW�WKH�FRUUHVSRQGLQJ�UHGXFWLRQ�LQ�WKH�YDOXH�RI�WKH

QHW�DVVHWV�RI�WKH�&,9���8QOHVV�D�FRVW�EDVH�UHGXFWLRQ�LV�PDGH�WKH�PHPEHU�ZRXOG

REWDLQ�D�FRUUHVSRQGLQJ�WD[�ORVV�RQ�GLVSRVDO�RI�KLV�RU�KHU�LQWHUHVW��LQ�DGGLWLRQ�WR

WKH�FDSLWDO�GLVWULEXWLRQ���$FFRUGLQJO\��UHFHLSWV�E\�D�&,9�WKDW�GR�QRW�IRUP�SDUW

RI�WD[DEOH�LQFRPH�EHFDXVH�RI�GHSUHFLDWLRQ�GHGXFWLRQV��LQFOXGLQJ�EXLOGLQJ

DOORZDQFHV��ZLOO�UHGXFH�WKH�WD[�YDOXH�RI�PHPEHUVKLS�LQWHUHVWV�LQ�D�&,9�ZKHQ

GLVWULEXWHG�

¶3HUPDQHQW·�WD[�SUHIHUHQFHV���WKRVH�ZKLFK�ZRXOG�SURYLGH�D�SHUPDQHQW

EHQHILW�WR�D�GLUHFW�LQYHVWRU�DQG�WR�D�SDUWQHU�ZKHQ�D�PHPEHUVKLS�LQWHUHVW�ZDV

VXEVHTXHQWO\�VROG���GR�QRW�UHTXLUH�D�FRVW�EDVH�DGMXVWPHQW�ZKHQ�WKH

DVVRFLDWHG�WD[�SUHIHUUHG�LQFRPH�LV�GLVWULEXWHG�YLD�D�&,9���&XUUHQWO\�WKLV�PD\
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FRQVLVW�RI�H[HPSW�LQFRPH�IURP�3RROHG�'HYHORSPHQW�)XQGV�RU�H[HPSW�LQFRPH

IURP�LQIUDVWUXFWXUH�ERQGV�

Competitive neutrality with entities

7R�DGGUHVV�WKH�LVVXH�RI�FRPSHWLWLYH�QHXWUDOLW\�ZLWK�HQWLWLHV��PRVW�VXEPLVVLRQV

FRQFHGHG�WKDW�VRPH�UHVWULFWLRQ�ZDV�QHFHVVDU\�RQ�WKH�UDQJH�RI�LQYHVWPHQWV

ZKLFK�FRXOG�EH�XQGHUWDNHQ�E\�D�&,9���7KH�ERUGHUOLQH�SUREOHPV�RI

GLVWLQJXLVKLQJ�¶DFWLYH·�EXVLQHVV�RSHUDWLRQV�IURP�¶SDVVLYH·�LQYHVWLQJ�ZHUH�QRWHG

LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH�������LQFOXGLQJ�LQ�UHODWLRQ�WR�UHQWDO

SURSHUWLHV���,QGXVWU\�UHSUHVHQWDWLYHV�KDYH�DUJXHG�WKDW�WKH�SUHVHQW�H[FOXVLRQ�RI

WUDGLQJ�EXVLQHVVHV�IURP�IORZ�WKURXJK�WD[DWLRQ�ZRXOG�EH�VXIILFLHQW�WR�DGGUHVV

WKH�QHXWUDOLW\�LVVXH�

6HFWLRQ����0�RI�WKH������$FW�GHILQHV�¶HOLJLEOH�LQYHVWPHQW�EXVLQHVV·��EURDGO\��DV

LQYHVWPHQW�LQ�ODQG�IRU�UHQWDO��LQFOXGLQJ�LQYHVWPHQW�LQ�IL[WXUHV�VXFK�DV�EXLOGLQJV

EXW�QRW��IRU�H[DPSOH��WKH�SURYLVLRQ�RI�VHUYLFHV�LQ�EXLOGLQJV��RU�LQYHVWPHQW�RU

WUDGLQJ�LQ�D�UDQJH�RI�ILQDQFLDO�DUUDQJHPHQWV�LQFOXGLQJ�VKDUHV��WUXVW�XQLWV�DQG

ERQGV���2WKHU�DFWLYLWLHV�UHVXOW�LQ�WKH�WUXVW�EHLQJ�WUHDWHG�DV�D�WUDGLQJ�EXVLQHVV

DQG�WD[HG�LQ�WKH�VDPH�ZD\�DV�D�FRPSDQ\�³�DV�GRHV��XQGHU�6HFWLRQ����1�

GLUHFW�RU�LQGLUHFW�FRQWURO�E\�WKH�WUXVWHH�RI�D�WUDGLQJ�EXVLQHVV�

$�WHVW�RI�WKLV�NLQG�FRXOG�EH�FLUFXPYHQWHG�E\�¶VWDSOHG·�DUUDQJHPHQWV�ZKHUH�DOO

WKH�DVVHWV�IURP�ZKLFK�D�WD[�SUHIHUHQFH�FDQ�EH�GHULYHG�DUH�KHOG�E\�D�&,9�DQG

WUDGLQJ�IXQFWLRQV�DUH�SHUIRUPHG�RQ�FRQWUDFW�E\�D�UHODWHG�HQWLW\���,QYHVWRUV

FRXOG�VKDUH�LQ�WKH�IXOO�UHWXUQV�RI�WKH�DFWLYLW\�E\�DFTXLULQJ�D�VWDSOHG�LQWHUHVW�LQ

ERWK�WKH�&,9�DQG�WKH�UHODWHG�HQWLW\�EXW�LQ�WKH�SURFHVV�FRXOG�UHFHLYH

WD[�SUHIHUUHG�LQFRPH�WKURXJK�WKH�&,9�GLVWULEXWLRQV�WKDW�ZDV�QRQ�DVVHVVDEOH�LQ

WKHLU�KDQGV�

&RQFHUQV�DERXW�FRPSHWLWLYH�QHXWUDOLW\�ZLWK�HQWLWLHV�KDYH�WR�EH�EDODQFHG�DJDLQVW

WKH�VWURQJ�VXSSRUW�IRU�2SWLRQ���EDVHG�RQ�QHXWUDOLW\�EHWZHHQ�WKH�FROOHFWLYH

LQYHVWPHQW�DQG�GLUHFW�LQYHVWPHQW�DOWHUQDWLYHV���2Q�EDODQFH��WKH�5HYLHZ

FRQVLGHUV�WKH�ODWWHU�GHVLJQ�REMHFWLYH�LV�WKH�PRUH�LPSRUWDQW���+RZHYHU�

UHIOHFWLQJ�WKH�IDYRXUHG�SRVLWLRQ�RI�&,9V�UHODWLYH�WR�HQWLWLHV��DW�OHDVW�IRU�FHUWDLQ

DFWLYLWLHV��WKH�5HYLHZ�UHFRPPHQGV�WKDW�D�GHILQLWLRQ�RI�¶HOLJLEOH�LQYHVWPHQW

EXVLQHVV·�VLPLODU�WR�WKH�SURYLVLRQV�LQ�VHFWLRQV����0�DQG����1�RI�WKH������$FW

�EXW�PRGLILHG�WR�H[FOXGH�VWDSOHG�DUUDQJHPHQWV�GLVFXVVHG�DERYH��EH�XVHG�WR

UHVWULFW�&,9�DFWLYLWLHV��VHH�5HFRPPHQGDWLRQ������LY�����$V�D�FRQVHTXHQFH�

FHUWDLQ�WD[�SUHIHUHQFHV�ZKLFK�DUH�LQWHQGHG�WR�EHQHILW�¶DFWLYH·�EXVLQHVVHV��VXFK

DV�5	'�FRQFHVVLRQV��ZLOO�QRW�EH�DYDLODEOH�WR�&,9V�

Other issues

5HVWULFWLQJ�&,9�VWDWXV�WR�UHVLGHQW�HQWLWLHV�LV�QHFHVVDU\�WR�HQVXUH�GHILQLWLRQDO

UHTXLUHPHQWV�DUH�PHW��VHH�5HFRPPHQGDWLRQ������L�����,W�ZRXOG�EH�GLIILFXOW�WR

YHULI\�FRPSOLDQFH�LQ�WKH�FDVH�RI�QRQ�UHVLGHQW�YHKLFOHV���%RWK�&DQDGD�DQG�WKH
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86�UHVWULFW�WKHLU�VSHFLDO�FROOHFWLYH�LQYHVWPHQW�UHJLPHV���VXFK�DV�WKRVH

DSSO\LQJ�WR�PXWXDO�IXQGV�DQG�5HDO�(VWDWH�,QYHVWPHQW�7UXVWV��5(,7V����WR

UHVLGHQW�HQWLWLHV�

5HTXLULQJ�&,9�XQLWV�WR�SURYLGH�IL[HG�HTXLYDOHQW�LQWHUHVWV�WR�PHPEHUV�UHGXFHV

FRPSOH[LW\�DQG�SUHYHQWV�VWUHDPLQJ�RI�GLIIHUHQW�IRUPV�RI�LQFRPH�WR�GLIIHUHQW

PHPEHUV�WR�REWDLQ�D�WD[�DGYDQWDJHG�RXWFRPH��VHH�5HFRPPHQGDWLRQ������LLL���

7KH�IORZ�WKURXJK�EDVLV�RI�WD[DWLRQ�PHDQV�WKDW�WKHUH�ZRXOG�EH�PDQ\�IRUPV�RI

LQFRPH�WKDW��ZKHQ�SDLG�WR�QRQ�UHVLGHQWV��FRXOG�EH�WD[DEOH�DW�YDU\LQJ

ZLWKKROGLQJ�UDWHV��RU�EH�H[HPSW���6LPLODUO\��VHYHUDO�IRUPV�RI�LQFRPH�ZLOO�KDYH

WR�EH�VHSDUDWHO\�LGHQWLILHG�ZKHQ�GLVWULEXWHG�WR�UHVLGHQWV���(QVXULQJ�WKH�FRUUHFW

WD[�WUHDWPHQW�ZRXOG�EH�YHU\�GLIILFXOW�ZLWK�PRUH�WKDQ�RQH�W\SH�RI�PHPEHUVKLS

LQWHUHVW�

&RQVLGHUDWLRQ�ZDV�JLYHQ�WR�DOORZLQJ�HQWLWLHV�RWKHU�WKDQ�XQLW�WUXVWV��IRU�H[DPSOH

FRPSDQLHV��WR�RSHUDWH�DV�&,9V���+RZHYHU��LW�LV�FRQVLGHUHG�SUXGHQW�WR�UHVWULFW

WKH�&,9�UHJLPH�WR�XQLW�WUXVWV��VHH�5HFRPPHQGDWLRQ������L���EHFDXVH�RI�WKH�ULVN

WKDW�OLPLWDWLRQV�XQGHU�GRXEOH�WD[�DJUHHPHQWV�RQ�$XVWUDOLD·V�ULJKW�WR�WD[

GLYLGHQGV�SDLG�WR�QRQ�UHVLGHQWV�FRXOG�PDNH�LW�GLIILFXOW�WR�DSSO\�WKH�&,9�EDVLV

RI�WD[DWLRQ�WR�FRPSDQLHV���)RU�WKDW�UHDVRQ��WKH�5HYLHZ�LV�UHFRPPHQGLQJ�WKDW

WUDQVLWLRQDO�UROORYHU�UHOLHI�EH�SURYLGHG�IRU�UHVWUXFWXULQJ�IURP�D�FRPSDQ\�WR�D

XQLW�WUXVW�WKDW�ZLOO�EH�WD[HG�XQGHU�WKH�&,9�UHJLPH�³�VHH�5HFRPPHQGDWLRQ

������E��

5HIOHFWLQJ�WKH�EHQFKPDUN�RI�GLUHFW�LQGLYLGXDO�LQYHVWPHQW��UHQWDO�LQFRPH�HDUQHG

E\�D�&,9�VKRXOG�EH�WD[HG�DW�WKH�HQWLW\�UDWH�ZKHQ�GLVWULEXWHG�WR�QRQ�UHVLGHQWV�

�6XFK�LQFRPH�LV�FXUUHQWO\�WD[HG�DW�WKH�DSSOLFDEOH�QRQ�UHVLGHQW�UDWH�RI�LQFRPH

WD[�EXW�LW�LV�UHFRPPHQGHG�WKDW�WKH�FRPSDQ\�UDWH�DSSO\�³�VHH

5HFRPPHQGDWLRQ���������,I�WKH�LQFRPH�ZHUH�HDUQHG�WKURXJK�D�FRPSDQ\�DQG

GLVWULEXWHG�DV�D�GLYLGHQG��$XVWUDOLD·V�WD[LQJ�ULJKW�FRXOG�EH�FRQVWUDLQHG�E\�WKH

PD[LPXP�UDWH�VSHFLILHG�LQ�RXU�GRXEOH�WD[DWLRQ�DJUHHPHQWV��JHQHUDOO\

���SHU�FHQW��

6RPH�VXEPLVVLRQV�DUJXHG�LQ�IDYRXU�RI�WD[LQJ�DW�WKH�WRS�PDUJLQDO�UDWH�D

GHILFLHQF\�DULVLQJ�IURP�OHVV�WKDQ�IXOO�GLVWULEXWLRQ�RI�DQQXDO�WD[DEOH�LQFRPH�DQG

WKHQ�H[HPSWLQJ�VXEVHTXHQW�GLVWULEXWLRQV�RXW�RI�WKDW�LQFRPH��LQ�OLQH�ZLWK�WKH

FXUUHQW�WUHDWPHQW�RI�WUXVWV����7KH�UHFRPPHQGHG�DSSURDFK��VHH

5HFRPPHQGDWLRQ������E���LV�FRQVLGHUHG�WR�EH�PRUH�FRQVLVWHQW�ZLWK�WKH

WD[DWLRQ�RI�HQWLWLHV�LQ�JHQHUDO�DQG�DYRLGV�KDYLQJ�WR�WUDFN�SUHYLRXVO\�WD[HG

DPRXQWV�

7KH�WUHDWPHQW�RI�FDSLWDO�JDLQV�DULVLQJ�IURP�WKH�VDOH�RI�DVVHWV�KHOG�E\�D�&,9�DQG

E\�WKH�VDOH�RU�UHGHPSWLRQ�RI�&,9�PHPEHUVKLS�LQWHUHVWV��VHH

5HFRPPHQGDWLRQ�������LV�H[SODLQHG�DV�SDUW�RI�WKH�EURDGHU�GLVFXVVLRQ�RI�WKH

WD[DWLRQ�RI�FDSLWDO�JDLQV�LQ�5HFRPPHQGDWLRQV������WR������

(QWLWLHV�HOHFWLQJ�WR�EH�&,9V�EXW�IDLOLQJ�DW�DQ\�WLPH�WR�PHHW�DOO�TXDOLI\LQJ

FRQGLWLRQV�ZLOO�ORVH�WKHLU�&,9�VWDWXV��LQVWHDG�EHLQJ�VXEMHFW�WR�HQWLW\�WD[DWLRQ
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�VHH�5HFRPPHQGDWLRQ������D�����9DULRXV�VDIH�KDUERXUV�ZLOO�EH�SURYLGHG�

KRZHYHU��VHH�5HFRPPHQGDWLRQ������E�����,Q�SDUWLFXODU��WKH�¶VWDUW�XS·�DQG

¶ZLQG�GRZQ·�SURYLVLRQV�LQ�5HFRPPHQGDWLRQV������E��DUH�FRQVLGHUHG�D

QHFHVVDU\�SDUW�RI�D�SUDFWLFDO�IUDPHZRUN�IRU�&,9�WD[DWLRQ�

Recommendation

16.6 Foreign source income of a CIV

Taxation of distributions of foreign source income

�D� 7KDW�D�&,9·V�IRUHLJQ�VRXUFH�LQFRPH�

�L� ZKHQ�GLVWULEXWHG�WR�UHVLGHQW�PHPEHUV�³�EH�WD[DEOH�LQFRPH�

ZLWK�D�FUHGLW�IRU�DQ\�IRUHLJQ�GLYLGHQG��LQWHUHVW�DQG�UR\DOW\

ZLWKKROGLQJ�WD[HV�RU�IRU�RWKHU�LQFRPH�WD[�GLUHFWO\�LQFXUUHG�E\

WKH�&,9�RQ�IRUHLJQ�VRXUFH�LQFRPH��DQG

�LL� ZKHQ�GLVWULEXWHG�WR�QRQ�UHVLGHQW�PHPEHUV�³�EH�IUHH�RI

IXUWKHU�$XVWUDOLDQ�WD[�

Offshore Investment Trusts

�E� 7KDW�2IIVKRUH�,QYHVWPHQW�7UXVWV��2,7V��H[LVWLQJ�XQGHU�WKH

2IIVKRUH�%DQNLQJ�8QLW��2%8��UHJLPH�

�L� EH�EURXJKW�ZLWKLQ�WKH�&,9�UHJLPH��DQG

�LL� EH�UHTXLUHG�WR�PHHW�WKH�&,9�FULWHULD�DV�ZHOO�DV�WKH�VSHFLDO

UHTXLUHPHQWV�RI�DQ�2,7�LQ�RUGHU�IRU�DVVRFLDWHG�PDQDJHPHQW

IHHV�WR�TXDOLI\�IRU�WKH�FRQFHVVLRQDO�UDWH�RI�WD[�XQGHU�WKH�2%8

UHJLPH�

)RUHLJQ�VRXUFH�LQFRPH�HDUQHG�WKURXJK�D�&,9�ZLOO�UHWDLQ�LWV�FKDUDFWHU�

&RQVHTXHQWO\��IRUHLJQ�WD[�FUHGLWV�RQ�DPRXQWV�RI�LQFRPH�ZKHUH�WKH�&,9�ZDV

GLUHFWO\�OLDEOH�IRU�WKH�WD[��IRU�H[DPSOH��IRUHLJQ�GLYLGHQG�DQG�LQWHUHVW

ZLWKKROGLQJ�WD[�DQG�LQFRPH�WD[�SDLG�RQ�UHQWDO�LQFRPH�HDUQHG�RQ�GLUHFWO\

RZQHG�IRUHLJQ�SURSHUW\��ZLOO�FRQWLQXH�WR�EH�DYDLODEOH�WR�UHVLGHQW�PHPEHUV�RI

WKH�&,9��VHH�5HFRPPHQGDWLRQ������D��L���

&UHGLW�IRU�IRUHLJQ�XQGHUO\LQJ�WD[�SDLG�E\�QRQ�UHVLGHQW�FRPSDQLHV��DQG�WKH

H[HPSWLRQV�IRU�EUDQFK�LQFRPH�HDUQHG�LQ�D�OLVWHG�FRXQWU\�DQG�QRQ�SRUWIROLR

GLYLGHQGV�SDLG�IURP�SURILWV�WD[HG�LQ�D�OLVWHG�FRPSDUDEOH�WD[�FRXQWU\��ZLOO�RQO\

DSSO\�ZKHQ�WKH�$XVWUDOLDQ�HQWLW\�LV�WD[HG�XQGHU�WKH�HQWLW\�WD[�UHJLPH�

&RQVLVWHQW�ZLWK�FXUUHQW�2%8�DUUDQJHPHQWV��IRUHLJQ�VRXUFH�LQFRPH��LQFOXGLQJ

JDLQV�RQ�WKH�VDOH�RI�IRUHLJQ�DVVHWV��IORZLQJ�WKURXJK�D�&,9�WR�QRQ�UHVLGHQW

LQYHVWRUV�VKRXOG�QRW�EH�VXEMHFW�WR�$XVWUDOLDQ�WD[�VLQFH�$XVWUDOLD�GRHV�QRW�KDYH

D�VRXUFH�RU�UHVLGHQFH�FODLP�WR�WKH�LQFRPH���7KH�ODZ�ZLOO�HQVXUH�WKDW
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QRQ�UHVLGHQWV·�IRUHLJQ�VRXUFH�LQFRPH�GRHV�QRW�DWWDLQ�DQ�$XVWUDOLDQ�VRXUFH

