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Assessing the need for an
alternative minimum company tax

Recommendation
7.1 Alternative minimum company tax not necessary

7KDW�RQ�WKH�EDVLV�WKH�UHIRUPV�UHFRPPHQGHG�E\�WKH�5HYLHZ�DUH

LPSOHPHQWHG��DQ�DOWHUQDWLYH�PLQLPXP�FRPSDQ\�WD[�LV�MXGJHG

XQQHFHVVDU\�WR�DFKLHYH�HTXLW\�LQ�WKH�$XVWUDOLDQ�WD[DWLRQ�V\VWHP�

Background

$�PLQLPXP�FRPSDQ\�WD[�LQYROYHV�HVWDEOLVKLQJ�D�VHFRQG�WD[�V\VWHP�IRU

FRPSDQLHV�VR�WKDW�WKH\�SD\�WKH�JUHDWHU�RI�WKH�DPRXQW�RI�WD[�FDOFXODWHG�LQ

DFFRUGDQFH�ZLWK�WKLV�V\VWHP�DQG�WKH�RUGLQDU\�WD[�V\VWHP���:KHQ�FRPSDUHG

ZLWK�WKH�RUGLQDU\�WD[�V\VWHP��D�PLQLPXP�FRPSDQ\�WD[�LQYROYHV�D�ORZHU�UDWH�RI

WD[�DSSOLHG�WR�D�EURDGHU�EDVH���7KH�EDVH�LV�EURDGHQHG�E\��HIIHFWLYHO\��DGGLQJ

EDFN�FHUWDLQ�GHGXFWLRQV�DOORZHG�WR�WKH�WD[SD\HU�LQ�FDOFXODWLQJ�RUGLQDU\�WD[�

$�VPDOO�QXPEHU�RI�FRXQWULHV�KDYH�D�PLQLPXP�FRPSDQ\�WD[���,Q�WKH�86$�D

PLQLPXP�FRPSDQ\�WD[�LV�FDOFXODWHG�DW����SHU�FHQW�RI�D�WD[�EDVH

UHFRQVWUXFWXUHG�IURP�WKH�RUGLQDU\�WD[�EDVH���7KH�PLQLPXP�FRPSDQ\�WD[�LQ

,QGLD�LV�GHWHUPLQHG�E\�DSSO\LQJ�WKH�XVXDO�WD[�UDWH�WR����SHU�FHQW�RI�WKH

FRPSDQ\·V�UHSRUWHG�SURILW�DIWHU�DGMXVWPHQWV�IRU�D�QXPEHU�RI�VSHFLILHG�WD[

SUHIHUHQFHV���,Q�2QWDULR�WKH�PLQLPXP�FRPSDQ\�WD[�LV���SHU�FHQW�RI�D�WD[�EDVH

GHULYHG�IURP�WKH�WD[SD\HU·V�UHSRUWHG�SURILW�DIWHU�DGMXVWPHQWV�IRU�PDWWHUV�VXFK

DV�IRUHLJQ�LQFRPH�DQG�GLYLGHQGV���&DQDGD��&ROXPELD��3DNLVWDQ�DQG�9HQH]XHOD

KDYH�D�PLQLPXP�FRPSDQ\�WD[�EDVHG�RQ�RQH�RU�PRUH�RI�QHW�DVVHWV��JURVV�DVVHWV�

FDSLWDO�DQG�JURVV�WXUQRYHU�

$�PLQLPXP�FRPSDQ\�WD[�PD\�EH�XVHG�WR�UHVWULFW�DFFHVV�WR�WD[�SUHIHUHQFHV�WKDW

DUH�DOORZDEOH�XQGHU�WKH�RUGLQDU\�WD[�V\VWHP���,Q�DQ�$XVWUDOLDQ�FRQWH[W��D

PLQLPXP�FRPSDQ\�WD[�ZRXOG�KDYH�WKH�HIIHFW�RI�RYHUULGLQJ�DFFHVV�WR�IHDWXUHV

RI�WKH�WD[DWLRQ�V\VWHP�VXFK�DV�

� WKH�FDUU\�IRUZDUG�RI�WD[�ORVVHV�

� DFFHOHUDWHG�GHSUHFLDWLRQ�

� FRQFHVVLRQDO�WUHDWPHQW�RI�OHDVHV�

� LPPHGLDWH�ZULWH�RII�RI�H[SHQVHV�LQFXUUHG�LQ�IRUHVWU\�HVWDEOLVKPHQW�

� VSHFLILF�SULPDU\�SURGXFHU�SURYLVLRQV�

� LQGH[DWLRQ�RI�FDSLWDO�JDLQV�

� LQYHVWPHQWV�LQ�$XVWUDOLDQ�ILOPV�
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� DYRLGDQFH�RI�GRXEOH�WD[DWLRQ�RQ�IRUHLJQ�HDUQLQJV��DQG