PHUHO\�EHFDXVH�LW�LV�UHFHLYHG�YLD�D�&,9�UHVLGHQW�LQ�$XVWUDOLD��VHH

5HFRPPHQGDWLRQ������D��LL���

0RUH�JHQHUDOO\�LQ�UHODWLRQ�WR�LQYHVWPHQW�LQ�$XVWUDOLD�E\�QRQ�UHVLGHQWV��WKH�&,9

UHJLPH�QHHGV�WR�FRQWDLQ�GHVLJQ�IHDWXUHV�ZKLFK�PDNH�&,9V�D�VXLWDEOH

LQYHVWPHQW�YHKLFOH�IRU�QRQ�UHVLGHQW�SRUWIROLR�LQYHVWRUV�DQG�IDFLOLWDWH

FRPSHWLWLYH�SRROLQJ�RI�IRUHLJQ�SRUWIROLR�LQYHVWPHQWV���$V�GLVFXVVHG�LQ

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJHV�����DQG�������WKLV�ZLOO�DYRLG�WKH�QHHG�IRU�D

VSHFLDO�UHJLPH�GHVLJQHG�VROHO\�IRU�QRQ�UHVLGHQW�LQYHVWRUV�ZKLOH�DOVR�VXSSRUWLQJ

WKH�GHYHORSPHQW�RI�$XVWUDOLD�DV�D�JOREDO�ILQDQFLDO�FHQWUH���7KHVH�GHVLJQ

IHDWXUHV�DUH�KDQGOHG�LQ�5HFRPPHQGDWLRQV������DQG������

Recommendation

16.7 Redemptions of CIV units

Redemptions normally taxed like on-market buy-backs

�D� 7KDW�WKH�HQWLUH�EX\�EDFN�DPRXQW�RI�GDLO\�UHGHPSWLRQV�RI�XQLWV�E\

XQOLVWHG�&,9V��DQG�IURP�WLPH�WR�WLPH�E\�OLVWHG�&,9V��QRUPDOO\�EH

WD[HG�DV�SURFHHGV�RQ�WKH�GLVSRVDO�RI�WKH�PHPEHUVKLS�LQWHUHVW�LQ

WKH�HQWLW\��LQ�OLQH�ZLWK�WKH�WUHDWPHQW�IRU�RQ�PDUNHW�VKDUH

EX\�EDFNV�LQ�5HFRPPHQGDWLRQ�������L���

Redemptions during wind-down subject to slice approach

�E� 7KDW�ZKHUH�D�&,9�KDV�DQQRXQFHG�DQ�LQWHQWLRQ�WR�FHDVH�RSHUDWLRQV�

DOO�UHGHPSWLRQV�IURP�WKDW�WLPH�EH�UHTXLUHG�WR�IROORZ�D�¶VOLFH·

DSSURDFK��LQ�OLQH�ZLWK�5HFRPPHQGDWLRQ��������ZLWK�HDFK�PHPEHU

DOORFDWHG�D�SURSRUWLRQDWH�DPRXQW�RI�WKH�DYDLODEOH�FXUUHQW�\HDU·V

WD[DEOH�LQFRPH�DQG�D�SURSRUWLRQDWH�DPRXQW�RI�RWKHU�DYDLODEOH

LQFRPH�DQG�FRQWULEXWHG�FDSLWDO�

7KLV�WUHDWPHQW�RI�UHGHPSWLRQV�E\�XQOLVWHG�&,9V�PDLQWDLQV�SDULW\�ZLWK�WKH

WUHDWPHQW�RI�XQLWV�LQ�OLVWHG�&,9V�WKDW�FKDQJH�KDQGV�¶RQ�PDUNHW·���$�VSHFLDO

SURYLVLRQ�LV�FRQVLGHUHG�QHFHVVDU\�WR�GHDO�ZLWK�UHGHPSWLRQV�ZKHQ�D�ZLQG�GRZQ

RI�D�&,9�KDV�EHHQ�DQQRXQFHG���7KLV�ZLOO�HQVXUH�WKDW�DOO�PHPEHUV�DUH�GHDOW�ZLWK

HTXLWDEO\���&RPSOLDQFH�FRVWV�FDQ�EH�PLQLPLVHG�E\�WKH�FRPPRQ�SUDFWLFH�RI

VXVSHQGLQJ�UHGHPSWLRQV�RQFH�D�IRUPDO�WHUPLQDWLRQ�SURFHVV�KDV�EHJXQ�DQG

WKHQ�SURFHVVLQJ�DOO�UHGHPSWLRQV�XVLQJ�D�FRQVLVWHQW�¶VOLFH·�DSSURDFK�

Recommendation

16.8 Definition of ‘widely held’ for CIVs

7KDW�D�¶ZLGHO\�KHOG·�HQWLW\�IRU�SXUSRVHV�RI�GHILQLQJ�D�&,9�EH�DQ�HQWLW\

VDWLVI\LQJ�RQH�RI�WKH�IROORZLQJ�WKUHH�FRQGLWLRQV�
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Standard definition

�L� DQ�HQWLW\�PHHWLQJ�WKH�VWDQGDUG�GHILQLWLRQ�RI�¶ZLGHO\�KHOG·�SURYLGHG

E\�5HFRPPHQGDWLRQ������

Where CIV interests held by pooled investment entities,
governments or non-resident entities

�LL� DQ�HQWLW\�ZKHUH�DOO�RI�WKH�LQWHUHVWV�DUH�FROOHFWLYHO\�KHOG�DW�DOO�WLPHV

E\�

� SRROHG�LQYHVWPHQW�HQWLWLHV���FRPSULVLQJ�&,9V��FRPSO\LQJ

VXSHUDQQXDWLRQ�IXQGV��RWKHU�WKDQ�H[FOXGHG�IXQGV���DSSURYHG

GHSRVLW�IXQGV��SRROHG�VXSHUDQQXDWLRQ�WUXVWV��VWDWXWRU\�IXQGV

RI�OLIH�LQVXUDQFH�FRPSDQLHV��RU�OLIH�LQVXUDQFH�EXVLQHVV�RI

IULHQGO\�VRFLHWLHV�

� JRYHUQPHQWV�DQG�JRYHUQPHQW�ERGLHV�WKDW�DUH�H[HPSW�IURP

LQFRPH�WD[��RU

� QRQ�UHVLGHQWV��RWKHU�WKDQ�LQGLYLGXDOV���RU

Where the CIV is a registered managed investment scheme
mainly held by pooled investment entities

�LLL� WKH�&,9�LV�D�UHJLVWHUHG�PDQDJHG�LQYHVWPHQW�VFKHPH�DQG�DW�OHDVW

���SHU�FHQW�RI�&,9�LQWHUHVWV�DUH�KHOG�DW�DOO�WLPHV�E\�SRROHG

LQYHVWPHQW�HQWLWLHV�

7KH�ILUVW�SDUW�RI�WKH�¶ZLGHO\�KHOG·�GHILQLWLRQ�HQVXUHV�WKDW�RQO\�JHQXLQHO\

EURDGO\�EDVHG�IXQGV�UHFHLYH�&,9�WUHDWPHQW���7KH�VHFRQG�DQG�WKLUG�SDUWV�DUH

GHVLJQHG�WR�PDNH�WKH�&,9�UHJLPH�DYDLODEOH�WR�¶ZKROHVDOH·�YHKLFOHV�SULPDULO\

XVHG�E\�&,9V�DQG�E\�VXSHUDQQXDWLRQ�DQG�OLIH�LQVXUDQFH�YHKLFOHV�WR�REWDLQ

VSHFLDOLVHG�LQYHVWPHQW�VHUYLFHV���3RROHG�VXSHUDQQXDWLRQ�WUXVWV�ZLOO�SUREDEO\

FRQWLQXH�WR�EH�WKH�PDLQ�ZKROHVDOH�YHKLFOH�IRU�FRPSO\LQJ�VXSHUDQQXDWLRQ

IXQGV��EXW�&,9�WUHDWPHQW�VKRXOG�EH�DYDLODEOH�WR�RWKHU�ZKROHVDOH�LQYHVWPHQW

YHKLFOHV�XVHG�E\�FRPSO\LQJ�VXSHUDQQXDWLRQ�DQG�DSSURYHG�GHSRVLW�IXQGV�

*RYHUQPHQWV�DQG�WKHLU�WD[�H[HPSW�DXWKRULWLHV�WKDW�XVH�FHQWUDOO\�SRROHG�HQWLWLHV

RU�VSHFLDOLVW�IXQG�PDQDJHUV�WR�PDQDJH�IXQGV�ZLOO�EH�DEOH�WR�PDLQWDLQ�WKRVH

DUUDQJHPHQWV�ZLWKRXW�WKH�HQWLWLHV�EHLQJ�VXEMHFW�WR�FRPSDQ\�WD[���7KLV�SDUW�RI

WKH�SURSRVHG�GHILQLWLRQ�DOVR�FDWHUV�IRU�LQYHVWPHQW�E\�QRQ�UHVLGHQW

RUJDQLVDWLRQV�WKURXJK�D�ZKROHVDOH�VWUXFWXUH���IRU�H[DPSOH��IRUHLJQ�PDQDJHG

LQYHVWPHQW�IXQGV�DQG�SHQVLRQ�IXQGV��DV�ZHOO�DV�IRUHLJQ�HQWLWLHV�JHQHUDOO\�

$Q\�QRQ�UHVLGHQW�HQWLW\�RU�JURXS�RI�HQWLWLHV�FRXOG�HVWDEOLVK�D�&,9���VR

DYRLGLQJ�DQ\�UHTXLUHPHQW�WR�HVWDEOLVK�D�VHSDUDWH�1RQ�5HVLGHQW�,QYHVWPHQW

)XQG�UHJLPH��DQ�RSWLRQ�GLVFXVVHG�LQ�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ

�SDJH��������,Q�WKH�DEVHQFH�RI�WKLV�SURYLVLRQ��QRQ�UHVLGHQWV�XVLQJ�D�WUXVW�YHKLFOH

WR�LQYHVW�LQ�$XVWUDOLDQ�ERQGV�RU�SRUWIROLR�HTXLW\�KROGLQJV�ZRXOG�IDFH�WD[DWLRQ
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DW�WKH�HQWLW\�UDWH�RQ�LQWHUHVW��XQIUDQNHG�GLYLGHQGV�DQG�WD[DEOH�FDSLWDO�JDLQV�

7KDW�RXWFRPH�ZRXOG�OLNHO\�VHH�WKH�PDQDJHPHQW�RI�WKHVH�DVVHWV�VKLIW�WR

RIIVKRUH�HQWLWLHV�EHFDXVH�WKH�$XVWUDOLDQ�WD[�ZRXOG�WKHUHE\�EH�UHGXFHG�WR

LQWHUHVW�RU�GLYLGHQG�ZLWKKROGLQJ�WD[�UDWHV��RU��LQ�WKH�FDVH�RI�FDSLWDO�JDLQV�DULVLQJ

IURP�SRUWIROLR�KROGLQJV�LQ�OLVWHG�HTXLWLHV��EH�UHPRYHG�DOWRJHWKHU�

1RQ�UHVLGHQW�DQG�JRYHUQPHQW�HQWLWLHV�DVLGH��LQGLYLGXDOV�RU�HQWLWLHV�RWKHU�WKDQ

WKH�VSHFLILHG�SRROHG�LQYHVWPHQW�HQWLWLHV�FDQ�RQO\�EH�EURXJKW�LQ�WR�PDNH�XS

���SHU�FHQW�RU�OHVV�RI�D�¶ZKROHVDOH·�IXQG�LI�WKH�IXQG�LV�UHJLVWHUHG�XQGHU�WKH

0DQDJHG�,QYHVWPHQWV�$FW��������7KLV�HQVXUHV�WKDW��JHQHUDOO\��WKHUH�DUH�DW�OHDVW

���PHPEHUV�ZLWK����SHU�FHQW�RI�WKH�LQWHUHVWV�KHOG�E\�SRROHG�LQYHVWPHQW

HQWLWLHV�WKDW�ZRXOG�KDYH�D�IXUWKHU�QXPEHU�RI�LQGLUHFW�PHPEHUV���,Q�DGGLWLRQ�

UHJLVWUDWLRQ�XQGHU�WKH�0DQDJHG�,QYHVWPHQWV�$FW������FRQYH\V�D�QXPEHU�RI

UHJXODWRU\�VDIHJXDUGV�WR�HQVXUH�WKDW�WKH�&,9�UHJLPH�LV�RQO\�DYDLODEOH�IRU�ERQD

ILGH�PDQDJHG�LQYHVWPHQW�DFWLYLWLHV���)RU�H[DPSOH��LQ�GHFLGLQJ�ZKHWKHU�RU�QRW�WR

LVVXH�D�OLFHQFH��WKH�$XVWUDOLDQ�6HFXULWLHV�DQG�,QYHVWPHQWV�&RPPLVVLRQ�LV

UHTXLUHG�WR�FRQVLGHU�WKH�DSSOLFDQW·V�JRRG�IDPH�DQG�FKDUDFWHU��H[SHUWLVH�DQG

DELOLW\�WR�SHUIRUP�GXWLHV�DVVRFLDWHG�ZLWK�EHLQJ�D�UHVSRQVLEOH�HQWLW\���7KH

UHVSRQVLEOH�HQWLW\�LV�DOVR�UHTXLUHG�WR�KROG�D�VHFXULWLHV�GHDOHU·V�OLFHQFH�ZKLFK�ZLOO

DXWKRULVH�LW�WR�RSHUDWH�D�PDQDJHG�LQYHVWPHQW�VFKHPH�

Recommendation

16.9 Domestic source income of non-resident members

Withholding taxes deductible from gross amounts

�D� 7KDW�ZKHQ�QRQ�UHVLGHQW�PHPEHUV�UHFHLYH�GRPHVWLF�VRXUFH

GLYLGHQG��LQWHUHVW�RU�UR\DOW\�LQFRPH�WKURXJK�D�&,9��ILQDO

ZLWKKROGLQJ�WD[��LI�DSSOLFDEOH��EH�GHGXFWHG�E\�WKH�&,9�IURP�WKH

JURVV�DPRXQW�UHFHLYHG�DQG�RQ�SDLG�E\�WKH�&,9��WKDW�LV��EHIRUH

WDNLQJ�DFFRXQW�RI�&,9�H[SHQVHV��

Other taxable domestic source income

�E� 7KDW��FRQVLVWHQW�ZLWK�5HFRPPHQGDWLRQ�������ZKHQ�QRQ�UHVLGHQW

PHPEHUV�UHFHLYH�RWKHU�DPRXQWV�RI�WD[DEOH�GRPHVWLF�VRXUFH

LQFRPH�WKURXJK�D�&,9��WD[�EH�ZLWKKHOG�DW�WKH�FRPSDQ\�UDWH�IURP

WKH�QHW�DPRXQW�GLVWULEXWHG��WKDW�LV��DIWHU�WDNLQJ�DFFRXQW�RI

DSSOLFDEOH�&,9�H[SHQVHV��ZLWK�WKH�DPRXQW�ZLWKKHOG�EHLQJ

FUHGLWDEOH�WR�WKH�QRQ�UHVLGHQW�RQ�DVVHVVPHQW�

)LQDO�ZLWKKROGLQJ�WD[HV�RQ�GLYLGHQGV��LQWHUHVW�DQG�UR\DOWLHV�DUH�LQWHQGHG�E\

FXUUHQW�ODZ�WR�EH�FDOFXODWHG�RQ�WKH�EDVLV�RI�WKH�JURVV�DPRXQWV�SDLG���7KLV�LV�WKH

VDPH�EDVLV�RI�WD[DWLRQ�WKDW�DSSOLHV�WR�GLYLGHQGV��LQWHUHVW�DQG�UR\DOWLHV�SDLG

GLUHFWO\�WR�QRQ�UHVLGHQW�LQYHVWRUV���%HFDXVH�RI�XQFHUWDLQW\�DERXW�KRZ�WKH�ODZ�LV

PHDQW�WR�RSHUDWH�LQ�UHODWLRQ�WR�H[LVWLQJ�ZLGHO\�KHOG�XQLW�WUXVWV��FRPPRQ

SUDFWLFH�KDV�EHHQ�WR�ZLWKKROG�RQ�WKH�EDVLV�RI�WKH�QHW�SD\PHQW�WR�QRQ�UHVLGHQW
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PHPEHUV���7KLV�VKRXOG�QRW�FRQWLQXH�DV�LW�EUHDFKHV�WKH�SULQFLSOH�RI�HTXDO

WUHDWPHQW�

7KH�UDWLRQDOH�IRU�DSSO\LQJ�D�IODW�UDWH�RI�WD[�DW�WKH�FRPSDQ\�UDWH�WR�$XVWUDOLDQ

VRXUFH�LQFRPH��RWKHU�WKDQ�GLYLGHQGV��LQWHUHVW�DQG�UR\DOWLHV��SDLG�WR

QRQ�UHVLGHQW�PHPEHUV��LV�GLVFXVVHG�LQ�5HFRPPHQGDWLRQ��������8QOLNH�WKH

SRVLWLRQ�RI�GLYLGHQGV��LQWHUHVW�DQG�UR\DOWLHV��WKLV�ZRXOG�QRW�EH�D�ILQDO

ZLWKKROGLQJ�WD[�DQG�ZRXOG�EH�FUHGLWDEOH�DW�WKH�RSWLRQ�RI�WKH�QRQ�UHVLGHQW

WD[SD\HU�RQ�DVVHVVPHQW�

Excluding certain trusts from entity
taxation

Recommendation
16.10 Trusts excluded from entity taxation

Specification

�D� 7KDW�WKH�WD[�ODZ�VSHFLI\�D�OLVW�RI�¶H[FOXGHG�WUXVWV·�WR�ZKLFK�HQWLW\

WD[DWLRQ�ZLOO�QRW�DSSO\��ZLWK�¶H[FOXGHG�WUXVWV·�LQLWLDOO\�EHLQJ�WKRVH

VKRZQ�LQ�$WWDFKPHQW�$�

Tax treatment

�E� 7KDW�H[FOXGHG�WUXVWV�EH�WD[HG�XQGHU�D�YHUVLRQ�RI�WKH�H[LVWLQJ

OHJLVODWLRQ�IRU�WKH�WD[DWLRQ�RI�WUXVWV��'LYLVLRQ���RI�WKH������$FW�

PRGLILHG�WR�LQFOXGH�VRPH�RI�WKH�IHDWXUHV�RI�WKH�WUHDWPHQW

UHFRPPHQGHG�IRU�FROOHFWLYH�LQYHVWPHQW�YHKLFOHV�

7KH�JHQHUDO�SULQFLSOH�IRU�H[FOXVLRQ�IURP�WKH�QHZ�HQWLW\�WD[�UHJLPH�SURSRVHG�LQ

$�1HZ�7D[�6\VWHP�LV�WKDW�WUXVWV�ZKLFK�KDYH�EHHQ�FUHDWHG�RU�VHWWOHG�RQO\�DV�D

OHJDO�UHTXLUHPHQW�RU�VXEMHFW�WR�D�OHJDO�WHVW�RU�VDQFWLRQ�ZLOO�EH�H[FOXGHG���7KH

SULQFLSOH�LV�DLPHG�DW�WKRVH�WUXVWV�ZKHUH�WKH�EHQHILFLDU\��DQG�WKH�VHWWORU�RU

SDUHQW�RU�JXDUGLDQ��ZRXOG�QRW�KDYH�WKH�RSWLRQ�WR�XVH�D�QRQ�WUXVW�VWUXFWXUH�

7KLV�SULQFLSOH�GLVWLQJXLVKHV�VXFK�WUXVWV�IURP�WUXVWV�FUHDWHG�DW�D�VHWWORU·V

GLUHFWLRQ�RU�VHWWORU·V�FKRLFH�DV�WR�KRZ�WR�PHHW�D�OHJDO�UHTXLUHPHQW��WHVW�RU

VDQFWLRQ���$WWDFKPHQW�$�OLVWV�WKRVH�WUXVWV�WKDW�ZLOO�EH�H[FOXGHG�IURP�WKH�QHZ

HQWLW\�WD[�V\VWHP�RQ�WKH�EDVLV�RI�WKH�JHQHUDO�SULQFLSOH�

$Q�LQGLYLGXDO�WD[DWLRQ�WUHDWPHQW�EHQFKPDUN�IRU�H[FOXGHG�WUXVWV�LV�DSSURSULDWH

WR�UHIOHFW�WKH�QDWXUH�RI�H[FOXGHG�WUXVWV��LQFOXGLQJ�WKH�OLPLWHG�SRWHQWLDO�IRU�VXFK

WUXVWV�WR�EH�XVHG�IRU�FRPPHUFLDO�DFWLYLWLHV�DQG�IRU�LQWHUHVWV�LQ�VXFK�WUXVWV�WR�EH

VROG���+RZHYHU��WKH�WUXVWV�VHW�RXW�LQ�$WWDFKPHQW�$�GR�RSHUDWH�DV�VHSDUDWH

HQWLWLHV�UDWKHU�WKDQ�VLPSO\�DV�WKH�DJHQW�RI�WKH�EHQHILFLDULHV���7KH�WUXVWHHV�KDYH
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YHU\�H[WHQVLYH�LQGHSHQGHQW�SRZHUV���,W�LV�QHFHVVDU\�WR�UHFRJQLVH�WKH�H[LVWHQFH

RI�D�PHPEHU�LQWHUHVW�LQ�WKH�HQWLW\�

$�PRGLILHG�YHUVLRQ�RI�WKH�FXUUHQW�V\VWHP�IRU�WD[LQJ�WUXVWV��VHW�RXW�LQ�'LYLVLRQ��

RI�WKH������$FW��ZLOO�EH�XVHG�DV�WKH�EDVLF�RSHUDWLYH�SURYLVLRQV�IRU�WKH�WD[DWLRQ

WUHDWPHQW�RI�H[FOXGHG�WUXVWV���:KLOH�WKHVH�PRGLILFDWLRQV�ZRXOG�QRW�UHIOHFW�DOO

RI�WKH�IHDWXUHV�RI�WKH�UHJLPH�SURSRVHG�IRU�&,9V�³�LW�ZRXOG�EH�LQDSSURSULDWH

ZLWK�WKHVH�H[FOXGHG�WUXVWV�WR�UHTXLUH�WKH�IXOO�GLVWULEXWLRQ�RI�DQQXDO�WD[DEOH

LQFRPH�³�VRPH�IHDWXUHV�ZRXOG�EH�LQ�FRPPRQ�ZLWK�WKH�&,9�WUHDWPHQW�

� %HQHILFLDULHV�ZLOO�EH�DVVHVVHG�RQ�WKH�EDVLV�RI�WKHLU�SUHVHQW�HQWLWOHPHQW�WR�D

VKDUH�RI�WKH�LQFRPH�RI�WKH�WUXVW�

� /RVVHV�LQFXUUHG�E\�WKH�WUXVW�HVWDWH�ZLOO�UHPDLQ�LQ�WKH�WUXVW�

� &RQVLVWHQW�ZLWK�WKH�UHFRPPHQGHG�&,9�WUHDWPHQW��5HFRPPHQGDWLRQ�������

� FDSLWDO�JDLQV�ZLOO�EH�LQFOXGHG�LQ�WKH�WUXVW·V�¶QHW�LQFRPH·�DQG�HDFK

EHQHILFLDU\�ZRXOG�EH�WD[HG�RQ�WKH�EDVLV�RI�WKHLU�SUHVHQW�HQWLWOHPHQW�WR�D

VKDUH�RI�WKDW�FDSLWDO�JDLQ���*DLQV�RQ�DVVHWV�UHDOLVHG�E\�WKH�WUXVW�DIWHU

EHLQJ�KHOG�IRU�DW�OHDVW�D�\HDU�ZLOO�EH�VXEMHFW�RQO\�WR�WKH����SHU�FHQW

LQFOXVLRQ�UXOH�

� XQGHU�WKH�UHFRPPHQGHG�FKDQJHV�WR�WKH�WD[DWLRQ�RI�FDSLWDO�JDLQV��D

EHQHILFLDU\�ZKR�LV�DQ�LQGLYLGXDO�DQG�GLVSRVHV�RI�KLV�RU�KHU�LQWHUHVW�LQ�DQ

H[FOXGHG�WUXVW�FRXOG�FKRRVH�WR�KDYH�WKH�FDSLWDO�JDLQ�WD[HG�RQ�WKH�EDVLV�RI

HLWKHU�WKH�UHOHYDQW�SHUFHQWDJH�UHGXFWLRQ�LQ�WKH�DPRXQW�RI�WKH�JDLQ�RU�WKH

IUR]HQ�LQGH[HG�FRVW�EDVH��DQG

� GLVWULEXWLRQV�RI�WD[�SUHIHUUHG�LQFRPH�ZLOO�UHVXOW�LQ�D�FRUUHVSRQGLQJ

UHGXFWLRQ�LQ�WKH�WD[�YDOXH�RI�WKH�IL[HG�LQWHUHVW�LQ�WKH�WUXVW�LQ�UHVSHFW�RI

ZKLFK�WKH�GLVWULEXWLRQ�LV�PDGH�

7KH�PRGLILHG�'LYLVLRQ���ZLOO�DOVR�DGGUHVV�FHUWDLQ�DQRPDOLHV�LQ�WKH�FXUUHQW

SURYLVLRQV��)RU�H[DPSOH��FDSLWDO�JDLQV�PD\�FXUUHQWO\�EH�LQFOXGHG�LQ�WKH�¶QHW

LQFRPH·�RI�WKH�WUXVW�IRU�WD[�SXUSRVHV���,QFRPH�RQO\�EHQHILFLDULHV�FRXOG�EH

DVVHVVHG�RQ�VXFK�FDSLWDO�JDLQV�HYHQ�WKRXJK�WKH\�KDYH�QR�ULJKW�WR�UHFHLYH�WKRVH

JDLQV�XQGHU�WUXVW�ODZ���7KLV�DQRPDO\�ZLOO�EH�DGGUHVVHG�E\�KDYLQJ�VHSDUDWH��EXW

SDUDOOHO��SURYLVLRQV�GHDOLQJ�ZLWK�D�EHQHILFLDU\·V�HQWLWOHPHQW�WR�WKH�LQFRPH�DQG

FDSLWDO�RI�WKH�WUXVW�

Recommendation

16.11 Trusts for absolutely entitled beneficiaries
disregarded for tax purposes

7KDW�LI�D�WUXVWHH�PHUHO\�KROGV�SURSHUW\�RQ�WUXVW�³�ZLWK�QR�LQWHUHVW�LQ�RU

DFWLYH�GXW\�DV�WR�WKH�PDQDJHPHQW�RI�WKH�WUXVW�SURSHUW\�RWKHU�WKDQ�WR�KROG

HDFK�LWHP�RI�WKDW�SURSHUW\�IRU�WKH�DEVROXWH�EHQHILW�RI�D�VSHFLILF

EHQHILFLDU\�RU�RI�MRLQW�EHQHILFLDULHV��ZKR�KDYH�DQ�DEVROXWH�HQWLWOHPHQW�WR
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WKDW�SURSHUW\�IURP�WKH�RXWVHW�RI�WKH�WUXVW�³�WKH�WUXVW�UHODWLRQVKLS�EH

LJQRUHG�DQG�WKH�DFWV�RI�WKH�WUXVWHH�EH�WUHDWHG�DV�WKRVH�RI�WKH�EHQHILFLDU\

RU�MRLQW�EHQHILFLDULHV�

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������H[SODLQHG�WKDW�LQ�PDQ\�FLUFXPVWDQFHV�D

WUXVWHH�QHYHU�KDV�UHDO�PDQDJHPHQW�RU�FRQWURO�RYHU�WUXVW�SURSHUW\�ZKLFK�LV

DOZD\V�SDVVLYHO\�KHOG�IRU�WKH�EHQHILW�RI�NQRZQ�EHQHILFLDULHV���,Q�VXFK�FDVHV�WKH

WUXVWHH�RQO\�GHDOV�ZLWK�WKH�WUXVW�SURSHUW\�DV�VSHFLILFDOO\�GLUHFWHG�E\�WKH

EHQHILFLDU\�

7UXVWV�RI�WKLV�W\SH�FDQ�DULVH��IRU�H[DPSOH��LQ�UHVSHFW�RI�

� HDFK�SDUFHO�RI�VKDUHV�SXUFKDVHG�E\�D�VWRFNEURNHU��DQG

� HDFK�SURSHUW\�WUDQVDFWLRQ�GHDOW�ZLWK�WKURXJK�WUXVW�DFFRXQWV�PDLQWDLQHG�E\

VRPH�SURIHVVLRQV��VXFK�DV�ODZ\HUV��DFFRXQWDQWV�DQG�UHDO�HVWDWH�DJHQWV��

,Q�WKHVH�FLUFXPVWDQFHV�WKH�DFWV�RI�WKH�WUXVWHH�VKRXOG�EH�WUHDWHG�IRU�WD[

SXUSRVHV�DV�WKH�DFWV�RI�WKH�UHDO�HFRQRPLF�RZQHU��WKH�EHQHILFLDULHV�

'UDZLQJ�D�FOHDU�OLQH�EHWZHHQ�WKLV�W\SH�RI�WUXVW�DQG�PDQ\�RWKHU�WUXVW

DUUDQJHPHQWV�LV�RIWHQ�GLIILFXOW��SDUWLFXODUO\�ZKHQ�WKHUH�LV�PRUH�WKDQ�RQH

EHQHILFLDU\���$Q\�IL[HG�WUXVW�IRU�DGXOW�EHQHILFLDULHV�ZKR�DUH�QRW�XQGHU�D�OHJDO

GLVDELOLW\�PD\�IDOO�ZLWKLQ�WKH�DERYH�GHVFULSWLRQ�DV�WKRVH�EHQHILFLDULHV�ZLOO

FROOHFWLYHO\�KDYH�WKH�SRZHU�WR�GLUHFW�WKH�DFWLYLWLHV�RI�WKH�WUXVWHH�

,Q�RUGHU�WR�PDLQWDLQ�WKH�LQWHJULW\�RI�WKH�HQWLW\�WD[�UHJLPH��DQG�WR�VLPSOLI\�WKH

OHJLVODWLYH�UXOHV��WKH�H[FHSWLRQ�ZLOO�DSSO\�ZKHUH�D�VLQJOH�EHQHILFLDU\�LV�DEVROXWHO\

HQWLWOHG�WR�WKH�SDUWLFXODU�DVVHW�IURP�WKH�RXWVHW�RI�WKH�WUXVW���7KH�H[FHSWLRQ�ZLOO

DOVR�DSSO\�ZKHUH�EHQHILFLDULHV�DUH�DEVROXWHO\�HQWLWOHG�WR�WKH�SDUWLFXODU�DVVHW�DV

MRLQW�RZQHUV�IURP�WKH�RXWVHW�RI�WKH�WUXVW�DQG�XQGHU�LWV�WHUPV���$Q�H[DPSOH

ZRXOG�EH�D�VWRFNEURNHU�KROGLQJ�D�SDUFHO�RI�VKDUHV�DV�QRPLQHH�IRU�D�FRXSOH

RZQLQJ�WKH�VKDUHV�MRLQWO\�

Recommendation

16.12 Bank accounts of minors excluded from entity taxation

7KDW�WKH�EDQN�DFFRXQW�RI�D�PLQRU��ZKHUH�UHSUHVHQWLQJ�D�WUXVW�LQ�HTXLW\�

QRW�FRPH�ZLWKLQ�WKH�HQWLW\�WD[�UHJLPH�

,Q�PDQ\�VLWXDWLRQV�WKH�EDQN�DFFRXQW�RI�D�PLQRU�ZLOO�DPRXQW��LQ�HTXLW\��WR�D

WUXVW�RI�ZKLFK�WKH�PLQRU�LV�WKH�VROH�EHQHILFLDU\���,I�VXFK�D�WUXVW�H[LVWV��WKH

PLQRU�PD\�EH�OHJDOO\�XQDEOH�WR�FDOO�IRU�WKH�WUXVW�SURSHUW\��WKH�EDQN�EDODQFH��RU

GLUHFW�LWV�DSSOLFDWLRQ���&RQVHTXHQWO\��WKH�PLQRU�ZLOO�QRW�KDYH�DQ�DEVROXWH

HQWLWOHPHQW�WR�WUXVW�SURSHUW\��HYHQ�WKRXJK�LQ�PDQ\�FDVHV�WKH�PLQRU�ZLOO�EH�WKH

HFRQRPLF�RZQHU�RI�WKH�DFFRXQW���7KLV�LV�D�ILQH�OHJDO�GLVWLQFWLRQ WKDW�FRXOG��LQ
WKH DEVHQFH�RI�VSHFLILF�WUHDWPHQW��UHVXOW�LQ�PDQ\�EDQN�DFFRXQWV�RI�PLQRUV

EHLQJ�WUHDWHG�DV�HQWLWLHV�
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7KLV�FRXOG�LQ�PDQ\�FDVHV�OHDG�WR�LQFUHDVHG�FRPSOLDQFH�DQG�DGPLQLVWUDWLRQ

FRVWV���$�EDQN�DFFRXQW�VKRXOG�QRW�FRPH�ZLWKLQ�WKH�HQWLW\�WD[�UHJLPH�PHUHO\

EHFDXVH�WKDW�DFFRXQW�LV�D�WUXVW�XQGHU�WKH�ODZ�RI�HTXLW\�

:KHUH�QRW�D�WUXVW�LQ�HTXLW\��WKH�EDQN�DFFRXQW�RI�D�PLQRU�LV�QHFHVVDULO\

H[FOXGHG�IURP�IDOOLQJ�ZLWKLQ�WKH�HQWLW\�WD[�UHJLPH�

Recommendation

16.13 Certain stakeholder arrangements excluded from entity taxation

7KDW�VWDNHKROGHU�DUUDQJHPHQWV�ZKLFK�UHVXOW�LQ�WKH�FUHDWLRQ�RI�D�WUXVW�QRW

EH�WUHDWHG�DV�DQ�HQWLW\�IRU�WD[DWLRQ�SXUSRVHV�XQOHVV�WKH�DUUDQJHPHQW�LV�WR

H[WHQG��RU�LV�UHDVRQDEO\�OLNHO\�WR�H[WHQG��EH\RQG�VL[�PRQWKV�

6RPH�VWDNHKROGHU�DUUDQJHPHQWV�PD\�DPRXQW�WR�D�WUXVW�XQGHU�WKH�ODZ�RI�HTXLW\�

6XFK�D�WUXVW�VKRXOG�EH�VXEMHFW�WR�WKH�HQWLW\�WD[�UHJLPH�XQWLO�DOO�WKH�EHQHILFLDO

LQWHUHVWV�LQ�WKH�WUXVW�SURSHUW\�KDYH�EHHQ�H[WLQJXLVKHG�

7KH�UXOH�ZLOO�RQO\�DSSO\�LI�WKH�WUXVW�ZLOO��RU�LV�OLNHO\�WR��FRQWLQXH�IRU�PRUH�WKDQ

VL[�PRQWKV�DIWHU�LWV�FUHDWLRQ���7KLV�ZLOO�UHGXFH�WKH�QXPEHU�RI�VLWXDWLRQV�LQ

ZKLFK�WKH�UXOH�ZLOO�DSSO\�WR�WUDQVDFWLRQV�VXFK�DV�

� KROGLQJ�VWDNHV�LQ�D�ZDJHU��RU

� KROGLQJ�GHSRVLWV�SULRU�WR�WKH�FRPSOHWLRQ�RI�WKH�VDOH�RI�ODQG�

Recommendation
16.14 Purchaser trusts

7KDW�ZKHUH�PHPEHUV�RI�D�WUXVW�DUH��DV�VXFK��LQ�WKH�SRVLWLRQ�RI

SXUFKDVHUV�RI�WKH�WUXVW�SURSHUW\�XQGHU�DQ�XQFRPSOHWHG�VDOH�RI�WKH

SURSHUW\�

�L� WKH�WUXVW�RI�WKH�SURSHUW\�EH�LJQRUHG��DQG

�LL� WKH�DFWLRQV�RI�WKH�WUXVWHH�EH�WUHDWHG�DV�WKH�DFWLRQV

RI�WKRVH�PHPEHUV�

7UXVWV�RI�WKLV�NLQG�DUH�VLPLODU�WR�VWDNHKROGHU�DUUDQJHPHQWV��EXW�ZLOO�QRW

QHFHVVDULO\�EH�FRYHUHG�E\�WKH�VWDNHKROGHU�UHFRPPHQGDWLRQ���7KH\�DULVH�ZKHQ

DVVHWV�EHLQJ�VROG�DUH�KHOG�LQ�WUXVW�IRU�ERWK�YHQGRU�DQG�SXUFKDVHU�XQWLO�WKH�VDOH

LV�FRPSOHWHG��IRU�LQVWDQFH�E\�WKH�SD\PHQW�RI�LQVWDOPHQWV�RI�SXUFKDVH�SULFH�

7KH\�PD\�DOORZ�IRU�WUDGDELOLW\�RI�WKH�SXUFKDVHU·V�LQWHUHVW�LQ�WKH�WUXVW��VR�WKDW

SXUFKDVH�REOLJDWLRQV�HIIHFWLYHO\�WUDQVIHU�WR�WKH�KROGHU�RI�WKH�LQWHUHVW�IURP�WLPH

WR�WLPH���7KHUH�PD\�EH�EHQHILWV�IRU�WKH�SXUFKDVHU�ZKLOH�WKH�WUXVW�FRQWLQXHV�WR
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KROG�WKH�DVVHW�³�IRU�LQVWDQFH��UHQW��IURP�ODQG�EHLQJ�VROG��RU�GLYLGHQGV��IURP