� WKH�UHVHDUFK�DQG�GHYHORSPHQW�FRQFHVVLRQ�

7KH�86$�KDV�RSHUDWHG�D�PLQLPXP�WD[�VLQFH��������,W�DSSOLHV�WR�ERWK

FRPSDQLHV�DQG�LQGLYLGXDO�WD[SD\HUV���7KH�6HQDWH�)LQDQFH�&RPPLWWHH�RI�WKH

8QLWHG�6WDWHV�&RQJUHVV��LQ�LWV�UHSRUW�RQ�WKH�7D[�5HIRUP�$FW�RI�������LQ

VXSSRUWLQJ�WKH�UHWHQWLRQ�RI�D�PLQLPXP�FRPSDQ\�WD[�LQ�WKH�86�WD[�V\VWHP�

«�EHOLHYHG�WKDW�WKH�PLQLPXP�WD[�VKRXOG�VHUYH�RQH�RYHUULGLQJ�REMHFWLYH�

WR�HQVXUH�WKDW�QR�WD[SD\HU�ZLWK�VXEVWDQWLDO�HFRQRPLF�LQFRPH�FDQ�DYRLG

VLJQLILFDQW�WD[�OLDELOLW\�E\�XVLQJ�H[FOXVLRQV��GHGXFWLRQV�DQG�FUHGLWV�

$OWKRXJK�WKHVH�SURYLVLRQV�PD\�SURYLGH�LQFHQWLYHV�IRU�ZRUWK\�JRDOV��WKH\

EHFRPH�FRXQWHUSURGXFWLYH�ZKHQ�WD[SD\HUV�DUH�DOORZHG�WR�XVH�WKHP�WR

DYRLG�YLUWXDOO\�DOO�WD[�OLDELOLW\���7KH�DELOLW\�RI�KLJKO\�SURILWDEOH

FRUSRUDWLRQV�WR�SD\�OLWWOH�RU�QR�WD[�XQGHUPLQHV�UHVSHFW�IRU�WKH�HQWLUH�WD[

V\VWHP�DQG�WKXV��IRU�WKH�LQFHQWLYH�SURYLVLRQV�WKHPVHOYHV���,Q�DGGLWLRQ�

HYHQ�DVLGH�IURP�SXEOLF�SHUFHSWLRQV��WKH�FRPPLWWHH�EHOLHYHV�WKDW�LW�LV

LQKHUHQWO\�XQIDLU�IRU�KLJKO\�SURILWDEOH�FRUSRUDWLRQV�WR�SD\�OLWWOH�RU�QR�WD[

GXH�WR�WKHLU�DELOLW\�WR�XWLOL]H�YDULRXV�WD[�SUHIHUHQFHV���,Q�SDUWLFXODU��ERWK

WKH�SHUFHSWLRQ�DQG�UHDOLW\�RI�XQIDLUQHVV�KDYH�EHHQ�KDUPHG�E\�LQVWDQFHV

LQ�ZKLFK�PDMRU�FRPSDQLHV�KDYH�SDLG�QR�WD[HV�LQ�\HDUV�ZKHQ�WKH\

UHSRUWHG�VXEVWDQWLDO�HDUQLQJV��DQG�PD\�HYHQ�KDYH�SDLG�VXEVWDQWLDO

GLYLGHQGV�WR�VKDUHKROGHUV�

Fundamental reform a preferred alternative

7KH�8QLWHG�6WDWHV�7UHDVXU\�QRWHG�LQ�D������UHSRUW�WR�WKH�3UHVLGHQW��7D[�5HIRUP

IRU�)DLUQHVV��6LPSOLFLW\�DQG�(FRQRPLF�*URZWK��WKDW�PLQLPXP�WD[HV�¶UHIOHFW�DQ

DWWHPSW�WR�PDLQWDLQ�WKH�HTXLW\�DQG�QHXWUDOLW\�RI�D�WD[�V\VWHP�WKDW�LV�ULGGOHG

ZLWK�VSHFLDO�SUHIHUHQFHV���7KH�FRUSRUDWH�PLQLPXP�WD[�ZRXOG�EH�QHFHVVDU\�RQO\

LI�WKH�XQGHUO\LQJ�WD[�SUHIHUHQFHV�ZHUH�UHWDLQHG���%HFDXVH�WKH�«�FRPSUHKHQVLYH

WD[�UHIRUP�SDFNDJH�UHSHDOV�DOPRVW�DOO�VSHFLDO�SUHIHUHQFHV�GLUHFWO\��HYHQWXDO

UHSHDO�RI�WKH�FRUSRUDWH�PLQLPXP�WD[�ZRXOG�EH�SRVVLEOH�·

7KH�5HYLHZ�KDV�SURSRVHG�YDULRXV�PHDVXUHV�ZKLFK��WDNHQ�WRJHWKHU��ZLOO�UHGXFH

VXEVWDQWLDOO\�WKH�FDSDFLW\�IRU�FRPSDQLHV�WR�UHGXFH�WKHLU�QRPLQDO�WD[�OLDELOLWLHV�

DQG�WKHUHIRUH�WKHLU�HIIHFWLYH�WD[�UDWH��E\�WDNLQJ�DGYDQWDJH�RI�WD[�SUHIHUHQFHV�

3ULQFLSDO�DPRQJ�WKHVH�DUH�WKH�UHIRUPV�SURSRVHG�IRU�

� WKH�WD[DWLRQ�RI�ZDVWLQJ�DVVHWV��SDUWLFXODUO\�WKH�DEROLWLRQ�RI�DFFHOHUDWHG

GHSUHFLDWLRQ�IRU�DOO�EXW�VPDOO�EXVLQHVVHV��

� WKH�¶IUHH]LQJ·�RI�LQGH[DWLRQ�IRU�FDSLWDO�JDLQV�

� WKH�DFFUXDO�RI�SD\PHQWV�DVVRFLDWHG�ZLWK�WKH�WD[DWLRQ�RI�OHDVHV�DQG�ULJKWV�

� WKH�WD[�FRQVROLGDWLRQ�RI�FRUSRUDWH�JURXSV�

� WD[LQJ�LQWHU�HQWLW\�GLVWULEXWLRQV��DQG
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� YDOXH�VKLIWLQJ�DQG�ORVV�GXSOLFDWLRQ�PHDVXUHV�RXWVLGH�FRQVROLGDWHG�JURXSV�

$Q�DSSUHFLDWLRQ�RI�WKH�IXOO�UDQJH�RI�PHDVXUHV�FDQ�EH�REWDLQHG�IURP�WKH

UHYHQXH�HVWLPDWH�WDEOHV�LQ�6HFWLRQ����

7KHVH�PHDVXUHV�ZLOO�LPSURYH�WKH�HIILFLHQF\�RI�WKH�RUGLQDU\�WD[�V\VWHP�DQG

UHGXFH�YDULDWLRQV�LQ�HIIHFWLYH�WD[�UDWHV�DFURVV�SURMHFWV�DQG�EHWZHHQ�WD[SD\HUV�

,Q�WKDW�UHJDUG��D�PLQLPXP�FRPSDQ\�WD[�ZRXOG�QRW�DFKLHYH�WKH�HIILFLHQF\�JDLQV

WKDW�DUH�DYDLODEOH�WKURXJK�WKH�UHSHDO�RI�WD[�SUHIHUHQFHV���7KH�PHDVXUHV

SURSRVHG�E\�WKH�5HYLHZ�ZLOO�UHVXOW�LQ�LQYHVWPHQW�LQ�D�PRUH�HIILFLHQW�HFRQRP\

ZLWK�JUHDWHU�DJJUHJDWH�RXWSXW�

Business compliance costs

$�PLQLPXP�FRPSDQ\�WD[�QHFHVVDULO\�LQYROYHV�DGGLWLRQDO�FRPSOH[LW\�DQG

XQFHUWDLQW\�LQ�WKH�WD[�V\VWHP��WR�WKH�H[WHQW�WKDW�LW�UHTXLUHV�WD[SD\HUV�WR

XQGHUWDNH�DGGLWLRQDO�FDOFXODWLRQV�DQG�UHFRUG�NHHSLQJ�WR�IXOILO�WKHLU�PLQLPXP

FRPSDQ\�WD[�REOLJDWLRQV�

7KHVH�DGGLWLRQDO�FRPSOLDQFH�FRVWV�PXVW�EH�LQFXUUHG�E\�DOO�FRPSDQLHV�WR

GHWHUPLQH�LI�WKH\�DUH�OLDEOH�WR�PLQLPXP�FRPSDQ\�WD[��QRW�RQO\�WKRVH�ZKR�DUH

XOWLPDWHO\�OLDEOH�WR�WKH�WD[���7KH�FRPSOLDQFH�EXUGHQ�RI�WKH�PLQLPXP�FRPSDQ\

WD[�LV�SDUWLFXODUO\�VHYHUH�IRU�VPDOO�EXVLQHVV���7KH�86�,QWHUQDO�5HYHQXH�6HUYLFH

KDV�HVWLPDWHG�WKDW�WKH�DYHUDJH�WLPH�WDNHQ�E\�D�WD[SD\HU�WR�FRPSOHWH�DQG�ORGJH

D�PLQLPXP�FRPSDQ\�WD[�IRUP�LV�LQ�WKH�RUGHU�RI����KRXUV��LQFOXGLQJ�UHFRUG

NHHSLQJ�REOLJDWLRQV��

)XUWKHUPRUH��D������VWXG\�E\�WKH�86�*HQHUDO�$FFRXQWLQJ�2IILFH�LQGLFDWHG�WKDW

IURP������WR������

� RQO\�����WR�����SHU�FHQW�RI�FRPSDQLHV�SDLG�PLQLPXP�FRPSDQ\�WD[�LQ�DQ\

JLYHQ�\HDU���)RU�H[DPSOH��LQ�������DERXW��������FRPSDQLHV�SDLG�PLQLPXP

FRPSDQ\�WD[�ZKLOH�VRPH�����PLOOLRQ�FRPSDQLHV�ZHUH�REOLJHG�WR�XQGHUWDNH

WKH�FDOFXODWLRQV�UHTXLUHG�WR�GHWHUPLQH�LI�WKH\�ZHUH�OLDEOH��DQG

� FRPSDQLHV�ZLWK�DVVHWV�H[FHHGLQJ�86�������PLOOLRQ�FRPSULVHG�OHVV�WKDQ

��SHU�FHQW�RI�PLQLPXP�FRPSDQ\�WD[�WD[SD\HUV�DQG�FRQWULEXWHG�DERXW

���SHU�FHQW�RI�PLQLPXP�FRPSDQ\�WD[�UHYHQXH�

$Q�DWWHPSW�KDV�VLQFH�EHHQ�PDGH�WR�DGGUHVV�FRPSOLDQFH�FRVWV�LQ�WKH�86$�E\

H[HPSWLQJ�IURP�SRWHQWLDO�PLQLPXP�FRPSDQ\�WD[�OLDELOLW\�FRPSDQLHV�WKDW�GR

QRW�KDYH�VLJQLILFDQW�DQQXDO�WXUQRYHU���7KH�5HYLHZ�LV�FRQFHUQHG�WR�UHGXFH

FRPSOLDQFH�FRVWV�IRU�DOO�EXVLQHVVHV���,Q�SDUWLFXODU��LQ�UHODWLRQ�WR�VPDOO

EXVLQHVVHV��WD[SD\HUV�ZLWK�DQ�DQQXDO�WXUQRYHU�RI�OHVV�WKDQ����PLOOLRQ�ZLOO�EH

DEOH�WR�HOHFW�LQWR�D�VLPSOLILHG�WD[�V\VWHP��LQFOXGLQJ�D�VWUHDPOLQHG�SRROLQJ

DUUDQJHPHQW�IRU�ZULWLQJ�RII�PRVW�GHSUHFLDEOH�DVVHWV�
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The minimum company tax and tax preferences

7KH�WD[�EDVH�XVHG�WR�FDOFXODWH�D�WD[SD\HU·V�OLDELOLW\�IRU�PLQLPXP�FRPSDQ\�WD[

ZRXOG�QRW�KDYH�UHJDUG�WR�D�QXPEHU�RI�SUHIHUHQFHV�DQG�GHVLJQ�IHDWXUHV�IRXQG

LQ�WKH�RUGLQDU\�WD[�V\VWHP�

,Q�JHQHUDO�WHUPV��WKH�PLQLPXP�FRPSDQ\�WD[�EDVH�ZRXOG�LQYROYH�UHYHUVLQJ

VHOHFWHG�WD[�SUHIHUHQFHV�WR�DSSO\�WKH�ORZHU�PLQLPXP�FRPSDQ\�WD[�UDWH�WR�D

EURDGHU�WD[�EDVH�

$�WD[SD\HU�FRXOG�EH�OLDEOH�WR�SD\�WKH�VDPH�DPRXQW�RI�WD[�XQGHU�ERWK�WKH

RUGLQDU\�WD[�V\VWHP�DQG�WKH�PLQLPXP�FRPSDQ\�WD[�V\VWHP���$Q\�IXUWKHU�XVH�RI

WD[�SUHIHUHQFHV�ZRXOG�FRQWLQXH�WR�UHGXFH�WKH�WD[SD\HU·V�OLDELOLW\�IRU�WD[�XQGHU

WKH�RUGLQDU\�WD[�V\VWHP���+RZHYHU��E\�GHVLJQ��WKH�WD[�SUHIHUHQFH�ZRXOG�QRW

DIIHFW�LWV�LQFRPH�XQGHU�WKH�PLQLPXP�FRPSDQ\�WD[�V\VWHP��DQG�LWV�OLDELOLW\�IRU

PLQLPXP�FRPSDQ\�WD[�ZRXOG�QRW�FKDQJH���&RQVHTXHQWO\��DQ\�UHGXFWLRQ�LQ�WKH

WD[SD\HU·V�OLDELOLW\�XQGHU�WKH�RUGLQDU\�WD[�V\VWHP�ZRXOG�EH�QXOOLILHG�E\�DQ

XQFKDQJHG�OLDELOLW\�IRU�PLQLPXP�FRPSDQ\�WD[���$�PLQLPXP�FRPSDQ\�WD[

ZRXOG�WKHUHIRUH�OLPLW��LQ�DQ�DUELWUDU\�PDQQHU��D�FRPSDQ\·V�FDSDFLW\�WR�DFFHVV�D

UDQJH�RI�WD[�SUHIHUHQFHV�LQFOXGHG�LQ�WKH�RUGLQDU\�WD[�V\VWHP�E\�GHVLJQ��VXFK�DV

WKH�5	'�FRQFHVVLRQDO�GHGXFWLRQ�

$V�QRWHG��WKH�5HYLHZ�KDV�UHFRPPHQGHG�D�ZLGH�UDQJH�RI�WDUJHWHG�VWUXFWXUDO

PHDVXUHV�WKDW�ZLOO�HOLPLQDWH�PDQ\�WD[�SUHIHUHQFHV���7KH�UHPDLQLQJ�WD[

SUHIHUHQFHV�ZLOO�EH�UHWDLQHG�LQ�WKH�WD[DWLRQ�ODZ�DV�D�UHVXOW�RI�GHOLEHUDWH

GHFLVLRQV�

7KH�5HYLHZ�FRQVLGHUV�WKDW�LW�ZRXOG�QRW�EH�FRQVLVWHQW�ZLWK�WKH�SROLF\�UDWLRQDOH

IRU�WKHVH�PHDVXUHV�WR�EOXQW�WKHLU�LQWHQGHG�HIIHFWV�WKRXJK�D�EURDG�EUXVK

PHDVXUH�VXFK�DV�D�PLQLPXP�FRPSDQ\�WD[���,I�PHDVXUHV�VXFK�DV�WKHVH�DUH�WR�EH

UHPRYHG�IURP�WKH�WD[�V\VWHP�WKHQ�WKLV�VKRXOG�EH�DFKLHYHG�GLUHFWO\�DQG

WUDQVSDUHQWO\�

Perceptions behind the minimum company tax

$�PLQLPXP�FRPSDQ\�WD[�LV�D�UHVSRQVH�WR�SHUFHLYHG�LQHTXLW\�LQ�WKH�RUGLQDU\

WD[�V\VWHP���7KH�SHUFHSWLRQ�DULVHV�EHFDXVH�WKH�SXEOLVKHG�ILQDQFLDO�UHSRUWV�RI

VRPH�FRPSDQLHV�LQGLFDWH�WKDW�WKH\�SD\�OLWWOH�RU�QR�WD[�GHVSLWH�KDYLQJ�KLJK

OHYHOV�RI�UHSRUWHG�SURILW���7KLV�RXWFRPH�LV�UHOLHG�RQ�WR�VXSSRUW�WKH�FRQFOXVLRQV

WKDW�WKHUH�DUH�VXEVWDQWLDO�GHYLDWLRQV�EHWZHHQ�WKH�VWDWXWRU\�DQG�HIIHFWLYH�WD[

UDWHV�ERUQH�E\�VRPH�FRPSDQLHV��DQG�WKDW�UHSRUWHG�SURILWV�VKRXOG�EH�XVHG�DV�D

PLQLPXP�FRPSDQ\�WD[�EDVH�

+RZHYHU��WKHVH�FRQFOXVLRQV�DUH�EDVHG�RQ�D�PLVXQGHUVWDQGLQJ�RI�WKH

GLIIHUHQFHV�EHWZHHQ�D�FRPSDQ\·V�WD[DEOH�LQFRPH�DQG�LWV�UHSRUWHG�SURILW�

$�UHFRQFLOLDWLRQ�EHWZHHQ�WKH�RSHUDWLQJ�SURILWV�DQG�WD[DEOH�LQFRPH�IRU���

$XVWUDOLDQ�SXEOLF�FRPSDQLHV�LQ�DJJUHJDWH�LV�SUHVHQWHG�LQ�7DEOH�������7KH�7DEOH
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LQGLFDWHV�WKH�JHQHUDO�QDWXUH�RI�WKH�GLIIHUHQFHV�EHWZHHQ�RSHUDWLQJ�SURILW�DQG

WD[DEOH�LQFRPH���7KH�PDJQLWXGH�RI�WKH�DJJUHJDWH�GLIIHUHQFHV�EHWZHHQ�SURILW

DQG�WD[DEOH�LQFRPH�LV�QRW�VR�ODUJH�DV�WR�VXJJHVW�WKDW�D�PLQLPXP�FRPSDQ\�WD[

LV�QHFHVVDU\�WR�PDLQWDLQ�HTXLW\�LQ�WKH�HQWLW\�WD[DWLRQ�V\VWHP�

Table 7.1 1998 results for 28 Australian public companies
(summary of accounting data)

$m $m

Operating profits before tax 8,650

Add:

Non-deductible depreciation 527

Non-allowable expenditure 395

Quarantined foreign losses 214

Non-deductible interest (RPS) 186

Increase in provisions 101

Amortisation of goodwill/intangibles 94

Attributable foreign income 54 1,571

10,221

Less:

Write-down of assets 619

Non-assessable gains 592

Inter-company dividends 497

Prior year losses brought forward 318

Exempt and other non-assessable income 287

Development and investment allowances 206

Tax differential on non-Australian income 162

R&D deductions (additional 25%) 125

Net timing differences 45

Other 369 3,220

Taxable income 7,001

Source:  BCA/TCA

Differences between taxable income and reported profits

,Q�DGGLWLRQ�WR�VSHFLILF�WD[�SUHIHUHQFHV��VLJQLILFDQW�GLIIHUHQFHV�EHWZHHQ�WKH

DPRXQWV�UHFRUGHG�IRU�ILQDQFLDO�UHSRUWLQJ�DQG�WD[DWLRQ�SXUSRVHV�HQWDLO�

� WKH�LQFOXVLRQ�LQ�UHSRUWHG�SURILWV�RI�GLYLGHQGV�WKDW�KDYH�DOUHDG\�EHHQ�WD[HG

LQ�DQRWKHU�HQWLW\�

� WKH�LQFOXVLRQ�LQ�UHSRUWHG�SURILWV�RI�IRUHLJQ�VRXUFH�LQFRPH�WKDW�KDV�DOUHDG\

EHHQ�WD[HG�LQ�WKH�SODFH�WKDW�LW�ZDV�HDUQHG�

� WKH�FDUU\�IRUZDUG�RI�ORVVHV�IRU�WD[�SXUSRVHV�

� WKH�HIIHFWV�RI�HTXLW\�DFFRXQWLQJ��DQG



Reinforcing integrity and equity

284 A Tax System Redesigned

� WKH�HIIHFW�RI�GLIIHUHQW�UHFRJQLWLRQ�SROLFLHV�DSSOLHG�IRU�ILQDQFLDO�UHSRUWLQJ

DQG�WD[DWLRQ�SXUSRVHV���7KH�5HYLHZ�KDV�UHFRPPHQGHG�D�QXPEHU�RI

FKDQJHV�WR�WKH�WD[DWLRQ�ODZ�WKDW�ZLOO�UHGXFH�WKHVH�SRWHQWLDO�GLIIHUHQFHV

EHWZHHQ�UHSRUWHG�SURILW�DQG�WD[DEOH�LQFRPH��ZKLFK�FXUUHQWO\�LQFOXGH�

� DQ�LWHP�RI�H[SHQGLWXUH�PD\�EH�FODVVLILHG�DV�EHLQJ�RQ�WKH�WD[SD\HU·V

UHYHQXH�DFFRXQW�IRU�WD[DWLRQ�SXUSRVHV��DQG�UHVXOW�LQ�DQ�LPPHGLDWH

GHGXFWLRQ��RU�DV�DQ�DVVHW�IRU�ILQDQFLDO�UHSRUWLQJ�SXUSRVHV��UHTXLULQJ

GHSUHFLDWLRQ�RYHU�D�ORQJHU�SHULRG�

� DQ�DVVHW�PD\�KDYH�GLIIHUHQW�YDOXHV�IRU�ILQDQFLDO�UHSRUWLQJ�DQG�WD[DWLRQ

SXUSRVHV��UHVXOWLQJ�LQ�GLIIHUHQW�DPRXQWV�EHLQJ�DOORZHG�IRU�GHSUHFLDWLRQ�

� GLIIHUHQW�GHSUHFLDWLRQ�PHWKRGV�PD\�EH�XVHG�IRU�ILQDQFLDO�UHSRUWLQJ�DQG

WD[DWLRQ�SXUSRVHV�

� D�ILQDQFLDO�DUUDQJHPHQW�PLJKW�EH�FODVVLILHG�DV�GHEW�IRU�WD[�SXUSRVHV��VR

WKDW�WKH�ILQDQFLQJ�FRVWV�DUH�GHGXFWLEOH�DV�LQWHUHVW��DQG�DV�HTXLW\�IRU

ILQDQFLDO�UHSRUWLQJ�SXUSRVHV��VR�WKDW�WKH�VDPH�FRVWV�DUH�WUHDWHG�DV�D

GLYLGHQG�ZLWKRXW�UHGXFLQJ�UHSRUWHG�SURILW���DQG

� LQFRPH�DULVLQJ�IURP�D�ILQDQFLDO�WUDQVDFWLRQ�PD\�EH�PHDVXUHG�RQ�DQ

DFFUXDOV�EDVLV�IRU�WD[DWLRQ�SXUSRVHV��DQG�PDUNHG�WR�PDUNHW�IRU�ILQDQFLDO

UHSRUWLQJ�SXUSRVHV�

7KH�XVH�RI�HTXLW\�DFFRXQWLQJ�IRU�ILQDQFLDO�UHSRUWLQJ�SXUSRVHV�UHTXLUHV

FRPSDQLHV�WR�FRXQW�WRZDUGV�WKHLU�DFFRXQWLQJ�SURILWV�LQFRPH�HDUQHG�E\�HQWLWLHV

RYHU�ZKLFK�WKH\�KDYH�D�VLJQLILFDQW�LQIOXHQFH��HYHQ�WKRXJK�WKH�HQWLW\�KDV�QRW�\HW

GLVWULEXWHG�WKH�SURILWV�WR�WKH�FRPSDQ\���7KLV�ZLOO�FDXVH�WKH�FRPSDQ\·V�UHSRUWHG

SURILW�WR�H[FHHG�LWV�WD[DEOH�LQFRPH��EHFDXVH�WKH�GLYLGHQGV�ZLOO�RQO\�EH�FRXQWHG

WRZDUGV�WD[DEOH�LQFRPH�ZKHQ�WKH\�DUH�DFWXDOO\�SDLG���7R�WKH�H[WHQW�WKDW�WKH\

DUH�UHWDLQHG�E\�WKH�FRQWUROOHG�HQWLW\��WKH�UHSRUWHG�SURILWV�ZLOO�QHYHU�EH�LQFOXGHG

LQ�WKH�FRPSDQ\·V�WD[DEOH�LQFRPH���(TXLW\�DFFRXQWLQJ�FRXOG�UHVXOW�LQ�VRPH