VKDUHV����7KHVH�EHQHILWV�ZRXOG�EH�WD[HG�WR�WKH�SXUFKDVHU�

Recommendation

16.15 Constructive trusts disregarded for tax purposes

7KDW�FRQVWUXFWLYH�WUXVWV��DQG�DQ\�LQWHUHVW�LQ�VXFK�WUXVWV��EH�LJQRUHG�IRU

WD[DWLRQ�SXUSRVHV�

$Q�RSWLRQ�ZDV�FDQYDVVHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������WR�LJQRUH�IRU

WD[DWLRQ�SXUSRVHV�D�FRQVWUXFWLYH�WUXVW�DQG�DQ\�LQWHUHVW�LQ�VXFK�D�WUXVW�

$�FRQVWUXFWLYH�WUXVW�LV�D�PHDQV�ZKHUHE\�WKH�ODZ�RI�HTXLW\�LPSRVHV�D�OLDELOLW\

XSRQ�D�SHUVRQ�WR�DFFRXQW�IRU�FHUWDLQ�SURSHUW\�DV�LI�WKDW�SHUVRQ�ZHUH�D�WUXVWHH�

2QFH�UHFRJQLVHG�E\�D�FRXUW��WKH�WUXVW�LV�YLHZHG�DV�KDYLQJ�H[LVWHG�IURP�WKH�GDWH

RI�WKH�RULJLQDO�EUHDFK�RU�RWKHU�DFWLRQ�RU�LQDFWLRQ�WKDW�JDYH�ULVH�WR�WKH�ILQGLQJ�RI

D�FRQVWUXFWLYH�WUXVW���7KXV�D�WUXVW�FDQ�H[LVW�HYHQ�WKRXJK�QHLWKHU�WKH�WUXVWHH�QRU

WKH�EHQHILFLDU\�LV�DZDUH�RI�LWV�H[LVWHQFH�

&RQVWUXFWLYH�WUXVWV�FRPH�ZLWKLQ�WKH�SULQFLSOH�WKDW�WUXVWV�WKDW�DULVH�E\�RSHUDWLRQ

RI�ODZ�UDWKHU�WKDQ�E\�WKH�FKRLFH�RI�D�VHWWORU�VKRXOG�EH�H[FOXGHG�IURP�WKH�HQWLW\

WD[�UHJLPH���7KH�FRUUHFW�WUHDWPHQW�ZRXOG�EH�WR�LJQRUH�WKH�FRQVWUXFWLYH�WUXVW�

DQG�DQ\�LQWHUHVW�LQ�WKDW�WUXVW��IRU�WD[DWLRQ�SXUSRVHV���3ULRU�WR�WKH�UHFRJQLWLRQ�RI

WKH�H[LVWHQFH�RI�WKH�WUXVW�E\�D�FRXUW��D�FRQVWUXFWLYH�WUXVWHH�VKRXOG�JHQHUDOO\�EH

WD[HG�DV�LI�WKH�LQFRPH�UHFHLYHG�E\�WKH�WUXVW�ZDV�WKH�WUXVWHH·V�RZQ�LQFRPH�

,QFRPH�UHFHLYHG�E\�WKH�WUXVW�DIWHU�WKH�WUXVW�KDV�EHHQ�UHFRJQLVHG�E\�D�FRXUW

VKRXOG�JHQHUDOO\�EH�WUHDWHG�DV�UHFHLYHG�E\�WKH�EHQHILFLDU\�

2QFH�WKH�FRQVWUXFWLYH�WUXVWHH�SD\V�WKH�EHQHILFLDU\�WKH�LQFRPH�DQG�FDSLWDO�RI

WKH�WUXVW��EDODQFLQJ�DGMXVWPHQWV�VKRXOG�DSSO\�WR�HQVXUH�WKDW�WKH�WD[SD\HU�WKDW

XOWLPDWHO\�EHQHILWV�IURP�WKDW�LQFRPH�DQG�FDSLWDO�SD\V�WKH�WD[�OLDELOLW\�

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������LOOXVWUDWHV�WKH�RSHUDWLRQ�RI�WKH

UHFRPPHQGDWLRQ�WR�LJQRUH�D�FRQVWUXFWLYH�WUXVW�IRU�WD[�SXUSRVHV�

2QH�RI�WKH�SROLF\�LQWHQWLRQV�RI�5HFRPPHQGDWLRQ�������LV�WR�GUDZ�D�GLVWLQFWLRQ

EHWZHHQ�

� WUXVWV�ZKLFK�DULVH�DV�D�FRQVHTXHQFH�RI�WKH�RSHUDWLRQ�RI�WKH�ODZ�ZKHUH�WKH

SDUWLHV�LQYROYHG�GR�QRW�NQRZ��DQG�UHDVRQDEO\�FRXOG�QRW�NQRZ��IURP�WKH

RXWVHW�WKDW�D�WUXVW�ZDV�FUHDWHG��D�FRQVWUXFWLYH�WUXVW���DQG

� WUXVWV�ZKLFK�DULVH�DV�D�FRQVHTXHQFH�RI�WKH�RSHUDWLRQ�RI�WKH�ODZ�ZKHUH�WKH

SDUWLHV�LQYROYHG�NQRZ��RU�UHDVRQDEO\�FRXOG�KDYH�NQRZQ��IURP�WKH�RXWVHW

WKDW�D�WUXVW�ZDV�FUHDWHG�

,I�WKH�SDUWLHV�NQRZ��RU�RXJKW�WR�NQRZ��WKDW�D�WUXVW�KDV�FRPH�LQWR�H[LVWHQFH�WKH\

DUH�DEOH�WR�PHHW�WKH�UHTXLUHPHQWV�RI�WKH�HQWLW\�WD[�UHJLPH���+RZHYHU��LI�WKH
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SDUWLHV�GR�QRW�NQRZ��DQG�FDQQRW�UHDVRQDEO\�EH�H[SHFWHG�WR�NQRZ��WKDW�D�WUXVW

KDV�FRPH�LQWR�H[LVWHQFH�WKH\�DUH�XQDEOH�WR�PHHW�WKH�UHTXLUHPHQWV�RI�WKH�HQWLW\

WD[�UHJLPH���6LPSOLFLW\�DQG�FHUWDLQW\�DUJXH�IRU�D�FOHDU�ERXQGDU\�EHWZHHQ�WKH

WZR�VLWXDWLRQV�

7KH�ODZ�RI�HTXLW\�GUDZV�D�VLPLODU�GLVWLQFWLRQ�EHWZHHQ�D�FRQVWUXFWLYH�WUXVW�DQG�D

UHVXOWLQJ�WUXVW���$�UHVXOWLQJ�WUXVW�FDQ�DULVH�ZKHUH�D�WUXVW�LV�H[SUHVVO\�FUHDWHG�EXW

WKH�H[SUHVV�LQWHUHVWV�RI�EHQHILFLDULHV�GR�QRW�LQFOXGH�DOO�WKH�SRWHQWLDO�EHQHILFLDO

LQWHUHVWV�LQ�WKH�WUXVW�HVWDWH���$�UHVXOWLQJ�WUXVW�PD\�DOVR�DULVH�ZKHQ�WLWOH�WR

SURSHUW\�LV�WUDQVIHUUHG�DQG�WKH�SHUVRQ�PDNLQJ�WKH�WUDQVIHU�GRHV�QRW�LQWHQG�WR

GLVSRVH�RI�WKH�EHQHILFLDO�LQWHUHVW���+RZHYHU��XQGHU�WKH�ODZ�RI�HTXLW\�WKH�SUHFLVH

ERXQGDU\�EHWZHHQ�D�FRQVWUXFWLYH�WUXVW�DQG�D�UHVXOWLQJ�WUXVW�LV�RIWHQ�GLIILFXOW�WR

GUDZ���5DWKHU�WKDQ�UHO\�XSRQ�WKH�HTXLW\�ODZ�GLVWLQFWLRQ�EHWZHHQ�FRQVWUXFWLYH

DQG�UHVXOWLQJ�WUXVWV��D�FOHDU�OHJLVODWLYH�ERXQGDU\�ZLOO�EH�SURYLGHG�IRU�WD[

SXUSRVHV�EHWZHHQ�FRQVWUXFWLYH�WUXVWV�DQG�RWKHU�WUXVWV�

Rationalising the taxation of
partnerships and other joint activities

Recommendation
16.16 Rationalised treatment for partnerships and joint activities

‘Fractional interest’ approach the default treatment

�D� 7KDW��DV�WKH�VWDQGDUG�WUHDWPHQW��D�¶IUDFWLRQDO�LQWHUHVW·�DSSURDFK

DSSO\�WR�RUGLQDU\�SDUWQHUVKLSV�DQG�XQLQFRUSRUDWHG�MRLQW�YHQWXUHV

LQ�FDOFXODWLQJ�

�L� PHPEHUV·�VKDUHV�RI�WKH�WD[DEOH�LQFRPH�RU�ORVV�RI�WKH

SDUWQHUVKLS�RU�MRLQW�YHQWXUH��DQG

�LL� JDLQV�RU�ORVVHV�RQ�WKH�GLVSRVDO�RI�LQWHUHVWV�LQ�WKH�SDUWQHUVKLS

RU�MRLQW�YHQWXUH�

Election available to apply ‘joint’ approach

�E� 7KDW�RUGLQDU\�SDUWQHUVKLSV�DQG�XQLQFRUSRUDWHG�MRLQW�YHQWXUHV�KDYH

WKH�RSWLRQ�WR�DSSO\�D�¶MRLQW·�DSSURDFK�WR�VRPH�RU�DOO�RI�WKHLU

WUDQVDFWLRQV�DQG�DVVHWV�LQ�FDOFXODWLQJ�

�L� PHPEHUV·�VKDUHV�RI�WKH�WD[DEOH�LQFRPH�RU�ORVV�RI�WKH

SDUWQHUVKLS�RU�MRLQW�YHQWXUH��DQG

�LL� JDLQV�RU�ORVVHV�RQ�WKH�GLVSRVDO�RI�LQWHUHVWV�LQ�WKH�SDUWQHUVKLS

RU�MRLQW�YHQWXUH�
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Implementation with further consultation

�F� 7KDW�IXUWKHU�FRQVXOWDWLRQ�RQ�GHVLJQ�LVVXHV�DFFRPSDQ\

LPSOHPHQWDWLRQ�RI�WKHVH�UHFRPPHQGDWLRQV�IRU�WKH���������LQFRPH

\HDU�
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,Q�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��WKH�IROORZLQJ�SUREOHPV�DUH

LGHQWLILHG�ZLWK�WKH�FXUUHQW�WUHDWPHQW�RI�SDUWQHUVKLSV�

� WKH�FXUUHQW�FDSLWDO�JDLQV�WD[��&*7��REOLJDWLRQV�DVVRFLDWHG�ZLWK�WKH�IUDFWLRQDO

LQWHUHVW�DSSURDFK�WR�WKH�WD[DWLRQ�RI�SDUWQHUVKLS�DVVHWV�FDQ�EH�GLIILFXOW�WR

FRPSO\�ZLWK��DQG

� WKH�EDODQFLQJ�DGMXVWPHQW�UROORYHU�UHOLHI�IRU�GLVSRVDOV�RI�RZQHUVKLS�LQWHUHVWV

LQ�GHSUHFLDEOH�DVVHWV�³�UHVXOWLQJ�LQ�DQ�¶HQWLW\�VW\OH·�WUHDWPHQW�³�LV�RSHQ�WR

H[SORLWDWLRQ�RU�FDQ�SURGXFH�LQDSSURSULDWH�RXWFRPHV�

� 7KH�EDODQFLQJ�DGMXVWPHQW�UROORYHU�DOORZV�WKH�WUDQVIHU�RI�XQUHDOLVHG�ORVVHV

WR�SXUFKDVHUV��DW�WKH�VDPH�WLPH�WKDW�YHQGRUV�REWDLQ�FRUUHVSRQGLQJ

FDSLWDO�ORVVHV�

� 9DULRXV�WD[�DYRLGDQFH�DFWLYLWLHV�KDYH�GHYHORSHG�IURP�WKHVH�IHDWXUHV�³

LQFOXGLQJ�WKH�DVVLJQPHQW�RI�¶OHDVH�WDLOV·��DGGUHVVHG�E\�WUDQVLWLRQDO

PHDVXUHV�LQ�5HFRPPHQGDWLRQ�������SHQGLQJ�VWUXFWXUDO�UHIRUP�RI�WKH�ODZ

YLD�D�QXPEHU�RI�WKH�5HYLHZ·V�UHFRPPHQGDWLRQV�LQFOXGLQJ

5HFRPPHQGDWLRQ��������

&RPSOLDQFH�SUREOHPV�DULVH�FXUUHQWO\��LQ�SDUW��EHFDXVH�WKH�FDSLWDO�JDLQV�RI�HDFK

SDUWQHU�DUH�DVVHVVHG�VHSDUDWHO\�XQGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�ZKLOH�WKH

¶HQWLW\�VW\OH·�WUHDWPHQW�DSSOLHV�WR�SDUWQHUVKLSV�IRU�DOO�RWKHU�WD[DWLRQ�SXUSRVHV�

&XUUHQW�SUREOHPV�ZLWK�GLVSRVDOV�RI�LQWHUHVWV�LQ�GHSUHFLDEOH�DVVHWV�E\�RQH

SDUWQHU�RFFXU�DV�D�UHVXOW�RI�DOORZLQJ�WKH�EDODQFLQJ�DGMXVWPHQW�UROORYHU�WR

HQVXUH�WKDW�RWKHU�SDUWQHUV�DUH�QRW�DIIHFWHG�E\�WKH�VDOH���7KH�SDUWQHU�VHOOLQJ�WKH

LQWHUHVW�LQ�WKH�DVVHW�LV�WD[HG�FRQFHVVLRQDOO\�FRPSDUHG�ZLWK�D�GLUHFW�LQYHVWRU�LQ

WKH�DVVHW�VXEMHFW�WR�IXOO�EDODQFLQJ�DGMXVWPHQWV�XQGHU�5HFRPPHQGDWLRQ������

,Q�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��WKH�5HYLHZ�FDQYDVVHV�WZR�RSWLRQV

IRU�UHIRUPLQJ�WKH�WUHDWPHQW�RI�SDUWQHUVKLSV��D�IUDFWLRQDO�LQWHUHVW�DSSURDFK�DQG

DQ�¶HQWLW\·�DSSURDFK��QRZ�UHIHUUHG�WR�DV�WKH�¶MRLQW·�DSSURDFK�VR�DV�WR�DYRLG

FRQIXVLRQ�ZLWK�WKH�5HYLHZ·V�VHSDUDWH�UHFRPPHQGDWLRQV�RQ�WKH�WD[DWLRQ�RI

HQWLWLHV��

%RWK�RSWLRQV�DGGUHVV�WKH�FXUUHQW�SUREOHP�ZLWK�UROORYHU�UHOLHI�ZLWKRXW�DIIHFWLQJ

RQJRLQJ�SDUWQHUV�EXW�HDFK�KDV�SRWHQWLDO�GLVDGYDQWDJHV�DV�IROORZV�

� 7KH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�FDQ�LPSRVH�VLJQLILFDQW�UHFRUG�NHHSLQJ

REOLJDWLRQV�ZKHUH�PDQ\�DVVHWV�DUH�LQYROYHG�DQG�SDUWQHUV�FRQWLQXDOO\�FKDQJH�

� 7KH�MRLQW�DSSURDFK�FDQ�GLVDGYDQWDJH�WD[SD\HUV�ZKHUH�WKH\�DFTXLUH�D

SDUWQHUVKLS�LQWHUHVW�DW�D�SULFH�JUHDWHU�WKDQ�WKH�WD[�YDOXHV�DW�WKDW�WLPH�RI�WKH

GHSUHFLDEOH�DVVHWV�RI�WKH�SDUWQHUVKLS�³�WKHLU�GHSUHFLDWLRQ�DOORZDQFHV�GR

QRW�UHIOHFW�WKH�SULFH�SDLG����7KLV�DULVHV�EHFDXVH�RI�WKH�VHSDUDWLRQ�EHWZHHQ

SDUWQHUVKLS�DVVHWV�DQG�LQWHUHVWV�LQ�WKH�SDUWQHUVKLS�³�DV�ZLWK��VD\��FRPSDQ\

DVVHWV�DQG�WKH�VKDUHV�LQ�WKH�FRPSDQ\��
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$OORZLQJ�SDUWQHUVKLSV�WKH�IOH[LELOLW\�RI�DSSO\LQJ�WKH�IUDFWLRQDO�LQWHUHVW

DSSURDFK�WR�VHOHFWHG�DVVHWV��DQG�DVVRFLDWHG�WUDQVDFWLRQV��DQG�WKH�MRLQW

DSSURDFK�WR�WKH�UHPDLQLQJ�DVVHWV�DQG�WUDQVDFWLRQV�³�WKH�¶K\EULG·�DSSURDFK�³

KDV�D�QXPEHU�RI�DGYDQWDJHV���,W�ZLOO�DOORZ�SDUWQHUV�WR�FKRRVH�WKH�PL[�WKDW

PLQLPLVHV�SRWHQWLDO�GLVDGYDQWDJHV�DQG�EHVW�VXLWV�WKHLU�SDUWLFXODU�FLUFXPVWDQFHV�

,W�ZLOO�PHDQ�WKDW�PDQ\�SDUWQHUVKLSV�ZLOO�EH�OLWWOH�DIIHFWHG�E\�WKH�UHIRUPV�DQG

WUDQVLWLRQDO�HIIHFWV�RQ�RWKHUV�ZLOO�EH�PLQLPLVHG�

Fractional interest approach

7KH�RSHUDWLRQ�RI�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�LV�H[SODLQHG�RQ�SDJH�����RI

$�3ODWIRUP�IRU�&RQVXOWDWLRQ�

3DUWQHUV�ZLOO�VHSDUDWHO\�DFFRXQW�IRU�WKHLU�VKDUHV�RI�SDUWQHUVKLS�UHFHLSWV�DQG

SD\PHQWV�DQG�DVVHWV�DQG�OLDELOLWLHV��WKXV�REYLDWLQJ�WKH�QHHG�IRU�WKH�EDODQFLQJ

DGMXVWPHQW�UROORYHU�UHOLHI���2QO\�WKH�SHUVRQ�VHOOLQJ�DQ�LQWHUHVW�LQ�WKH

SDUWQHUVKLS�RU�SDUWQHUVKLS�DVVHW�ZLOO�QHHG�WR�DFFRXQW�IRU�WKH�GLVSRVDO�

&RQWLQXLQJ�RZQHUV�ZLOO�EH�XQDIIHFWHG���$�SXUFKDVHU�RI�DQ�LQWHUHVW�LQ�D

SDUWQHUVKLS�ZLOO�EH�DEOH�WR�FODLP�GHSUHFLDWLRQ�GHGXFWLRQV�EDVHG�RQ�WKH�SULFH

SDLG�IRU�WKH�LQWHUHVWV�LQ�WKH�GHSUHFLDEOH�DVVHWV�RI�WKH�SDUWQHUVKLS�

,Q�SUDFWLFH��SDUWQHUVKLSV�ZLOO�EH�DEOH�WR�SURGXFH�D�VLQJOH�VHW�RI�DFFRXQWV�IRU

SDUWQHUVKLS�UHFHLSWV�DQG�SD\PHQWV��ZLWK�SDUWQHUV�DFFRXQWLQJ�IRU�WKHLU�VKDUH�

:KHUH�WKHUH�DUH�QR�FKDQJHV�LQ�WKH�LQWHUHVWV�RI�SDUWQHUV��LW�ZLOO�EH�SRVVLEOH�WR

NHHS�D�VLQJOH�VHW�RI�UHFRUGV�IRU�SDUWQHUVKLS�DVVHWV���:KHUH�WKHUH�LV�D�FKDQJH�RI

LQWHUHVWV��LW�ZLOO�EH�QHFHVVDU\�IRU�SDUWQHUV�WR�NHHS�D�UHFRUG�RI�WKHLU�LQWHUHVW�LQ

HDFK�SDUWQHUVKLS�DVVHW�DQG��ZKHUH�UHOHYDQW��WR�PDNH�VHSDUDWH�FDOFXODWLRQV�RI

WKHLU�GHSUHFLDWLRQ�FODLPV�

$Q�H[SODQDWLRQ��ZLWK�H[DPSOHV��RI�KRZ�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�ZLOO

ZRUN�LV�LQ�$WWDFKPHQW�%�

Unincorporated joint ventures

$GRSWLRQ�RI�D�FRPSUHKHQVLYH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�ZLOO�DOVR�DGGUHVV�D

QXPEHU�RI�SUREOHPV�ZLWK�WKH�FXUUHQW�WUHDWPHQW�RI�XQLQFRUSRUDWHG�MRLQW

YHQWXUHV���%URDGO\��XQLQFRUSRUDWHG�MRLQW�YHQWXUHV�UHIHU�WR�DVVRFLDWLRQV�RI

SHUVRQV�RU�HQWLWLHV�HLWKHU�MRLQWO\�FDUU\LQJ�RQ�D�EXVLQHVV�DFWLYLW\�RU�MRLQWO\

RZQLQJ�DVVHWV�IRU�EXVLQHVV�XVH��EXW�ZKLFK�GR�QRW�UHFHLYH�LQFRPH�MRLQWO\���7KH

IROORZLQJ�DUH�H[DPSOHV�RI�MRLQW�YHQWXUHV�

� WZR�FRPSDQLHV�MRLQWO\�RSHUDWH�D�FRDO�PLQH�EXW�VHSDUDWHO\�GHDO�ZLWK�WKHLU

VKDUH�RI�SURGXFWLRQ�³�IRU�H[DPSOH��RQH�VHOOV�LWV�VKDUH�ZKLOH�WKH�RWKHU�XVHV

LWV�VKDUH�WR�JHQHUDWH�HOHFWULFLW\�IRU�VDOH�

� WZR�IDUPHUV�MRLQWO\�DFTXLUH�D�WUDFWRU�IRU�XVH�RQ�D�VKDUHG�EDVLV�LQ�WKHLU

VHSDUDWH�EXVLQHVVHV�
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&XUUHQWO\��D�IUDFWLRQDO�LQWHUHVW�DSSURDFK�JHQHUDOO\�DSSOLHV�WR�XQLQFRUSRUDWHG

MRLQW�YHQWXUHV���7KDW�LV��HDFK�MRLQW�YHQWXUHU�VHSDUDWHO\�DFFRXQWV�IRU�LWV�VKDUH�RI

MRLQW�H[SHQGLWXUHV�DQG��ZKHUH�UHOHYDQW��WKH�SURFHHGV�RI�GLVSRVDO�RI�VKDUHV�RI

RXWSXW���6SHFLILF�SUREOHPV�ZLWK�WKH�FXUUHQW�ODZ�LQFOXGH�WKH�IROORZLQJ�LVVXHV�

� $�OLWHUDO�LQWHUSUHWDWLRQ�UHTXLUHV�WKDW�D�WD[SD\HU�RZQ�WKH�ZKROH�RI�DQ�LWHP�RI

SODQW���2Q�WKDW�EDVLV��D�MRLQW�YHQWXUHU�LV�QRW�HQWLWOHG�WR�GHSUHFLDWLRQ

GHGXFWLRQV�EHFDXVH�LW�RZQV�DQ�LQWHUHVW�RQO\���$OVR��DV�WKH�ODZ�GRHV�QRW�GHHP

WKH�MRLQW�YHQWXUH�WR�EH�D�WD[SD\HU��WKH�MRLQW�YHQWXUH�LV�QRW�HQWLWOHG�WR

GHSUHFLDWLRQ�GHGXFWLRQV���$GPLQLVWUDWLYH�SUDFWLFH�KDV�KDG�WR�LQWHUYHQH�WR

DOORZ�MRLQW�YHQWXUHUV�WR�GHSUHFLDWH�WKH�FRVW�RI�LQWHUHVWV�LQ�MRLQWO\�RZQHG

SODQW���7KDW�LVVXH�LV�QRZ�DGGUHVVHG�E\�5HFRPPHQGDWLRQ�����

� 7KH�JHQHUDO�ZRUGLQJ�RI�WKH�EDODQFLQJ�DGMXVWPHQW�UROORYHU�SURYLVLRQV

DFFHVVHG�E\�SDUWQHUVKLSV�PHDQV�WKDW�WKH�SURYLVLRQV�SRWHQWLDOO\�DSSO\

ZKHQHYHU�WKHUH�LV�D�GLVSRVDO�RI�DQ�LQWHUHVW�LQ�DQ�LWHP�RI�SODQW���7KDW�LQFOXGHV

FLUFXPVWDQFHV�ZKHUH�D�MRLQW�YHQWXUHU�GLVSRVHV�RI�DQ�LQWHUHVW�LQ�MRLQW�YHQWXUH

SODQW���7KDW�LV�QRW�FRQVLVWHQW�ZLWK�WKH�JHQHUDO�WUHDWPHQW�RI�MRLQW�YHQWXUHUV

ZKR�RXJKW�WR�EH�DOORZHG�WR�DFFRXQW�VHSDUDWHO\�IRU�WKHLU�LQWHUHVWV�LQ�DVVHWV�

$FFRUGLQJO\��LW�KDV�EHHQ�DGPLQLVWUDWLYH�SUDFWLFH�QRW�WR�DSSO\�WKH�SURYLVLRQV

WR�MRLQW�YHQWXUHV���1HYHUWKHOHVV��VRPH�WD[SD\HUV�KDYH�VRXJKW�WR�KDYH�WKH

SURYLVLRQV�DSSO\�WR�WKHP�ZKHQ�LW�SURGXFHV�D�PRUH�IDYRXUDEOH�WD[�RXWFRPH�

Joint approach

7KH�RSHUDWLRQ�RI�WKH�MRLQW�DSSURDFK�LV�VHW�RXW�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ

�SDJHV�����DQG������

8QGHU�WKH�MRLQW�DSSURDFK��D�SDUWQHUVKLS�ZLOO�FDOFXODWH�LWV�WD[DEOH�LQFRPH�RU�ORVV

DV�LI�LW�ZHUH�D�VLQJOH�WD[SD\HU���,Q�SDUWLFXODU��LW�ZLOO�DFFRXQW�IRU�DOO�JDLQV�DQG

ORVVHV�RQ�WKH�GLVSRVDO�RI�SDUWQHUVKLS�DVVHWV��FXUUHQWO\�SDUWQHUVKLSV�DFFRXQW

RQO\�IRU�QRQ�&*7�JDLQV�DQG�ORVVHV�RQ�DVVHWV�LQ�WKLV�ZD\��

$V�LV�QRZ�WKH�FDVH��WKH�SDUWQHUVKLS�LWVHOI�ZLOO�QRW�EH�OLDEOH�WR�WD[���5DWKHU��HDFK

SDUWQHU�ZLOO�LQFOXGH�WKHLU�VKDUH�RI�WKH�WD[DEOH�LQFRPH�RU�ORVV�LQ�WKHLU�RZQ

UHWXUQ���*DLQV�RU�ORVVHV�GHULYHG�E\�WKH�SDUWQHUVKLS�ZLOO�UHWDLQ�WKHLU�FKDUDFWHU�LQ

WKH�KDQGV�RI�WKH�SDUWQHUV�DQG�ZLOO�EH�WUHDWHG�LQ�WKH�VDPH�PDQQHU�DV�JDLQV�DQG

ORVVHV�GHULYHG�E\�WKH�SDUWQHUV�GLUHFWO\�

8QOLNH�WKH�FXUUHQW�WUHDWPHQW��SDUWQHUV�ZLOO�QRW�EH�UHTXLUHG�WR�DFFRXQW�IRU�WKHLU

LQWHUHVWV�LQ�HDFK�DQG�HYHU\�SDUWQHUVKLS�DVVHW���5DWKHU��D�SDUWQHU·V�LQWHUHVW�LQ�D

SDUWQHUVKLS�ZLOO�EH�WUHDWHG�DV�DQ�DVVHW���7KH�WD[�YDOXH�RI�LQWHUHVWV�LQ

SDUWQHUVKLSV�ZLOO�EH�DGMXVWHG�SHULRGLFDOO\�WR�UHIOHFW�WKH�WD[�YDOXHV�RI�WKH

XQGHUO\LQJ�DVVHWV�RI�WKH�SDUWQHUVKLS���*DLQV�RU�ORVVHV�RQ�WKH�GLVSRVDO�RI�DQ

LQWHUHVW�LQ�D�SDUWQHUVKLS�ZLOO�EH�FDOFXODWHG�E\�FRPSDULQJ�WKH�GLVSRVDO�SURFHHGV

ZLWK�WKH�WD[�YDOXH�RI�WKH�LQWHUHVW�DW�WKH�WLPH�
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%\�WD[LQJ�DQ�RXWJRLQJ�SDUWQHU�RQ�DQ\�XQUHDOLVHG�JDLQV�LQ�UHVSHFW�RI�SDUWQHUVKLS

DVVHWV��WKH�MRLQW�DSSURDFK�DGGUHVVHV�WKH�EDODQFLQJ�DGMXVWPHQW�UROORYHU�LVVXH

ZLWKRXW�FRQWLQXLQJ�SDUWQHUV�EHLQJ�DIIHFWHG���0RUHRYHU��LW�ZLOO�EH�HDVLHU�WR

FRPSO\�ZLWK�WKDQ�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�LI�WKHUH�LV�D�KLJK�UDWH�RI

WXUQRYHU�RI�SDUWQHUV�³�H[DFHUEDWHG�ZKHQ�D�SDUWQHUVKLS�KROGV�D�ODUJH�QXPEHU

RI�DVVHWV�

7KH�SULQFLSDO�GLVDGYDQWDJH�RI�WKH�DSSURDFK�LV�WKH�WD[�WLPLQJ�GLIIHUHQFHV�

UHODWLYH�WR�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK��WKDW�ZLOO�RFFXU�ZKHUH�DQ�LQWHUHVW�LV

DFTXLUHG�LQ�D�SDUWQHUVKLS�WKDW�KROGV�DVVHWV�ZLWK�XQUHDOLVHG�JDLQV���7KH�WD[

YDOXHV�RI�SDUWQHUVKLS�DVVHWV�ZLOO�UHPDLQ�XQFKDQJHG�E\�WKH�FKDQJH�LQ�WKH

PHPEHUVKLS�RI�WKH�SDUWQHUVKLS���$V�D�UHVXOW��WKH�LQFRPLQJ�SDUWQHU·V�VKDUH�RI

GHSUHFLDWLRQ�GHGXFWLRQV��IRU�H[DPSOH��ZLOO�EH�EDVHG�RQ�WKH�XQFKDQJHG�WD[

YDOXHV�RI�WKH�GHSUHFLDEOH�DVVHWV�DQG�QRW�WKH�SULFH�WKDW�WKH�SDUWQHU�SDLG�IRU�DQ

LQWHUHVW�LQ�WKRVH�DVVHWV�

8QOLNH�FRPSDQLHV�DQG�WUXVWV��WKHUH�ZLOO�EH�IXOO�IORZ�WKURXJK�WR�SDUWQHUV�RI

SDUWQHUVKLS�WD[DEOH�LQFRPH�DQG�ORVVHV��ZLWK�WKH�FRQVHTXHQFH�WKDW�WKH�WD[�YDOXH

RI�SDUWQHUVKLS�LQWHUHVWV�ZLOO�UHIOHFW�PRUH�FORVHO\�WKH�WD[�YDOXH�RI�WKH�XQGHUO\LQJ

DVVHWV�RI�WKH�SDUWQHUVKLS�

$Q�H[SODQDWLRQ�ZLWK�H[DPSOHV�RI�KRZ�WKH�MRLQW�DSSURDFK�ZLOO�ZRUN�LV�LQ

$WWDFKPHQW�&�

A hybrid approach

7KH�5HYLHZ�UHFHLYHG�VXJJHVWLRQV�WKDW�DQRWKHU�RSWLRQ�ZRXOG�EH�WR�UHWDLQ�WKH

FXUUHQW�K\EULG�WUHDWPHQW��IUDFWLRQDO�LQWHUHVW�IRU�DVVHWV�ZLWK�FDSLWDO�JDLQV�DQG

MRLQW�WUHDWPHQW�IRU�RWKHU�DVVHWV��DQG�DGGUHVV�WKH�SUREOHPV�ZLWK�WKH�EDODQFLQJ

DGMXVWPHQW�UROORYHU�SURYLVLRQV���7KDW�DSSURDFK�LV�VDLG�WR�KDYH�WKH�IROORZLQJ

DGYDQWDJHV�

� 7KH�FXUUHQW�WUHDWPHQW�LV�QRZ�ZHOO�XQGHUVWRRG�DQG�WD[SD\HUV�DQG�WKHLU

DGYLVHUV�KDYH�GHYHORSHG�DSSURSULDWH�UHFRUG�NHHSLQJ�DLGV�

� 5HFRUG�NHHSLQJ�ZLOO�EH�VLPSOLILHG�XQGHU�WKH�5HYLHZ·V�SURSRVDO�WKDW�IXOO

EDODQFLQJ�DGMXVWPHQWV�DSSO\�RQ�WKH�VDOH�RI�ZDVWLQJ�DVVHWV�³�UHVXOWLQJ�LQ�WKH

H[FHVV�RI�VDOH�SULFH�RYHU�RULJLQDO�FRVW�EHLQJ�DGGHG�GLUHFWO\�WR�WD[DEOH�LQFRPH

DQG�QRW�EHLQJ�WUHDWHG�DV�FDSLWDO�JDLQV���8QGHU�FXUUHQW�SDUWQHUVKLS

DUUDQJHPHQWV��WKDW�ZLOO�H[FOXGH�ZDVWLQJ�DVVHWV�IURP�WKH�IUDFWLRQDO�LQWHUHVW

WUHDWPHQW�

$V�QRWHG��WKH�IUDFWLRQDO�LQWHUHVW�DQG�WKH�MRLQW�DSSURDFK�HDFK�KDV�DGYDQWDJHV

DQG�GLVDGYDQWDJHV�ZKLFK�ZLOO�ZHLJK�GLIIHUHQWO\�GHSHQGLQJ�RQ�WKH�FKDUDFWHULVWLFV

DQG�FLUFXPVWDQFHV�RI�D�SDUWQHUVKLS��LQFOXGLQJ�WKH�W\SHV�RI�DVVHWV�LQYROYHG�

$OORZLQJ�SDUWQHUVKLSV�WR�XVH�WKH�IUDFWLRQDO�DQG�MRLQW�DSSURDFKHV�IRU�GLIIHUHQW

JURXSV�RI�DVVHWV�DQG�DVVRFLDWHG�WUDQVDFWLRQV�³�DV�ZLOO�EH�DYDLODEOH�XQGHU�WKH

UHIRUPHG�K\EULG�DSSURDFK�³�ZLOO�WKHUHIRUH�RIIHU�DGYDQWDJHV�
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� 7LPLQJ�GLIIHUHQFHV�XQGHU�WKH�MRLQW�DSSURDFK�ZLOO�QRW�EH�D�VLJQLILFDQW�IDFWRU