FRPSDQLHV�QRW�KDYLQJ�WKH�FDSDFLW\�WR�VDWLVI\�WKHLU�OLDELOLW\�IRU�PLQLPXP

FRPSDQ\�WD[�LI�WD[DEOH�LQFRPH�ZDV�DVVHVVHG�RQ�DFFRXQWLQJ�SURILWV�

Reported profits as the minimum company tax base

7KH�XVH�RI�UHSRUWHG�SURILW�DV�WKH�PLQLPXP�FRPSDQ\�WD[�EDVH�KDV�EHHQ

FULWLFLVHG�EHFDXVH�

� LW�ZRXOG�LQYROYH�VLJQLILFDQW�FRPSOLDQFH�FRVWV�IRU�WKH�PDQ\�VPDOO�SURSULHWDU\

FRPSDQLHV�WKDW�DUH�QRW�UHTXLUHG�E\�WKH�&RUSRUDWLRQV�/DZ�WR�SUHSDUH

ILQDQFLDO�VWDWHPHQWV�

� LW�ZRXOG�LQYROYH�DQ�DEGLFDWLRQ�RI�WKH�3DUOLDPHQW·V�UHVSRQVLELOLW\�IRU�WD[DWLRQ

PDWWHUV�WR�WKRVH�UHVSRQVLEOH�IRU�VHWWLQJ�DFFRXQWLQJ�VWDQGDUGV��LQ�UHODWLRQ�WR

WKH�PLQLPXP�FRPSDQ\�WD[�EDVH�

� LW�LV�VXEMHFW�WR�YDULDWLRQV�LQ�ILQDQFLDO�UHSRUWLQJ�SUDFWLFHV�DQG�SROLFLHV

EHWZHHQ�FRPSDQLHV�
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� WKH�DFFRXQWLQJ�VWDQGDUGV�GR�QRW�DSSO\�LQ�WKH�VDPH�ZD\�LQ�GLIIHUHQW

LQGXVWULHV�³�IRU�H[DPSOH�LQ�UHODWLRQ�WR�WKH�YDOXDWLRQ�RI�DVVHWV�E\�LQVXUHUV�

� WKH�DFFRXQWLQJ�VWDQGDUGV�DUH�LQVXIILFLHQWO\�FRPSUHKHQVLYH�LQ�VRPH�DUHDV�³

IRU�H[DPSOH�LQ�UHODWLRQ�WR�ILQDQFLDO�WUDQVDFWLRQV��DQG

� WKH�DFFRXQWLQJ�VWDQGDUGV�GR�QRW�UHTXLUH�WKDW�WUDQVDFWLRQV�EH�PHDVXUHG�RQ

DQ�DUP
V�OHQJWK�EDVLV��WKXV�DOORZLQJ�SURILW�VKLIWLQJ�WKURXJK�SUDFWLFHV�VXFK�DV

WUDQVIHU�SULFLQJ�

:KHQ�DSSOLHG�WR�WKH�PLQLPXP�FRPSDQ\�WD[��WKHVH�IHDWXUHV�RI�UHSRUWHG�SURILW

KDYH�WKH�SRWHQWLDO�WR�LQFUHDVH�WKH�LQHIILFLHQF\�RI�WKH�WD[�V\VWHP�DFURVV�SURMHFWV

DQG�EHWZHHQ�FRPSDQLHV�

&RQFHUQV�KDYH�DOVR�EHHQ�H[SUHVVHG�WKDW�D�PLQLPXP�FRPSDQ\�WD[�EDVHG�RQ

UHSRUWHG�SURILWV�ZRXOG�SURYLGH�DQ�LQFHQWLYH�IRU�FRPSDQLHV�WR�PDQDJH�WKHLU

UHSRUWHG�SURILWV�LQ�RUGHU�WR�DYRLG�D�SRWHQWLDO�WD[�OLDELOLW\���)RU�H[DPSOH�

FRPSDQLHV�PLJKW�UHYDOXH�DVVHWV�LQ�RUGHU�WR�LQFUHDVH�WKHLU�GHSUHFLDWLRQ�H[SHQVH

RU�WR�UHFRUG�D�GHYDOXDWLRQ�GLUHFWO\�DJDLQVW�SURILWV���,Q�DGGLWLRQ�WR�JHQHUDWLQJ

FRPSOLDQFH�FRVWV��WKHVH�UHVSRQVHV�WR�D�PLQLPXP�FRPSDQ\�WD[�GHFUHDVH�WKH

RYHUDOO�TXDOLW\�RI�ILQDQFLDO�UHSRUWLQJ�DQG�UHGXFH�WKH�HIILFLHQF\�RI�WKH�FDSLWDO

PDUNHWV�ZLWK�DGYHUVH�FRQVHTXHQFHV�IRU�WKH�HFRQRP\�DV�D�ZKROH�

7KH�86�PLQLPXP�FRPSDQ\�WD[�RULJLQDOO\�LQFOXGHG�D�FRPSRQHQW�EDVHG�RQ�WKH

WD[SD\HU·V�UHSRUWHG�SURILW���+RZHYHU��FRQFHUQV�WKDW�WKLV�ZRXOG�UHVXOW�LQ

HDUQLQJV�PDQDJHPHQW�E\�WD[SD\HUV�OHG�WR�WKLV�FRPSRQHQW�EHLQJ�UHSODFHG�ZLWK�D

VWDWXWRU\�SUR[\�IRU�UHSRUWHG�SURILW�

Minimum company tax and fairness

$�PLQLPXP�FRPSDQ\�WD[�VHHNV�IDLUQHVV�ZLWKLQ�WKH�WD[�V\VWHP�WKURXJK�D

FRPSURPLVH�EHWZHHQ�HOLPLQDWLQJ�VRPH�RU�DOO�WD[�LQFHQWLYHV�RU�QRW�DOORZLQJ

WKHP�WR�EH�XVHG�WR�¶H[FHVV·�³�LQ�WKH�VHQVH�RI�WKH�JDS�EHWZHHQ�HIIHFWLYH�DQG

QRPLQDO�WD[�UDWHV�

7KH�SULQFLSOH�WKDW�D�WD[�V\VWHP�VKRXOG�EH�HTXLWDEOH�LV�SULPDULO\�GLUHFWHG�DW�LWV

DSSOLFDWLRQ�WR�LQGLYLGXDOV���7KLV�LV�EHFDXVH�WKH�EXUGHQ�RI�FRPSDQ\�WD[HV

XOWLPDWHO\�IDOOV�WR�LQGLYLGXDO�VKDUHKROGHUV��DV�ZHOO�DV�FXVWRPHUV�DQG�ZRUNHUV�

UDWKHU�WKDQ�WKH�FRPSDQ\�RQ�ZKLFK�WKH\�DUH�GLUHFWO\�LPSRVHG���,Q�RUGHU�WR

DVVHVV�ZKHWKHU�D�EXVLQHVV�WD[�V\VWHP�SURPRWHV�IDLUQHVV�RU�HTXLW\�ZLWKLQ�WKH

RYHUDOO�WD[�V\VWHP�LW�LV�WKHUHIRUH�QHFHVVDU\�WR�ORRN�WKURXJK�WKH�EXVLQHVV�WD[

V\VWHP�WR�FRQVLGHU�KRZ�WKH�V\VWHP·V�ILQDO�WD[�EXUGHQ�LV�GLVWULEXWHG�DPRQJ

LQGLYLGXDOV�

,QGLYLGXDOV�XOWLPDWHO\�SD\�WD[�RQ�WKH�HFRQRPLF�LQFRPH�RI�FRPSDQLHV�ZKHQ

WKH\�UHFHLYH�LW�DV�GLYLGHQGV�RU�DV�FDSLWDO�JDLQV�RQ�WKH�UHDOLVDWLRQ�RI�HTXLW\

LQWHUHVWV�
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7KH�86$�RSHUDWHV�D�FODVVLFDO�FRPSDQ\�WD[�V\VWHP�XQGHU�ZKLFK�FRPSDQLHV�DQG