IRU�PDQ\�SDUWQHUVKLS�DVVHWV�VXFK�DV�WUDGLQJ�VWRFN�DQG�GHSUHFLDEOH�DVVHWV�

$FFRUGLQJO\��WD[SD\HUV�PLJKW�SUHIHU�WR�XVH�WKH�MRLQW�DSSURDFK�IRU�WKRVH

DVVHWV�

� 7LPLQJ�GLIIHUHQFHV�PLJKW�EH�PRUH�VLJQLILFDQW�IRU�DSSUHFLDWLQJ�DVVHWV�VXFK�DV

ODQG�DQG�JRRGZLOO��VR�WKDW�WD[SD\HUV�PLJKW�SUHIHU�WR�XVH�WKH�IUDFWLRQDO

LQWHUHVW�DSSURDFK�IRU�WKHP���)RU�H[DPSOH��D�PRUH�UHFHQW�SDUWQHU�ZLOO�WKHQ

EH�OLNHO\�WR�KDYH�D�KLJKHU�FRVW�EDVH�IRU�DQ�LQWHUHVW�LQ�SDUWQHUVKLS�ODQG�WKDQ

DQ�HDUOLHU�SDUWQHU�

5HWDLQLQJ�D��UHIRUPHG��K\EULG�DSSURDFK�ZLOO�DOVR�IDFLOLWDWH�WKH�WUHDWPHQW�RI

DVVHWV�ZKHUH�WKH�LQWHUHVWV�RI�RQH�RU�PRUH�SDUWQHUV�LQ�D�SDUWQHUVKLS�ZHUH

DFTXLUHG�EHIRUH�WKH�LQWURGXFWLRQ�RI�&*7�ZKLOH�WKH�RWKHU�SDUWQHU�RU�SDUWQHUV

DFTXLUHG�WKHLUV�DIWHU�WKH�LQWURGXFWLRQ�RI�&*7���7KH�K\EULG�DSSURDFK�ZLOO�DOORZ

SDUWQHUV�WR�FRQWLQXH�ZLWK�WKH�FXUUHQW�IUDFWLRQDO�LQWHUHVW�DSSURDFK�IRU�SUH�&*7

LQWHUHVWV�LQ�SDUWQHUVKLS�DVVHWV�EXW�WR�DSSO\�D�MRLQW�DSSURDFK�WR�WKHLU�RWKHU

SDUWQHUVKLS�DVVHWV�DQG�WUDGLQJ�DFWLYLWLHV�

8QGHU�VXFK�DQ�HOHFWLYH�K\EULG�DSSURDFK��WKH�WD[DEOH�LQFRPH�RU�ORVV�DVVRFLDWHG

ZLWK�WKH�DJJUHJDWLRQ�RI�DVVHWV�DQG�OLDELOLWLHV�WR�ZKLFK�WKH�MRLQW�DSSURDFK�DSSOLHV

ZLOO�EH�FDOFXODWHG�DV�GHVFULEHG�LQ�$WWDFKPHQW�&���3DUWQHUV�ZLOO�FDOFXODWH�WKH�WD[

YDOXH�IRU�WKHLU�LQWHUHVW�LQ�WKLV�DJJUHJDWLRQ�RI�DVVHWV�

2Q�WKH�GLVSRVDO�RI�DQ�LQWHUHVW�LQ�D�SDUWQHUVKLS��WKH�SDUWQHU�ZLOO�QHHG�WR

DSSRUWLRQ�WKH�GLVSRVDO�SURFHHGV�EHWZHHQ�WKH�WZR�FODVVHV�RI�DVVHWV�³�WKDW�LV�

WKRVH�WR�ZKLFK�WKH�MRLQW�DSSURDFK�DSSOLHV�DQG�WKRVH�WR�ZKLFK�WKH�IUDFWLRQDO

LQWHUHVW�DSSURDFK�DSSOLHV���$Q\�JDLQ�RU�ORVV�RQ�WKH�GLVSRVDO�RI�WKH�LQWHUHVW�LQ

WKH�DJJUHJDWLRQ�RI�DVVHWV�VXEMHFW�WR�WKH�MRLQW�DSSURDFK�ZLOO�EH�FDOFXODWHG�E\

FRPSDULQJ�WKH�SRUWLRQ�RI�WKH�GLVSRVDO�SURFHHGV�DSSOLFDEOH�WR�WKDW�LQWHUHVW�ZLWK

LWV�WD[�YDOXH�DW�WKH�WLPH�

$Q�H[DPSOH�RI�KRZ�DQ�HOHFWLYH�K\EULG�DSSURDFK�FRXOG�ZRUN�LV�JLYHQ�LQ

$WWDFKPHQW�'�

Consultation on transitional and design issues

7KH�VXEPLVVLRQV�UHFHLYHG�RQ�&KDSWHU����RI�$�3ODWIRUP�IRU�&RQVXOWDWLRQ�ZHUH

VXSSRUWLYH�RI�D�MRLQW�DSSURDFK�LI�VXLWDEOH�WUDQVLWLRQDO�UXOHV�FRXOG�EH�GHYHORSHG�

0RUHRYHU��DOORZLQJ�WD[SD\HUV�IOH[LELOLW\�LQ�WHUPV�RI�WUHDWLQJ�DVVHWV�XQGHU�D

K\EULG�DSSURDFK�VKRXOG�PLQLPLVH�WUDQVLWLRQDO�SUREOHPV���1HYHUWKHOHVV��WKH

5HYLHZ�KDV�QRW�EHHQ�DEOH�WR�FRQVXOW�IXOO\�RQ�DOO�WKH�WUDQVLWLRQDO�DQG�GHVLJQ

LVVXHV�DVVRFLDWHG�ZLWK�WKH�UHFRPPHQGDWLRQV���$FFRUGLQJO\��IXUWKHU�FRQVXOWDWLRQ

ZKLOH�LPSOHPHQWLQJ�WKH�QHZ�DUUDQJHPHQWV�LV�UHFRPPHQGHG�

$WWDFKPHQW�(�OLVWV�VRPH�WUDQVLWLRQDO�DQG�GHVLJQ�LVVXHV�WKDW�UHTXLUH

FRQVLGHUDWLRQ�GXULQJ�IXUWKHU�FRQVXOWDWLRQ�
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Attachment A

List of excluded trusts

Trusts in relation to bankruptcy and court trusts

$�WUXVW�ZKHUH�DOO�RI�WKH�SURSHUW\��ZKLFK�LV�WKH�VXEMHFW�RI�WKH�WUXVW��IDOOV�ZLWKLQ

RQH�RU�PRUH�RI�WKH�IROORZLQJ�FLUFXPVWDQFHV�

Bankruptcy

� WKH�SURSHUW\�RI�D�SHUVRQ�ZKR�KDV�EHFRPH�D�EDQNUXSW�KDV�EHHQ�YHVWHG�LQ�WKH

2IILFLDO�7UXVWHH�RU�D�UHJLVWHUHG�WUXVWHH�LQ�%DQNUXSWF\�XQGHU�WKH

%DQNUXSWF\�$FW������

� SURSHUW\�LV�DGPLQLVWHUHG�XQGHU�3DUW�;,�RI�WKH�%DQNUXSWF\�$FW�

Court trusts

� D�FRXUW�RUGHUV�D�WUXVW��RWKHU�WKDQ�D�FKLOG�PDLQWHQDQFH�WUXVW��WR�EH�VHW�XS�WR

SUHVHUYH�WKH�DVVHWV�RI�DQG�RU�SURYLGH�DQ�LQFRPH�VWUHDP�WR��D�SHUVRQ

VXIIHULQJ�D�OHJDO�GLVDELOLW\�

� D�FRXUW�RUGHUV�D�WUXVW�VHW�XS�WR�DGPLQLVWHU�WKH�SURFHHGV�RI�FULPH�RU�VLPLODU

RUGHUV��RU

� PRQH\�RU�SURSHUW\�SDLG�LQWR�D�WUXVW�FRQWUROOHG�E\�D�)HGHUDO�RU�6WDWH�&RXUW�

RU�E\�DQ�RIILFHU�RI�VXFK�D�&RXUW��LQ�UHVSHFW�RI�OLWLJDWLRQ�FRPPHQFHG�LQ�WKDW

&RXUW�

Trusts in respect of legal disability, compensation, death or
necessitous circumstances of a person

$�WUXVW�WKDW�H[LVWV�XQGHU�WKH�ODZ�RI�HTXLW\�VXFK�WKDW�LW�ZRXOG�EH�UHDVRQDEOH�WR

DVVXPH�WKDW�WKH�EHQHILFLDU\��RU�EHQHILFLDULHV��RI�WKH�WUXVW�ZLOO�DFTXLUH�WKH

SURSHUW\�RI�WKH�WUXVW�HVWDWH��RWKHU�WKDQ�DV�WUXVWHH��QR�ODWHU�WKDQ�ZKHQ�WKH�WUXVW

HQGV��SURYLGHG�WKDW�WKH�RQO\�LQFRPH�RI�WKH�WUXVW�ZDV�IURP�RQH�RU�PRUH�RI�WKH

IROORZLQJ�VRXUFHV�

Legal disability

� WKH�HPSOR\PHQW�RI�D�OHJDOO\�LQFDSDFLWDWHG�SHUVRQ��SURYLGHG�WKDW�WKH�OHJDOO\

LQFDSDFLWDWHG�SHUVRQ�LV�WKH�VROH�EHQHILFLDU\�RI�WKH�WUXVW�

� SURSHUW\�WUDQVIHUUHG�WR�WKH�WUXVWHH�VROHO\�IRU�WKH�EHQHILW�RI�D�SHUVRQ�XQGHU�D

OHJDO�GLVDELOLW\��IRU�H[DPSOH��D�FKLOG�XQGHU�WKH�DJH�RI����\HDUV��

� E\�ZD\�RI��RU�LQ�VDWLVIDFWLRQ�RI�D�FODLP�IRU�GDPDJHV�IRU
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� ORVV�E\�WKH�EHQHILFLDU\�RI�SDUHQWDO�VXSSRUW�WKURXJK�GHDWK�RU�LQMXU\��RU

� SHUVRQDO�LQMXU\�WR�WKH�EHQHILFLDU\��DQ\�GLVHDVH�VXIIHUHG�E\�WKH

EHQHILFLDU\�RU�DQ\�LPSDLUPHQW�RI�WKH�EHQHILFLDU\·V�SK\VLFDO�RU�PHQWDO

FRQGLWLRQ�

Compensation

� SXUVXDQW�WR�DQ\�ODZ�UHODWLQJ�WR�ZRUNHUV·�FRPSHQVDWLRQ�

� SXUVXDQW�WR�DQ\�ODZ�UHODWLQJ�WR�WKH�SD\PHQW�RI�FRPSHQVDWLRQ�LQ�UHVSHFW�RI

FULPLQDO�LQMXULHV�

Result of death

� GLUHFWO\�DV�WKH�UHVXOW�RI�WKH�GHDWK�RI�D�SHUVRQ�DQG�XQGHU�WKH�WHUPV�RI�D

SROLF\�RI�OLIH�LQVXUDQFH�RXW�RI�D�SURYLGHQW��EHQHILW��VXSHUDQQXDWLRQ�RU

UHWLUHPHQW�IXQG��SURYLGHG�WKDW�WKH�SURSHUW\�LV�WUDQVIHUUHG�ZLWKLQ�WZR�\HDUV

IURP�WKH�GHDWK�RI�WKH�SHUVRQ�RU�DW�D�ODWHU�GDWH�LI�WKH�&RPPLVVLRQHU�RI

7D[DWLRQ�VR�GHWHUPLQHV��

� GLUHFWO\�E\�DQ�HPSOR\HU�DV�WKH�UHVXOW�RI�WKH�GHDWK�RI�DQ�HPSOR\HH��SURYLGHG

WKDW�WKH�SURSHUW\�LV�WUDQVIHUUHG�ZLWKLQ�WZR�\HDUV�IURP�WKH�GHDWK�RI�WKH

SHUVRQ�RU�DW�D�ODWHU�GDWH�LI�WKH�&RPPLVVLRQHU�RI�7D[DWLRQ�VR�GHWHUPLQHV���RU

Public fund for persons in necessitous circumstances

� RXW�RI�D�SXEOLF�IXQG�HVWDEOLVKHG�DQG�PDLQWDLQHG�H[FOXVLYHO\�IRU�WKH�UHOLHI�RI

SHUVRQV�LQ�QHFHVVLWRXV�FLUFXPVWDQFHV�

Complying superannuation funds

$�FRPSO\LQJ�VXSHUDQQXDWLRQ�IXQG�ZLWKLQ�WKH�PHDQLQJ�RI�VHFWLRQ����RI�WKH

6XSHUDQQXDWLRQ�,QGXVWU\��6XSHUYLVLRQ��$FW�������DQG�D�FRPSO\LQJ�DSSURYHG�GHSRVLW

IXQG�ZLWKLQ�WKH�PHDQLQJ�RI�VHFWLRQ����RI�WKDW�$FW�

Deceased estates

'HFHDVHG�HVWDWHV�SURYLGHG�WKDW�WKH�DGPLQLVWUDWLRQ�LV�FRPSOHWHG�ZLWKLQ�WZR

\HDUV��RU�VXFK�ORQJHU�SHULRG�DV�WKH�&RPPLVVLRQHU�GHWHUPLQHV��IURP�WKH�GDWH�RI

GHDWK�DQG�SURYLGHG�WKDW�WKH\�UHVXOW�IURP�WKH�IROORZLQJ�

� D�ZLOO��D�FRGLFLO��RU�DQ�RUGHU�RI�D�FRXUW�WKDW�YDULHG�RU�PRGLILHG�WKH�SURYLVLRQV

RI�D�ZLOO�RU�FRGLFLO��RU

� DQ�LQWHVWDF\�RU�DQ�RUGHU�RI�D�FRXUW�WKDW�YDULHG�RU�PRGLILHG�WKH�DSSOLFDWLRQ��LQ

UHODWLRQ�WR�WKH�HVWDWH�RI�D�GHFHDVHG�SHUVRQ��RI�WKH�SURYLVLRQV�RI�WKH�ODZ

UHODWLQJ�WR�WKH�GLVWULEXWLRQ�RI�WKH�HVWDWHV�RI�SHUVRQV�ZKR�GLH�LQWHVWDWH.
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Attachment B

How the fractional interest approach will work

8QGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK��SDUWQHUV�ZLOO�DFFRXQW�VHSDUDWHO\�IRU

WKHLU�VKDUHV�RI�SDUWQHUVKLS�UHFHLSWV�DQG�SD\PHQWV��DQG�DVVHWV�DQG�OLDELOLWLHV�

7KH�IROORZLQJ�ZLOO�EH�WKH�LPSOLFDWLRQV�RI�WKDW�DSSURDFK�IRU�SDUWQHUVKLS�DVVHWV�

� :KHQ�D�SDUWQHUVKLS�DFTXLUHV�DQ�DVVHW��HDFK�SDUWQHU�ZLOO�EH�WUHDWHG�DV

DFTXLULQJ�DQ�DVVHW�FRQVLVWLQJ�RI�WKHLU�LQWHUHVW�LQ�WKH�SDUWQHUVKLS�DVVHW���7KH

WD[�YDOXH�RI�HDFK�LQWHUHVW�ZLOO�EH�HTXDO�WR�WKHLU�VKDUH�RI�WKH�FRVW�RI�WKH�DVVHW

WR�WKH�SDUWQHUVKLS�

� :KHQ�D�SHUVRQ�DFTXLUHV�DQ�LQWHUHVW��RU�D�IXUWKHU�LQWHUHVW��LQ�D�SDUWQHUVKLS�

WKH�SHUVRQ�ZLOO�EH�WDNHQ�WR�KDYH�DFTXLUHG�D�SURSRUWLRQDO�LQWHUHVW�LQ�HDFK

SDUWQHUVKLS�DVVHW���7KH�WD[�YDOXH�RI�HDFK�LQWHUHVW�ZLOO�EH�HTXDO�WR�WKH�SRUWLRQ

RI�WKH�WRWDO�SXUFKDVH�SULFH�WKDW�UHODWHV�WR�HDFK�RI�WKRVH�LQWHUHVWV�

� :KHQ�D�SDUWQHUVKLS�GLVSRVHV�RI�DQ�DVVHW��WKH�SDUWQHUV�ZLOO�EH�WUHDWHG�DV

KDYLQJ�GLVSRVHG�RI�WKHLU�LQWHUHVWV�LQ�WKH�DVVHW���7KH�GLVSRVDO�SURFHHGV�ZLOO�EH

DOORFDWHG�WR�WKH�SDUWQHUV�DFFRUGLQJ�WR�WKHLU�LQWHUHVWV�LQ�WKH�SDUWQHUVKLS�DQG

HDFK�ZLOO�FDOFXODWH�VHSDUDWHO\�WKHLU�JDLQ�RU�ORVV�

� :KHQ�D�SDUWQHU�GLVSRVHV�RI�DQ�LQWHUHVW�LQ�D�SDUWQHUVKLS�LQ�ZKROH�RU�LQ�SDUW�

WKH�SDUWQHU�ZLOO�EH�WUHDWHG�DV�KDYLQJ�GLVSRVHG�RI�WKHLU�LQWHUHVWV�LQ�WKH�DVVHWV

RI�WKH�SDUWQHUVKLS�LQ�ZKROH�RU�LQ�SDUW���7KH�GLVSRVDO�SURFHHGV�ZLOO�EH

DOORFDWHG�WR�WKH�LQWHUHVW�LQ�HDFK�DVVHW�DQG�JDLQV�DQG�ORVVHV�ZLOO�EH�ZRUNHG

RXW�DFFRUGLQJO\���7KH�FRQWLQXLQJ�SDUWQHUV�ZLOO�EH�XQDIIHFWHG�

� 7KH�DVVXPSWLRQ�E\�DQ�LQFRPLQJ�SDUWQHU�RI�D�VKDUH�RI�SDUWQHUVKLS�GHEW�ZLOO

FRQVWLWXWH�SDUW�RI�WKH�GLVSRVDO�SURFHHGV�IRU�WKH�SDUWQHU�VHOOLQJ�WKH�LQWHUHVW

DQG�SDUW�RI�WKH�SXUFKDVH�SULFH�IRU�WKH�LQFRPH�SDUWQHU�

Calculating taxable income and capital gains of a partner

$VVXPH�WKH�IROORZLQJ�DUH�WKH�WUDQVDFWLRQV�IRU�WKH�ILUVW�\HDU�IROORZLQJ�WKH

IRUPDWLRQ�RI�WKH�SDUWQHUVKLS�RI�$�DQG�%�
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Table 16.B1 First year transactions for partnership of A and B
Transaction Bank

$
Partner A’s share

$
Partner B’s share

$

Capital contributed 400 200 200

Purchase depreciable asset (100) (50) (50)

Purchase shares (200) (100) (100)

Trading receipts 250 125 125

Trading expenses (110) (55) (55)

Proceeds of sale of shares 240 120 120

Drawings (180) (90) (90)

Entertainment expenses (10) (5) (5)

Closing balance 290 145 145

8QGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK��SDUWQHUV�ZLOO�DFFRXQW�VHSDUDWHO\�IRU

WKHLU�VKDUHV�RI�SDUWQHUVKLS�UHFHLSWV�DQG�SD\PHQWV�

Calculation of partners’ taxable income (other than capital
gains)

Table 16.B2 Partners’ net income
Item Total

$
Partner A’s share

$
Partner B’s share

$

Trading receipts 250 125 125

Trading expenses (110) (55) (55)

Depreciation (40% of $50 each) (40) (20) (20)

Private element of depreciation 20 10 10

Taxable income 120 60 60

Calculation of partners’ capital gain

Table 16.B3 Partners’ capital gain
Item Total

$
Partner A’s share

$
Partner B’s share

$

Proceeds of sale of shares 240 120 120

Cost of shares (200) (100) (100)

Capital gain 40 20 20

Disposal of interests in a partnership

7KH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�WUHDWV�WKH�GLVSRVDO�RI�DQ�LQWHUHVW�LQ�D

SDUWQHUVKLS�DV�D�GLVSRVDO�RI�WKH�SDUWQHU·V�LQWHUHVWV�LQ�WKH�DVVHWV�RI�WKH
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SDUWQHUVKLS���7KDW�UHTXLUHV�WKH�GLVSRVDO�SURFHHGV�WR�EH�DSSRUWLRQHG�EHWZHHQ

WKH�YDULRXV�LQWHUHVWV�

)URP�WKH�DERYH�H[DPSOH��DVVXPH�WKDW�WKH�PDUNHW�YDOXH�RI�WKH�GHSUHFLDEOH�DVVHW

LV�������2Q�WKDW�EDVLV��WKH�PDUNHW�YDOXH�RI�D����SHU�FHQW�LQWHUHVW�LQ�WKH

SDUWQHUVKLS�RI�$�DQG�%�ZLOO�EH�������KDOI�VKDUH�HDFK�RI������FDVK�DQG����

GHSUHFLDEOH�DVVHW����,I�%�VROG�KLV�LQWHUHVW�WR�DQ�LQFRPLQJ�SDUWQHU�&��%�ZLOO

FDOFXODWH�WKH�JDLQ�RQ�GLVSRVDO�DV�IROORZV�

Table 16.B4 Disposal of B’s interest
Total

$
Bank

$
Depreciable asset

$

Disposal proceeds 185 145 40

Tax value (175) (145) (30)

Gain 10 Nil 10

7KH�����WD[�YDOXH�RI�%·V�KDOI�LQWHUHVW�LQ�WKH�GHSUHFLDEOH�DVVHW�ZDV�FDOFXODWHG�DV

�����KDOI�VKDUH�RI������FRVW��OHVV�����GHSUHFLDWLRQ�DOORZHG�DV�D�GHGXFWLRQ�WR�%�

Treatment of partners after a change in the membership of a
partnership

$VVXPH�WKH�IROORZLQJ�DUH�WKH�WUDQVDFWLRQV�IRU�WKH�SDUWQHUVKLS�RI�$�DQG�&�IRU

WKH�\HDU�IROORZLQJ�&·V�HQWU\�LQWR�WKH�SDUWQHUVKLS�

Table 16.B5 First year transaction for partnership of A and C
Item Total

$
Partner A’s share

$
Partner C’s share

$

Opening balance 290 145 145

Purchase shares (300) (150) (150)

Trading receipts 200 100 100

Trading expenses (100) (50) (50)

Sale of depreciable asset 80 40 40

Drawings (300) (150) (150)

Entertainment expenses (20) (10) (10)

Closing balance (150) (75) (75)
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Calculation of partners’ taxable income

Table 16.B6 Taxable income of A and C
Item Total

$
Partner A’s share

$
Partner C’s Share

$

Trading receipts 200 100 100

Trading expenses (100) (50) (50)

Gain on sale of depreciable asset 10 10 Nil

Taxable income 110 60 50

7KH�JDLQ�RQ�VDOH�RI�WKH�GHSUHFLDEOH�DVVHW�LV�FDOFXODWHG�DV�IROORZV�

Table 16.B7 Gain on disposal of depreciable asset
Item Partner A

$
Partner C

$

Share of proceeds of disposal of depreciable asset 40 40

Tax value of 50% interest (30) (40)

Gain on sale of depreciable asset 10 Nil

Moving to a fractional interest approach

$V�D�WUDQVLWLRQDO�LVVXH��SDUWQHUV�ZKR�HOHFW�IRU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK

ZLOO�QHHG�WR�HVWDEOLVK�WKH�WD[�YDOXHV�RI�WKHLU�LQWHUHVWV�LQ�SDUWQHUVKLS�DVVHWV�

7KH\�DUH�FXUUHQWO\�UHTXLUHG�WR�NHHS�D�UHFRUG�RI�WKH�WD[�YDOXHV�RI�PRVW�DVVHWV

IRU�&*7�SXUSRVHV�DQG�WKH\�ZLOO�FRQWLQXH�ZLWK�WKRVH�YDOXHV�

7KH�WD[�YDOXH�RI�D�SDUWQHU·V�LQWHUHVWV�LQ�WUDGLQJ�VWRFN�DQG�GHSUHFLDEOH�DVVHWV�ZLOO

EH�EDVHG�RQ�WKH�SDUWQHU·V�VKDUH�RI�WKH�WD[�YDOXH�RI�WKRVH�DVVHWV�LQ�WKH�KDQGV�RI

WKH�SDUWQHUVKLS���,Q�SDUWLFXODU��WKH�WD[�YDOXH�RI�LQWHUHVWV�LQ�SDUWQHUVKLS

GHSUHFLDEOH�DVVHWV�ZLOO�EH�FDOFXODWHG�E\�UHIHUHQFH�WR�D�SDUWQHU·V�VKDUH�RI�WKH�WD[

ZULWWHQ�GRZQ�YDOXH�RI�WKH�DVVHWV�LQ�WKH�DFFRXQWV�RI�WKH�SDUWQHUVKLS�
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Attachment C

How the joint approach will work

8QGHU�WKH�MRLQW�DSSURDFK��D�SDUWQHUVKLS�ZLOO�FDOFXODWH�LWV�WD[DEOH�LQFRPH�RU�ORVV

DV�LI�LW�ZHUH�D�WD[SD\HU���,Q�SDUWLFXODU��LW�ZLOO�DFFRXQW�IRU�FDSLWDO�JDLQV�DQG�ORVVHV

RQ�WKH�GLVSRVDO�RI�SDUWQHUVKLS�DVVHWV���(DFK�SDUWQHU�ZLOO�LQFOXGH�WKHLU�VKDUH�RI

WKH�WD[DEOH�LQFRPH�RU�ORVV�LQ�WKHLU�RZQ�UHWXUQ���&DSLWDO�JDLQV�RU�ORVVHV�GHULYHG

E\�WKH�SDUWQHUVKLS�ZLOO�UHWDLQ�WKHLU�FKDUDFWHU�LQ�WKH�KDQGV�RI�WKH�SDUWQHUV�DQG

ZLOO�EH�WUHDWHG�LQ�WKH�VDPH�PDQQHU�DV�FDSLWDO�JDLQV�DQG�ORVVHV�GHULYHG�E\�WKH

SDUWQHUV�GLUHFWO\�

3DUWQHUV�ZLOO�QRW�KDYH�WR�DFFRXQW�IRU�LQWHUHVWV�LQ�SDUWQHUVKLS�DVVHWV�DV�WKH\�GR

FXUUHQWO\���5DWKHU��DQ�LQWHUHVW�LQ�D�SDUWQHUVKLS�ZLOO�LWVHOI�EH�DQ�DVVHW�DQG�DQ\

JDLQV�RU�ORVVHV�RQ�WKHLU�GLVSRVDO��LQ�ZKROH�RU�LQ�SDUW��ZLOO�EH�DFFRXQWHG�IRU

GLUHFWO\�

7KH�WD[�YDOXH�RI�LQWHUHVWV�LQ�SDUWQHUVKLSV�ZLOO�EH�DGMXVWHG�WR�UHIOHFW�WKH

IROORZLQJ�

Increases in tax value

� SXUFKDVH�SULFH�

� FDSLWDO�FRQWULEXWLRQV�

� VKDUH�RI�WD[DEOH�LQFRPH�

� VKDUH�RI�QRQ�WD[DEOH�UHFHLSWV��IRU�H[DPSOH��UHFRXSPHQW�RI�SULYDWH�XVH

HOHPHQW�RI�GHSUHFLDWLRQ��

Reductions in tax value

� GUDZLQJV��LQFOXGLQJ�QRQ�GHGXFWLEOH�DPRXQWV�VXFK�DV�SULYDWH�XVH�RI

GHSUHFLDEOH�DVVHWV�DQG�HQWHUWDLQPHQW�H[SHQVHV�

� VKDUH�RI�WD[DWLRQ�ORVVHV�

$�SDUWQHU�ZLOO�EH�DEOH�WR�NHHS�D�VLQJOH�UHFRUG�RI�DOO�LQWHUHVWV�DFTXLUHG�RYHU�WLPH�

7KH�FRVW�RI�DGGLWLRQDO�LQWHUHVWV�ZLOO�EH�DGGHG�WR�WKH�WD[�YDOXH�RI�WKH�H[LVWLQJ

LQWHUHVW���7KH�FRPELQHG�DPRXQW�ZLOO�WKHQ�EH�DGMXVWHG�RYHU�WLPH�DV�GHVFULEHG

DERYH���,I�LQGH[DWLRQ�ZHUH�WR�EH�UHWDLQHG�IRU�WKH�SXUSRVH�RI�GHWHUPLQLQJ�WKH

WD[DEOH�FRPSRQHQW�RI�FDSLWDO�JDLQV��LW�ZLOO�QHHG�WR�EH�FDOFXODWHG�SHULRGLFDOO\�DV

WKH�WD[�YDOXH�RI�DQ�LQWHUHVW�ZDV�DGMXVWHG�XS�DQG�RU�GRZQ�



Section 16:  Flow-through taxation

A Tax System Redesigned 565

Calculating the tax value of interests in partnerships

$�DQG�%�HQWHU�LQWR�SDUWQHUVKLS�DV�HTXDO�SDUWQHUV���7KH�IROORZLQJ�DUH�WKH

WUDQVDFWLRQV�IRU�WKH�ILUVW�\HDU�

Table 16.C1 First year transactions for partnership of A and B
Transaction Bank

$

Depreciable
asset

$

Shares

$

Taxable
income

$

Partner A

$

Partner B

$

Capital contributed 400 (200) (200)

Purchase depreciable
asset (100) 100

Purchase shares (200) 200

Trading receipts 250 (250)

Trading expenses (110) 110

Proceeds of sale of
shares

240 (240)

Drawings (180) 90 90

Entertainment expenses (10) 5 5

Depreciation (40%) (40) 40

Private element of
depreciation (20) 10 10

Allocation of capital
gain

40 (40)

Allocation of taxable
income for year 160 (80) (80)

Closing balances 290 60 Nil Nil (175) (175)

7KH�H[DPSOH�LOOXVWUDWHV�KRZ�WKH�WD[�YDOXH�RI�DQ�LQWHUHVW�ZLOO�EH�FDOFXODWHG���7KH

DJJUHJDWH�RI�WKH�WD[�YDOXHV�RI�WKH�SDUWQHUV·�LQWHUHVWV�������HDFK�IRU�D�WRWDO�RI

������HTXDOV�WKH�VXP�RI�WKH�WD[�YDOXHV�RI�WKH�SDUWQHUVKLS�DVVHWV�������FDVK�DQG

����GHSUHFLDEOH�DVVHW��

,Q�WKH�H[DPSOH��$�DQG�%�ZLOO�HDFK�EH�WD[HG�RQ�����EHLQJ�WKHLU�VKDUH�RI�WKH

SDUWQHUVKLS�WD[DEOH�LQFRPH�RI�������ZKLFK�LQFOXGHV�WKH�FDSLWDO�JDLQ�RI�����

7KDW�LV�WKH�VDPH�RYHUDOO�RXWFRPH�DV�XQGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK��VHH

7DEOHV�%��DQG�%���

Disposal of interests in a partnership

8VLQJ�WKH�DERYH�H[DPSOH��DVVXPH�WKDW�WKH�PDUNHW�YDOXH�RI�WKH�GHSUHFLDEOH

DVVHW�LV�������2Q�WKDW�EDVLV��WKH�PDUNHW�YDOXH�RI�D����SHU�FHQW�LQWHUHVW�LQ�WKH

SDUWQHUVKLS�RI�$�DQG�%�ZLOO�EH�������KDOI�VKDUH�RI������FDVK�DQG����

GHSUHFLDEOH�DVVHW����,I�%�VROG�KLV�RU�KHU�LQWHUHVW�WR�&��%�ZLOO�GHULYH�D�JDLQ�RI����

������VDOH�SULFH�OHVV������WD[�YDOXH����$IWHU�WKH�FKDQJH��$·V����SHU�FHQW�LQWHUHVW

ZLOO�KDYH�D�WD[�YDOXH�RI������ZKLOH�&·V�ZLOO�KDYH�D�WD[�YDOXH�RI������
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Calculating the tax values of acquired interests in partnerships

7KH�FDOFXODWLRQ�RI�WKH�WD[�YDOXH�RI�DQ�DFTXLUHG�LQWHUHVW�LV�WKH�VDPH�DV�DQ�LQLWLDO

LQWHUHVW�H[FHSW�WKDW�WKH�LQFRPLQJ�SDUWQHU·V�LQLWLDO�WD[�YDOXH�LV�EDVHG�RQ�WKH�SULFH

SDLG�ZKLOH�WKH�FRQWLQXLQJ�SDUWQHU·V�UHPDLQV�XQFKDQJHG���$VVXPH�WKH�IROORZLQJ

DUH�WKH�WUDQVDFWLRQV�IRU�WKH�SDUWQHUVKLS�RI�$�DQG�&�IRU�WKH�\HDU�IROORZLQJ�&

HQWHULQJ�WKH�SDUWQHUVKLS�

Table 16.C2 First year transactions for partnership of A and C
Transaction Bank

$

Depreciable
asset

$

Shares

$

Taxable
income

$

Partner A

$

Partner C

$

Opening
balances

290 60 (175) (185)

Purchase shares (300) 300

Trading receipts 200 (200)

Trading expenses (100) 100

Proceeds of sale
depreciable asset 80 (80)

Drawings (300) 150 150

Entertainment
expenses (20) 10 10

Allocation of gain
on disposal of
depreciable asset 20 (20)

Allocation of
taxable income
for year 120 (60) (60)

Closing balances (150) 300 (75) (85)

,Q�WKH�H[DPSOH��$�DQG�&�ZLOO�HDFK�EH�WD[HG�RQ�����EHLQJ�WKHLU�VKDUH�RI�WKH

SDUWQHUVKLS�WD[DEOH�LQFRPH�RI��������7KDW�RXWFRPH�FRQWUDVWV�ZLWK�WKH�RXWFRPH

XQGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�³�ZKHUH��LQ�WKH�VDPH�H[DPSOH��&�GLG

QRW�GHULYH�DQ\�JDLQ�RQ�WKH�GLVSRVDO�RI�WKH�LQWHUHVW�LQ�WKH�GHSUHFLDEOH�DVVHW��VHH

7DEOH�%�����7KLV�GHPRQVWUDWHV�WKH�FRPSDUDWLYH�DGYDQWDJH�RI�WKH�IUDFWLRQDO

LQWHUHVW�DSSURDFK�RYHU�WKH�MRLQW�DSSURDFK�

8QGHU�WKH�MRLQW�DSSURDFK��WKH�WD[�YDOXH�RI�&·V�LQWHUHVW�UHPDLQV�����KLJKHU�WKDQ

$·V��LQ�UHFRJQLWLRQ�RI�WKH�IDFW�WKDW�&�SDLG�IRU�WKH�XQUHDOLVHG�JDLQ�VXEVLVWLQJ�LQ

WKH�GHSUHFLDEOH�DVVHW�DW�WKH�WLPH�&�DFTXLUHG�WKH�LQWHUHVW����&�ZLOO�REWDLQ�WKH

EHQHILW�RI�WKDW�KLJKHU�YDOXH�DW�WKH�WLPH�RI�GLVSRVDO�RI�WKH�LQWHUHVW�

)RU�H[DPSOH��DVVXPH�WKDW�WKH�PDUNHW�YDOXH�RI�WKH�VKDUHV�LV�������PHDQLQJ�WKDW

WKH�PDUNHW�YDOXH�RI�D����SHU�FHQW�LQWHUHVW�LQ�WKH�SDUWQHUVKLS�ZLOO�EH�������KDOI

VKDUH�RI������VKDUHV�OHVV������EDQN�RYHUGUDIW����,I�$�DQG�%�ERWK�VROG�WKHLU

LQWHUHVWV��$·V�JDLQ�ZLOO�EH�����ODUJHU�WKDQ�&·V�
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Attachment D

How an elective hybrid approach could work

$WWDFKPHQWV�$�DQG�%�UHVSHFWLYHO\�H[SODLQ�KRZ�WKH�IUDFWLRQDO�LQWHUHVW�DQG�MRLQW

DSSURDFKHV�ZLOO�ZRUN���7KH�IROORZLQJ�H[SODLQV�KRZ�SDUWQHUV�FRXOG�DSSO\�WKH

MRLQW�DSSURDFK�WR�D�SDUW�RI�WKHLU�LQWHUHVWV�LQ�D�SDUWQHUVKLS�DQG�WKH�IUDFWLRQDO

LQWHUHVW�DSSURDFK�WR�WKH�UHPDLQGHU�

Example 16.D1

;�DQG�<�DUH�HTXDO�SDUWQHUV�LQ�D�SDUWQHUVKLS�WKDW�WKH\�IRUPHG�WR�HVWDEOLVK�D

QHZ�EXVLQHVV���$IWHU�WUDGLQJ�IRU�D�QXPEHU�RI�\HDUV��WKH�SDUWQHUVKLS�EDODQFH

VKHHW�LV�DV�IROORZV�

Cash

$

Land

$

Goodwill

$

Depreciable
Asset 1

$

Depreciable
Asset 2

$

Total

$

50% interest
$

Tax value 100 200 Nil 60 110 470 235

Market value 100 300 250 80 120 850 425

;�DQG�<�DGRSWHG�WKH�MRLQW�DSSURDFK���$V�WKH�SDUWQHUVKLS�LV�DQ�RULJLQDO

SDUWQHUVKLS��WKH�WD[�YDOXH�RI�WKHLU����SHU�FHQW�LQWHUHVWV�ZLOO�EH������HDFK�DQG

WKH�PDUNHW�YDOXH�RI�HDFK�ZLOO�EH��������<�VHOOV�KLV�RU�KHU����SHU�FHQW�LQWHUHVW

LQ�WKH�SDUWQHUVKLS�WR�=�DW�LWV�PDUNHW�YDOXH���<�ZLOO�GHULYH�D�JDLQ�RI�����

������OHVV�������

;�DQG�=�GHFLGH�WKDW�WKH�MRLQW�DSSURDFK�ZLOO�EH�VLPSOHU�IRU�WKHP�IRU�WUDGLQJ

SXUSRVHV�DQG�WKHLU�GHSUHFLDEOH�DVVHWV��DV�WKDW�ZLOO�PHDQ�WKDW�WKH\�FRXOG

SURGXFH�D�VLQJOH�SURILW�DQG�ORVV�DFFRXQW�DQG�GHSUHFLDWLRQ�VFKHGXOH�

+RZHYHU��WKH\�DUH�WKLQNLQJ�RI�VHOOLQJ�WKH�ODQG�DQG�SDUW�RI�WKH�EXVLQHVV�LQ�D

IHZ�\HDUV���$FFRUGLQJO\��LQ�YLHZ�RI�WKH�VLJQLILFDQW�GLVSDULW\�LQ�WKH�UHVSHFWLYH

FRVWV�RI�WKHLU�LQWHUHVWV�LQ�WKH�ODQG�DQG�JRRGZLOO��WKH\�DJUHH�WR�DGRSW�WKH

IUDFWLRQDO�LQWHUHVW�IRU�WKRVH�DVVHWV�

Joint treatment

Initial tax values of assets of partnership of X and Z

7KH�LQLWLDO�WD[�YDOXHV�RI�WKH�DVVHWV�WR�EH�WUHDWHG�E\�;�DQG�=�XQGHU�WKH�MRLQW

DSSURDFK�ZLOO�EH�WKH�VDPH�DV�WKH�WD[�YDOXHV�RI�WKRVH�DVVHWV�LQ�WKH�KDQGV�RI�WKH

IRUPHU�SDUWQHUVKLS�RI�;�DQG�<�LPPHGLDWHO\�EHIRUH�WKH�VDOH�RI�<·V�LQWHUHVW�
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Table 16.D1 Initial tax values of assets subject to the joint approach
Assets of partnership of X and Z Tax value

$

Cash 100

Depreciable asset 1 60

Depreciable asset 2 110

Total 270

Initial tax value of interests in partnership of X and Z
in aggregation of assets subject to the joint approach