LQGLYLGXDOV�SD\�WD[�RQ�GLYLGHQGV�UHFHLYHG�E\�WKHP�ZLWKRXW�WKH�EHQHILW�RI

IUDQNLQJ�FUHGLWV���,QGLYLGXDO�VKDUHKROGHUV�GR�QRW�WKHUHIRUH�EHQHILW�IURP�WD[HV

SDLG�DW�WKH�FRPSDQ\�OHYHO�

+RZHYHU��XQGHU�$XVWUDOLD·V�LPSXWDWLRQ�V\VWHP��WD[�SDLG�E\�FRPSDQLHV

UHSUHVHQWV�DQ�DGYDQFH�RQ�WKH�WD[�EXUGHQ�ILQDOO\�VDWLVILHG�E\�LQGLYLGXDOV�WKURXJK

WKHLU�SHUVRQDO�WD[DWLRQ�REOLJDWLRQV���7KH�IDLUQHVV�RI�WKH�EXVLQHVV�WD[�V\VWHP�ZLOO

EH�SURPRWHG�E\�PHDVXUHV�LPSURYLQJ�WKH�LQWHJULW\�RI�WKH�GLYLGHQG�LPSXWDWLRQ

V\VWHP��LQFOXGLQJ�WKH�LQWURGXFWLRQ�RI�UHIXQGDEOH�LPSXWDWLRQ�FUHGLWV�DV

SURSRVHG�E\�WKH�*RYHUQPHQW�DQG�UHFRPPHQGHG�E\�WKH�5HYLHZ�

Minimum company tax and anti-avoidance

&RPSDQLHV�WKDW�ZRXOG�EH�UHTXLUHG�WR�SD\�DW�OHDVW�D�PLQLPXP�FRPSDQ\�WD[

ZRXOG�KDYH�QR�LQFHQWLYH�WR�HQJDJH�LQ�DYRLGDQFH�SUDFWLFHV�WKDW�ZRXOG�WDNH�WKHLU

WD[�OLDELOLW\�EHORZ�WKH�PLQLPXP�FRPSDQ\�WD[���$�PLQLPXP�FRPSDQ\�WD[�FRXOG

WKHUHIRUH�KDYH�DQ�LQFLGHQWDO�HIIHFW�RI�UHGXFLQJ�WKH�LQFHQWLYH�IRU�FRPSDQLHV�WR

HQJDJH�LQ�WD[�DYRLGDQFH�SUDFWLFHV��DQG�WKHUHIRUH�WR�GHYRWH�IHZHU�UHVRXUFHV�WR

WKHVH�DFWLYLWLHV���2QH�UHVSRQVH�WR�WKLV�DUJXPHQW�LV�WKDW�D�PLQLPXP�FRPSDQ\

WD[�ZRXOG�PHUHO\�FKDQJH�WKH�DYRLGDQFH�IRFXV�IURP�WKH�RUGLQDU\�WD[�EDVH�WR�WKH

PLQLPXP�FRPSDQ\�WD[�EDVH�

Conclusion

)RU�WKH�UHDVRQV�RXWOLQHG�DERYH�WKH�5HYLHZ�GRHV�QRW�UHFRPPHQG�WKH

LQWURGXFWLRQ�RI�D�PLQLPXP�FRPSDQ\�WD[�V\VWHP�RQ�WKH�EDVLV�WKDW�LWV

UHFRPPHQGDWLRQV�IRU�IXQGDPHQWDO�UHIRUP�RI�WKH�EXVLQHVV�WD[�V\VWHP�DUH

DGRSWHG�

Addressing the alienation of
personal services income

Recommendation
7.2 Payments in respect of personal services

7KDW�ZKHUH�D�FRPSDQ\��WUXVW�RU�SDUWQHUVKLS��WKH�¶LQWHUSRVHG�HQWLW\·��LV�

RU�LV�WR�EH��LQWHUSRVHG�EHWZHHQ�D�SHUVRQ�RU�HQWLW\�UHTXLULQJ�VHUYLFHV��WKH

¶VHUYLFH�UHTXLUHU·��DQG�WKH�LQGLYLGXDO�ZKR�SHUIRUPV�RU�LV�UHVSRQVLEOH�IRU

SHUIRUPLQJ�WKH�VHUYLFHV��WKH�¶VHUYLFH�SURYLGHU·���SD\PHQWV�UHFHLYHG�E\

WKH�LQWHUSRVHG�HQWLW\�LQ�UHVSHFW�RI�WKH�VHUYLFHV�EH�WUHDWHG�IRU�LQFRPH�WD[

SXUSRVHV�DV�WKH�LQFRPH�RI�WKH�VHUYLFH�SURYLGHU�ZKHUH�
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�L� WKH�LQWHUSRVHG�HQWLW\�UHFHLYHV����SHU�FHQW�RU�PRUH�RI�LWV�UHFHLSWV�LQ

UHVSHFW�RI�SHUVRQDO�VHUYLFHV��HLWKHU�GLUHFWO\�RU�LQGLUHFWO\��IURP�RQH

VHUYLFH�UHTXLUHU��RU�DVVRFLDWH�RI�WKDW�VHUYLFH�UHTXLUHU��GXULQJ�WKH

\HDU�RI�LQFRPH��RU

�LL� WKH�VHUYLFHV�DUH�SURYLGHG�WR�WKH�VHUYLFH�UHTXLUHU�LQ�DQ

HPSOR\HH�OLNH�PDQQHU�DV�GHWHUPLQHG�E\�D�UDQJH�RI�VSHFLILF�FULWHULD�

RU

�LLL� WKH�LQWHUSRVHG�HQWLW\�LV�XQDEOH�WR�REWDLQ�IURP�WKH�&RPPLVVLRQHU�RI

7D[DWLRQ�D�GHFLVLRQ�WKDW�WKH����SHU�FHQW�RQH�VHUYLFH�UHTXLUHU�WHVW

LQ�SDUDJUDSK��L��VKRXOG�QRW�DSSO\�

Alienation of income

,W�LV�D�IXQGDPHQWDO�SULQFLSOH�RI�PRVW�WD[�V\VWHPV�WKDW�LQFRPH�GHULYHG�IURP�WKH

SHUVRQDO�H[HUWLRQ�RI�DQ�LQGLYLGXDO�³�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO

VHUYLFHV�³�FDQQRW�EH�DOLHQDWHG���6RPH�FRXQWULHV�LQFOXGLQJ�WKH�86��8.�DQG

&DQDGD�KDYH�OHJLVODWLYH�UXOHV�WR�HQVXUH�WKLV�RXWFRPH���2WKHUV�KRZHYHU�

LQFOXGLQJ�$XVWUDOLD��UHO\�RQ�FRPPRQ�ODZ�UXOHV��DQG�LQ�RXU�FDVH��RQ�WKH�JHQHUDO

DQWL�DYRLGDQFH�UXOH�LQ�3DUW�,9$��WR�WKH�VDPH�HQG�RQ�D�FDVH�E\�FDVH�DSSURDFK�

:KHUH�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�DUH�PDGH�WR�DQ�LQGLYLGXDO

WKURXJK�DQ�LQWHUSRVHG�HQWLW\��WD[�PD\�EH�DYRLGHG�E\�LQFRPH�DOLHQDWLRQ���7KH

SD\PHQWV�DUH�GLYHUWHG�WR�WKH�LQWHUSRVHG�HQWLW\��ZKLFK�LV�WKHQ�XVHG�DV�D�YHKLFOH

WR�VKDUH�ZLWK�UHODWHG�SDUWLHV�ZKDW�LV�LQFRPH�RI�WKH�LQGLYLGXDO���7KH�FUHDWLRQ�RI

WKHVH�VWUXFWXUHV�IRU�SURYLGLQJ�SHUVRQDO�VHUYLFHV�DOVR�JLYHV�ULVH�WR�D�SHUFHSWLRQ

WKDW�D�JUHDWHU�UDQJH�RI�VR�FDOOHG�EXVLQHVV�GHGXFWLRQV�DUH�DYDLODEOH�ZKLFK�ZRXOG

QRW�QRUPDOO\�EH�DOORZDEOH�WR�DQ�LQGLYLGXDO�ZRUNLQJ�DV�DQ�HPSOR\HH���&RQFHUQV

UHJDUGLQJ�WKHVH�SUDFWLFHV�ZHUH�UDLVHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJHV��������

Need for equity in taxing income from personal services

7KHVH�SUDFWLFHV�UDLVH�VLJQLILFDQW�LVVXHV�RI�HTXLW\�DQG�SRVH�D�JURZLQJ�WKUHDW�WR

WKH�LQFRPH�WD[�EDVH���7KH�XVH�RI�VXFK�DUUDQJHPHQWV�WR�UHGXFH�WKH�WD[�OLDELOLWLHV

RI�LQGLYLGXDOV�PHDQV�WKDW�SHRSOH�LQ�VXEVWDQWLDOO\�WKH�VDPH�ILQDQFLDO�DQG�ZRUN

VLWXDWLRQ�ZRXOG�EH�SD\LQJ�VLJQLILFDQWO\�GLIIHUHQW�OHYHOV�RI�WD[DWLRQ�

,W�LV�FOHDUO\�LQHTXLWDEOH�WKDW�VRPH�WD[SD\HUV�VKRXOG�EH�UHGXFLQJ�WKHLU�WD[�OLDELOLW\

E\�XVLQJ�LQWHUSRVHG�HQWLWLHV�WR�DOLHQDWH�LQFRPH�ZKLOH�RWKHU�WD[SD\HUV�DOVR

GHULYLQJ�SHUVRQDO�VHUYLFHV�LQFRPH��LQFOXGLQJ�RUGLQDU\�ZDJH�DQG�VDODU\�HDUQHUV�

SD\�WKH�FRUUHFW�DPRXQW�RI�WD[���,Q�DGGLWLRQ�WR�WKH�WD[�FRQVHTXHQFHV��LQFRPH

DOLHQDWLRQ�FDQ�UHVXOW�LQ�KLJKO\�UHPXQHUDWHG�LQGLYLGXDOV�EHLQJ�DEOH�WR�UHGXFH

WKHLU�WD[DEOH�LQFRPH�WR�D�OHYHO�WKDW�HQWLWOHV�WKHP�DQG�PHPEHUV�RI�WKHLU�IDPLOLHV

WR�D�UDQJH�RI�LQFRPH�WHVWHG�JRYHUQPHQW�SD\PHQWV���$OLHQDWLRQ�FDQ�DOVR�HQDEOH

WKHVH�LQGLYLGXDOV�WR�DYRLG�D�UDQJH�RI�RWKHU�REOLJDWLRQV�VXFK�DV�KLJKHU�HGXFDWLRQ
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FRQWULEXWLRQ�FKDUJHV��0HGLFDUH�OHY\�DQG�VXSHUDQQXDWLRQ�VXUFKDUJHV�DQG�FKLOG

VXSSRUW�SD\PHQWV�

7KH�5HYLHZ�EHOLHYHV�WKDW�UHPXQHUDWLRQ�LQ�UHVSHFW�RI�WKH�SHUVRQDO�VHUYLFHV�RI

WKH�LQGLYLGXDO�ZKR�FDUULHV�RXW�WKH�VHUYLFHV�VKRXOG�EH�WD[HG�FRQVLVWHQWO\�ZLWK

WKH�PDQQHU�WKDW�ZRXOG�DSSO\�LI�DQ�HPSOR\HH�FDUULHG�RXW�WKH�VHUYLFHV���7KLV

DSSURDFK�LV�FRQVLVWHQW�ZLWK�3ROLF\�'HVLJQ�3ULQFLSOH����FRQWDLQHG�LQ�WKH�&KDUWHU

RI�%XVLQHVV�7D[DWLRQ��VHH�5HFRPPHQGDWLRQ������ZKHUHE\�HFRQRPLF

WUDQVDFWLRQV�KDYLQJ�WKH�VDPH�HFRQRPLF�VXEVWDQFH�VKRXOG�EH�WD[HG�VLPLODUO\�

LUUHVSHFWLYH�RI�WKHLU�OHJDO�IRUP�

Interposed entities

7KH�XVH�RI�LQWHUSRVHG�HQWLWLHV�WR�DOLHQDWH�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO

VHUYLFHV�LV�LQFUHDVLQJ�DORQJ�ZLWK�WKH�WHQGHQF\�WR�HQJDJH�GHSHQGHQW�FRQWUDFWRUV

UDWKHU�WKDQ�HPSOR\HHV���7KHVH�SUDFWLFHV�DUH�JHQHUDOO\��WKRXJK�QRW�QHFHVVDULO\�

GULYHQ�E\�DQG�OHDG�WR�WD[DWLRQ�FRQVHTXHQFHV���$V�LQGLFDWHG�DERYH�WKHVH

FRQVHTXHQFHV�DUH�LQHTXLWDEOH�DQG�SRVH�D�VLJQLILFDQW�ULVN�WR�WD[�UHYHQXH

SDUWLFXODUO\�ZKHUH�LQFRPH�VSOLWWLQJ�RSSRUWXQLWLHV�DULVH�DQG�WKH�SRVVLELOLW\�RI

FODLPLQJ�DQ�LQFUHDVHG�UDQJH�RI�DOOHJHG�EXVLQHVV�WD[DWLRQ�GHGXFWLRQV�LV�RSHQHG

XS�

Figure 7.1 Labour market trends (20 years)
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)LJXUH������WDNHQ�IURP�WKH�$XVWUDOLDQ�%XUHDX�RI�6WDWLVWLFV�³�/DERXU�)RUFH

6XUYH\�³�-XO\�������GHPRQVWUDWHV�DQ�LQFUHDVH�RI�����SHU�FHQW�LQ�RZQHU

PDQDJHUV�RI�LQFRUSRUDWHG�HQWHUSULVHV�RYHU�WKH�SDVW����\HDUV���7KDW�LV��WKH

QXPEHU�RI�RZQHU�PDQDJHUV�RI�LQFRUSRUDWHG�HQWHUSULVHV�PRUH�WKDQ�TXDGUXSOHG

EHWZHHQ�)HEUXDU\������DQG�)HEUXDU\������LQFUHDVLQJ�IURP���������WR

����������+RZHYHU��LW�VKRXOG�EH�UHFRJQLVHG�WKDW�QRW�DOO�RZQHU�PDQDJHUV�RI

LQFRUSRUDWHG�HQWHUSULVHV�ZLOO�QHFHVVDULO\�EH�SURYLGLQJ�VHUYLFHV�LQ�DQ
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HPSOR\HH�OLNH�PDQQHU���7KH�ILQGLQJV�RI�D�UHFHQW�QDWLRQDO�SURMHFW�FRQGXFWHG�E\

WKH�$72�DUH�FRQVLVWHQW�ZLWK�WKH�/DERXU�)RUFH�6XUYH\�

7KH�GLIIHUHQWLDO�EHWZHHQ�WKH�FRPSDQ\�UDWH�RI�WD[�DQG�WKH�WRS�PDUJLQDO

SHUVRQDO�UDWH�RI�WD[�PDNHV�FRUSRUDWH�LQWHUSRVLWLRQ�DWWUDFWLYH�DQG�WKLV�ZLOO�EH

DFFHQWXDWHG�E\�WKH�SURSRVHG�UHGXFWLRQ�LQ�WKH�FRPSDQ\�WD[�UDWH�WR�IXUWKHU

$XVWUDOLD·V�LQWHUQDWLRQDO�FRPSHWLWLYHQHVV���7KH�SURJUHVVLYH�SHUVRQDO�WD[�UDWHV

PDNH�LQFRPH�VSOLWWLQJ�EHWZHHQ�LQGLYLGXDOV�D�VRXJKW�DIWHU�RXWFRPH�

$�V\VWHPLF�DSSURDFK�WR�WKHVH�LVVXHV�LV�WKHUHIRUH�QHFHVVDU\���7KH�UHFRPPHQGHG

DSSURDFK�LV�GLUHFWHG�WRZDUGV�FDVHV�ZKHUH�LQFRPH�VKRXOG�EH�FRUUHFWO\�DWWULEXWHG

IRU�WD[DWLRQ�SXUSRVHV�WR�DQ�LQGLYLGXDO�ZKR�FDUULHV�RXW�SHUVRQDO�VHUYLFHV�LQ�D

PDQQHU�EURDGO\�VLPLODU�WR�WKH�ZD\�WKRVH�VHUYLFHV�ZRXOG�EH�FDUULHG�RXW�LI�WKDW

SHUVRQ�ZDV�DQ�HPSOR\HH�RI�WKH�SHUVRQ�RU�HQWLW\�ZKR�UHTXLUHG�WKH�VHUYLFHV�

5HFRPPHQGHG�E\�WKH�5HYLHZ�LV�DQ�DSSURDFK�GHVLJQHG�VROHO\�WR�DGGUHVV�WKH

WD[DWLRQ�LPSOLFDWLRQV�UHVXOWLQJ�IURP�WKH�FRPPHUFLDO�DUUDQJHPHQWV�XQGHU�ZKLFK

ODERXU��LQFOXGLQJ�SURIHVVLRQDO�DQG�FUHDWLYH�DFWLYLWLHV��PD\�EH�HQJDJHG���7KH

DSSURDFK�GRHV�QRW�LPSLQJH��DQG�VKRXOG�QRW�EH�VHHQ�DV�LPSLQJLQJ��LQ�DQ\�ZD\

RQ�DQ\�FRPPHUFLDO�RU�FRQWUDFWXDO�REOLJDWLRQ�WKDW�PD\�EH�SUHVHQW�EHWZHHQ�DQ\

RU�DOO�SDUWLHV�FRQFHUQHG�ZLWK�WKH�DUUDQJHPHQW��QRU�DV�SUHYHQWLQJ�VLPLODU

DUUDQJHPHQWV�EHLQJ�HQWHUHG�LQWR�LQ�WKH�IXWXUH���0RVW�LPSRUWDQWO\��WKH�DSSURDFK

UHFRPPHQGHG�GRHV�QRW��RI�LWVHOI��XQGHU�DQ\�FLUFXPVWDQFHV�DQG�IRU�WD[DWLRQ�RU

DQ\�RWKHU�SXUSRVH�PDNH�WKH�VHUYLFH�SURYLGHU�D�FRPPRQ�ODZ�HPSOR\HH�

:KHUH�DQ�LQGLYLGXDO�SURYLGHV�SHUVRQDO�VHUYLFHV�WKURXJK�DQ�LQWHUSRVHG�HQWLW\�RU

D�FKDLQ�RI�LQWHUSRVHG�HQWLWLHV��KRZHYHU�VWUXFWXUHG��DQG�RQH�RI�WKH�LQWHUSRVHG

HQWLWLHV�FRQWUDFWV�ZLWK�WKH�HQG�XVHU�RI�WKRVH�VHUYLFHV��¶VHUYLFH�UHTXLUHU·���WKH

LQFRPH�GHULYHG�IURP�WKH�FRQWUDFW��¶SD\PHQW�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV·��LV

RIWHQ�VSOLW�ZLWK�PHPEHUV�RI�WKH�IDPLO\�RI�WKH�LQGLYLGXDO�SHUIRUPLQJ�WKH

VHUYLFHV��¶VHUYLFH�SURYLGHU·��WKHUHE\�UHGXFLQJ�WKH�RYHUDOO�DPRXQW�RI�WD[�SD\DEOH�

3D\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�LQFOXGH�DPRXQWV�WKDW�DUH�ZKROO\�RU

SUHGRPLQDQWO\�IRU�WKH�ODERXU�RU�VNLOO�RI�DQ�LQGLYLGXDO�ZKR�SHUIRUPV�WKDW�ODERXU

RU�H[HUFLVHV�WKDW�VNLOO�LQFOXGLQJ�WKRVH�UHQGHUHG�WR�SURYLGH�D�VSHFLILF�UHVXOW�RU

RXWFRPH���3HUVRQDO�VHUYLFHV�DOVR�LQFOXGH�WKH�SHUIRUPDQFH�RI�SURIHVVLRQDO�DQG

FUHDWLYH�DFWLYLWLHV�
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Example 7.1 Alienation of payments in respect of personal services

$Q�H[DPSOH�RI�VXFK�DQ�DUUDQJHPHQW�LV�ZKHUH�WKH�VHUYLFHV�RI�D�WHFKQLFDO�H[SHUW

DUH�HQJDJHG�E\�D�ODUJH�ILUP�WKURXJK�D�IDPLO\�FRPSDQ\�RZQHG�E\�WKH�H[SHUW

DQG�WKH�H[SHUW·V�VSRXVH���$PRQJ�RWKHU�FRQGLWLRQV��WKH�FRQWUDFW�IRU�WKRVH

VHUYLFHV�VWLSXODWHV�ZKDW�VHUYLFHV�DUH�WR�EH�SURYLGHG��KRZ�DQG�ZKHQ�WKH\�ZRXOG

EH�SURYLGHG�DQG�D�UHJXODU�UDWH�RI�UHPXQHUDWLRQ�WKDW�LV�WR�EH�SDLG�IRU�WKHVH

VHUYLFHV���7KHVH�FRQGLWLRQV�DUH�VLPLODU�WR�WKRVH�XQGHU�ZKLFK�HPSOR\HHV�RI�WKH

VDPH�ILUP�ZHUH�HQJDJHG�WR�SHUIRUP�WKH�VDPH�VHUYLFHV���7KH�IDPLO\�FRPSDQ\

FODLPV�D�UDQJH�RI�VR�FDOOHG�EXVLQHVV�H[SHQVHV�DV�WD[�GHGXFWLRQV���,W�IXUWKHU

VHHNV�WR�VKDUH�LWV�¶LQFRPH·�ZLWK�D�QXPEHU�RI�SDUWLHV�HDFK�RI�ZKRP�FDQ�WKXV

WDNH�DGYDQWDJH�RI�WKH�WD[�IUHH�WKUHVKROG�DQG�ORZHU�UDWHV�RI�SHUVRQDO�WD[���7KH

FRPSDQ\�SD\V�WD[�RQ�LWV�WD[DEOH�LQFRPH�DW�WKH�FRPSDQ\�WD[�UDWH���7UDGLWLRQDO

HPSOR\HHV�RI�WKH�VDPH�ILUP�UHFHLYH�RQO\�WKH�WD[�GHGXFWLRQV�IRU�ZRUN�UHODWHG

H[SHQVHV�WKH\�DUH�HQWLWOHG�WR�DV�HPSOR\HHV��WKH\�PD\�DSSO\�RQO\�RQH�WD[�IUHH

WKUHVKROG�DQG�PD\�SD\�D�KLJKHU�UDWH�RI�SHUVRQDO�WD[� ��

&DVH�ODZ�LQ�$XVWUDOLD�VXSSRUWV�WKH