7KH�LQLWLDO�WD[�YDOXH�RI�;·V�LQWHUHVW�LQ�WKH�DJJUHJDWLRQ�RI�DVVHWV�VXEMHFW�WR�WKH

MRLQW�DSSURDFK�ZLOO�EH�FDOFXODWHG�E\�UHIHUHQFH�WR�WKH�WD[�YDOXH�RI�WKH�DVVHWV�RI

WKH�IRUPHU�SDUWQHUVKLS�RI�;�DQG�<���,W�ZLOO�EH�FDOFXODWHG�DV�WKH�VXP�RI�;·V

VKDUH�RI�WKH�WD[�YDOXHV�RI�WKRVH�DVVHWV�LQ�WKH�KDQGV�RI�WKH�ROG�SDUWQHUVKLS

LPPHGLDWHO\�EHIRUH�WKH�VDOH�RI�<·V�LQWHUHVW���7KH�LQLWLDO�WD[�YDOXH�RI�=·V�LQWHUHVW

ZLOO�EH�FDOFXODWHG�WKH�VDPH�ZD\�DV�IRU�;�H[FHSW�WKDW�LW�ZLOO�EH�EDVHG�RQ�WKH

SULFH�SDLG�E\�=�IRU�D����SHU�FHQW�LQWHUHVW�LQ�WKRVH�DVVHWV�

Table 16.D2 Initial tax values of interests in aggregated assets
Asset Partner X

$
Partner Z

$

Cash 50 50

Depreciable asset 1 30 40

Depreciable asset 2 55 60

Initial tax value of interests 135 150
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Treatment of subsequent transactions

Calculation of taxable income

Table 16.D3 Taxable income of partners X and Z
Transaction Bank

$

Depreciable
asset 1

$

Depreciable
asset 2

$

Taxable
income

$

Partner X

$

Partner Z

$

Opening
balances 100 60 110 (135) (150)

Trading receipts 200 (200)

Trading
expenses (100) 100

Proceeds of
sale of land 350 (175) (175)

Drawings (400) 200 200

Depreciation (10) (20) 30

Allocation of
taxable income
for year 70 (35) (35)

Closing
balances

150 50 90 Nil (145) 160

,Q�WKH�H[DPSOH��;�DQG�=�ZLOO�HDFK�EH�WD[DEOH�RQ�����EHLQJ�WKHLU�VKDUH�RI�WKH

SDUWQHUVKLS�WD[DEOH�LQFRPH�RI�������7KH�WD[�YDOXH�RI�=·V�LQWHUHVW�UHPDLQV����

KLJKHU�WKDQ�;·V�UHIOHFWLQJ�=·V�KLJKHU�VWDUWLQJ�YDOXH�

Calculation of capital gains

7KH�FDSLWDO�JDLQV�GHULYHG�E\�;�DQG�=�RQ�WKH�VDOH�RI�WKH�ODQG�ZLOO�EH�FDOFXODWHG

XQGHU�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�DV�IROORZV�

Table 16.D4 Partners’ capital gains on disposal of land
Item Partner X

$
Partner Z

$

Share of proceeds of sale of land 175 175

Tax value of 50% interest 100 150

Capital gain 75 25

7KH�H[DPSOH�GHPRQVWUDWHV�WKH�UHODWLYH�DGYDQWDJHV�RI�WKH�MRLQW�DQG�IUDFWLRQDO

LQWHUHVW�DSSURDFKHV���7KH�MRLQW�DSSURDFK�KDV�VLPSOLILHG�WKH�FDOFXODWLRQ�RI

WD[DEOH�LQFRPH���+RZHYHU��WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�KDV�DOORZHG�=�WR

DYRLG�WKH�GLVWRUWLRQ�WKDW�FDQ�DULVH�XQGHU�WKH�MRLQW�DSSURDFK�ZKHUH�WKHUH�DUH

XQUHDOLVHG�JDLQV�LQ�UHVSHFW�RI�SDUWQHUVKLS�DVVHWV�DW�WKH�WLPH�RI�DFTXLULQJ�DQ
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LQWHUHVW���+DG�WKH�ODQG�EHHQ�WUHDWHG�DV�D�SDUWQHUVKLS�DVVHW��=�ZRXOG�KDYH�EHHQ

WD[DEOH�RQ�WKH�VDPH�DPRXQW�DV�;�
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Attachment E

Moving to a joint approach —  transitional and
other design issues

Interests in existing partnerships

Initial tax value of an interest in an existing partnership

,Q�SULQFLSOH��WKH�LQLWLDO�WD[�YDOXH�RI�DQ�LQWHUHVW�LQ�DQ�H[LVWLQJ�SDUWQHUVKLS�ZLOO�EH

WKH�VXP�RI�

� WKH�SDUWQHU·V�VKDUH�RI�WKH�WD[�YDOXH�RI�SDUWQHUVKLS�GHSUHFLDEOH�DVVHWV�DQG

WUDGLQJ�VWRFN�DW�WKH�WLPH��DQG

� WKH�WD[�YDOXHV�RI�WKH�SDUWQHU·V�LQWHUHVWV�LQ�DOO�RWKHU�SDUWQHUVKLS�DVVHWV��IRU

H[DPSOH��ODQG�DQG�JRRGZLOO��

8QGHU�WKH�FXUUHQW�WUHDWPHQW�RI�GHSUHFLDEOH�DVVHWV�IRU�ZKLFK�EDODQFLQJ

DGMXVWPHQWV�DUH�UHTXLUHG�RQ�GLVSRVDO��WKH�H[FHVV�RI�WKH�GLVSRVDO�SURFHHGV�RYHU

WKH�ZULWWHQ�GRZQ�YDOXH�RI�WKH�DVVHWV�DW�WKH�WLPH�LV�DVVHVVDEOH�DV�RUGLQDU\

LQFRPH�WR�WKH�H[WHQW�RI�GHGXFWLRQV�DOORZHG���$Q\�H[FHVV�RI�WKH�GLVSRVDO

SURFHHGV�RYHU�WKH��LQGH[HG��FRVW�EDVH�RI�WKH�DVVHW�LV�D�FDSLWDO�JDLQ�

)RU�SDUWQHUV��WKH�LVVXH�LV�WKH�DSSURSULDWH�DPRXQW�WR�DEVRUE�LQWR�WKH�LQLWLDO�WD[

YDOXH�RI�WKH�LQWHUHVW�LQ�WKH�SDUWQHUVKLS���6LPSO\�DEVRUELQJ�D�SDUWQHU·V�LQWHUHVW�LQ

WKH�ZULWWHQ�GRZQ�YDOXH�RI�GHSUHFLDEOH�DVVHWV�FRXOG�UHVXOW�LQ�PRUH�WD[�EHLQJ

SDLG�WKDQ�XQGHU�WKH�FXUUHQW�UXOHV�ZKHUH�WKH�DVVHW��RU�DQ�LQWHUHVW�LQ�WKH�DVVHW��LV

VROG�IRU�PRUH�WKDQ�LWV�FRVW���+RZHYHU��GHSUHFLDEOH�DVVHWV�WHQG�QRW�WR�DSSUHFLDWH

RYHU�WKHLU�RULJLQDO�FRVW���$FFRUGLQJO\��IRU�VLPSOLFLW\��WD[SD\HUV�PD\�EH�SUHSDUHG

WR�DFFHSW�WD[�ZULWWHQ�GRZQ�YDOXHV�DV�WKH�EDVLV�IRU�ZRUNLQJ�RXW�WKH�WD[�YDOXH�RI

SDUWQHUVKLS�LQWHUHVWV�

Identifying pre-CGT and post-CGT interests of partners

7KH�&*7�VWDWXV�RI�LQWHUHVWV�ZLOO�EH�GHWHUPLQHG�RQ�WKH�EDVLV�RI�ZKHQ�WKH\�ZHUH

DFTXLUHG���7KH�UHFRQVWLWXWLRQ�RI�D�SDUWQHUVKLS�ZLOO�QRW�FKDQJH�WKH�SUH�&*7

VWDWXV�RI�LQWHUHVWV�RI�FRQWLQXLQJ�SDUWQHUV�
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Disposals of pre-CGT interests where accrued gains
in respect of partnership assets relate largely to
post-CGT assets or non-CGT assets

$OORZLQJ�SUH�&*7�LQWHUHVWV�LQ�SDUWQHUVKLSV�ZRXOG�UDLVH�LVVXHV�UHJDUGLQJ�WKH

WUHDWPHQW�RI�WKHLU�GLVSRVDO�ZKHUH�WKH�SDUWQHUVKLS�KHOG�SRVW�&*7�DVVHWV�DQG

QRQ�&*7�DVVHWV�

Options:

� 7D[�WKH�SRUWLRQ�RI�WKH�JDLQ�LQ�UHVSHFW�RI�D�GLVSRVDO�RI�D�SUH�&*7�LQWHUHVW

WKDW�UHODWHG�WR�XQUHDOLVHG�JDLQV�LQ�UHVSHFW�RI�QRQ�SUH�&*7�DVVHWV�DQG�RWKHU

DVVHWV�

� 'HQ\�SUH�&*7�VWDWXV�IRU�LQWHUHVWV�LQ�SDUWQHUVKLSV���5DWKHU��LI�WD[SD\HUV�ZLVK

WR�UHWDLQ�SUH�&*7�VWDWXV�RI�LQWHUHVWV�LQ�DVVHWV��WKH\�VKRXOG�DGRSW�WKH

IUDFWLRQDO�LQWHUHVW�DSSURDFK�IRU�WKRVH�DVVHWV�

Disposals of post-CGT interests in partnerships where assets
of partnership are a mixture of CGT and non-CGT assets

,QWHUHVWV�LQ�SDUWQHUVKLSV�ZLOO�QRW�EH�OLVWHG�DVVHWV�IRU�FDSLWDO�JDLQV�DQG�ORVV

TXDUDQWLQLQJ�WUHDWPHQW���1HYHUWKHOHVV��WKHUH�LV�D�FDVH�IRU�DOORZLQJ�WKH�JDLQ�RU

ORVV�RQ�WKH�GLVSRVDO�RI�DQ�LQWHUHVW�LQ�D�SDUWQHUVKLS�WR�EH�WUHDWHG�FRQVLVWHQWO\

ZLWK�WKH�XQGHUO\LQJ�DVVHWV�

The need for value shifting rules

7KH�MRLQW�DSSURDFK�ZLOO�UHTXLUH�WKH�H[WHQVLRQ�RI�WKH�YDOXH�VKLIWLQJ�UXOHV�WR

SDUWQHUVKLSV�

Treatment of assets in the hands of
existing partnerships

Determining the CGT status of partnership assets
where there are both pre-CGT and post-CGT interests in the
asset

,GHDOO\��SDUWQHUVKLS�DVVHWV�VKRXOG�KDYH�D�VLQJOH�&*7�FKDUDFWHULVWLF�

$OWHUQDWLYHO\��SDUWQHUVKLSV�FRXOG�UHFRUG�WKH�&*7�VWDWXV�RI�SDUWQHUV·�LQWHUHVWV

DQG�DFFRXQW�IRU�WKHP�DV�VXFK�ZKHQ�WKH�SDUWQHUVKLS�GLVSRVHV�RI�WKH�DVVHW�

,I�SDUWQHUVKLSV�DUH�WR�KDYH�SUH�&*7�DVVHWV��WKRVH�DVVHWV�RXJKW�WR�EH

UH�FKDUDFWHULVHG�DV�SRVW�&*7�DVVHWV�DV�SUH�&*7�LQWHUHVWV�DUH�VROG���7KDW�ZRXOG

EH�FRQVLVWHQW�ZLWK�WKH�FXUUHQW�WUHDWPHQW�RI�FRPSDQLHV�DQG�XQLW�WUXVWV�

7KRVH�FRPSOH[LWLHV�FRXOG�EH�DYRLGHG�LQ�RQH�RI�WKH�IROORZLQJ�ZD\V�
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� UHTXLUH�DVVHWV�WR�ZKLFK�WKH�MRLQW�DSSURDFK�DSSOLHV�WR�EH�WUHDWHG�DV�SRVW�&*7

DVVHWV�ZLWK�D�FRVW�EDVH�HTXDO�WR�WKHLU�PDUNHW�YDOXH�DW�WKH�WLPH��RU

� UHTXLUH�WD[SD\HUV�WR�XVH�WKH�IUDFWLRQDO�LQWHUHVW�DSSURDFK�LI�WKH\�ZLVK�WR

UHWDLQ�WKH�SUH�&*7�VWDWXV�RI�WKHLU�LQWHUHVWV�LQ�SDUWQHUVKLS�DVVHWV�

Determining the tax values of post-CGT assets in the hands of
the partnership where partners’ interests in the assets
have different tax values

,GHDOO\��SDUWQHUVKLS�DVVHWV�VKRXOG�KDYH�D�VLQJOH�WD[�YDOXH�

� 3DUWQHUVKLS�WUDGLQJ�VWRFN�DQG�GHSUHFLDEOH�DVVHWV�DOUHDG\�KDYH�D�VLQJOH�WD[

YDOXH�LQ�WKH�KDQGV�RI�WKH�SDUWQHUVKLS���7KDW�VKRXOG�EH�WKH�YDOXH�IRU�WKH

DVVHWV�XQGHU�WKH�MRLQW�DSSURDFK�

� )RU�&*7�DVVHWV��VLPSO\�DJJUHJDWLQJ�WKH�WD[�YDOXHV�RI�SDUWQHUV·�LQWHUHVWV�LQ

DQ�DVVHW�ZLOO�SURGXFH�ZLQQHUV�DQG�ORVHUV�ZKHUH�WKH�YDOXHV�ZHUH�QRW

FRQVRQDQW���$Q�DOWHUQDWLYH�DSSURDFK�ZRXOG�EH�IRU�WKH�SDUWQHUVKLS�WR�UHFRUG

WKH�SDUWQHUV·�GLIIHUHQW�WD[�YDOXHV�DQG�DOORFDWH�DQ\�SURILW�RU�ORVV�ZKHQ�WKH

SDUWQHUVKLS�GLVSRVHV�RI�WKH�DVVHW�DFFRUGLQJ�WR�WKRVH�WD[�YDOXHV�

Other design issues

Treatment of unrealised losses in respect of partnership assets

8QUHDOLVHG�ORVVHV�VKRXOG�QRW�WUDQVIHU�WR�LQFRPLQJ�SDUWQHUV���$Q�RSWLRQ�ZRXOG

EH�WR�WULJJHU�D�GHHPHG�GLVSRVDO�RI�ORVV�DVVHWV�DW�WKH�WLPH�RI�WKH�GLVSRVDO�RI�DQ

LQWHUHVW�LQ�D�SDUWQHUVKLS�VR�WKDW�DQ\�DFFUXHG�ORVVHV�ZLOO�DFFUXH�WR�WKH�H[LVWLQJ

SDUWQHUV�

Treatment of assets introduced into a partnership

$Q�LVVXH�ZLOO�EH�WKH�WUHDWPHQW�RI�DVVHWV�LQWURGXFHG�LQWR�D�SDUWQHUVKLS�³�IRU

H[DPSOH��ZKHUH�D�VROH�WUDGHU�WDNHV�LQ�D�SDUWQHU���2SWLRQV�LQFOXGH�WKH�IROORZLQJ�

� 7UHDW�WKH�DVVHWV�DV�EHLQJ�VROG�WR�WKH�SDUWQHUVKLS�DW�WKHLU�PDUNHW�YDOXH���7KDW

ZRXOG�WD[�WKH�YHQGRU�RQ�DQ\�XQUHDOLVHG�JDLQ�LQ�UHVSHFW�RI�WKH�UHWDLQHG

LQWHUHVW�DQG�FRXOG�EH�VHHQ�WR�EH�LQFRQVLVWHQW�ZLWK�WD[DWLRQ�JHQHUDOO\�RQ�D

UHDOLVDWLRQ�EDVLV���7D[SD\HUV�FRXOG�DYRLG�WKDW�RXWFRPH�E\�DGRSWLQJ�WKH

IUDFWLRQDO�LQWHUHVW�DSSURDFK�

� 7UHDW�WKH�VROH�WUDGHU�DV�LI�DQ�HQWLW\��VR�WKDW�WKH�VROH�WUDGHU�ZLOO�EH�WUHDWHG�DV

GLVSRVLQJ�RI�DQ�LQWHUHVW�LQ�WKDW�HQWLW\���7KH�SDUWQHUVKLS�ZLOO�EH�WUHDWHG�DV

DFTXLULQJ�WKH�DVVHWV�DW�WKHLU�WD[�YDOXHV�LQ�WKH�KDQGV�RI�WKH�VROH�WUDGHU���7KDW

DSSURDFK�ZRXOG�EH�FRQVLVWHQW�ZLWK�WKH�SURSRVHG�WUHDWPHQW�RI�UHFRQVWLWXWHG

SDUWQHUVKLSV�
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Negative tax values of interests in partnerships

%HFDXVH�WKHUH�ZLOO�EH�D�IXOO�IORZ�WKURXJK�RI�SDUWQHUVKLS�QHW�ORVVHV�WR�WKH

SDUWQHUV��LW�ZLOO�EH�SRVVLEOH�IRU�SDUWQHUV�WR�EH�DOORFDWHG�ORVVHV�JUHDWHU�WKDQ�WKH

WD[�YDOXH�RI�WKHLU�LQWHUHVWV�LQ�WKH�SDUWQHUVKLS���7KDW�FRXOG�KDSSHQ�ZKHUH�WKH

PDMRULW\�RI�SDUWQHUVKLS�DVVHWV�DUH�GHSUHFLDEOH�DVVHWV�WKDW�KDYH�EHHQ�IXQGHG�E\

SDUWQHUVKLS�ERUURZLQJV�VR�WKDW�WKH�SDUWQHUV·�LQWHUHVWV�KDYH�ORZ�WD[�YDOXHV���,I

WKH�SDUWQHUVKLS�LQFXUUHG�D�ORVV�IRU�WKH�\HDU�³�IRU�H[DPSOH��GXH�WR�GHSUHFLDWLRQ

GHGXFWLRQV�H[FHHGLQJ�LQFRPH�³�WKH�WD[�YDOXH�RI�WKH�LQWHUHVW�ZLOO�EHFRPH

QHJDWLYH�

Options:

� 'R�QRW�WUHDW�SDUWQHUVKLS�OLDELOLWLHV�DV�SDUW�RI�WKH�SDUWQHUVKLS�VR�WKDW�QHJDWLYH

WD[�YDOXHV�FRXOG�QRW�DULVH�

� 5HFRJQLVH�WKH�FRQFHSW�RI�QHJDWLYH�WD[�YDOXHV�DQG�FDOFXODWH�JDLQV�RQ�WKH

GLVSRVDO�RI�VXFK�LQWHUHVWV�E\�VXPPLQJ�DQ\�GLVSRVDO�SURFHHGV�ZLWK�WKH

DPRXQW�RI�WKH�QHJDWLYH�WD[�YDOXH���)RU�H[DPSOH��LI�D�SDUWQHUVKLS�LQWHUHVW

ZLWK�D�QHJDWLYH�FRVW�EDVH�RI�����ZHUH�VROG�IRU������WKH�JDLQ�ZLOO�EH�����


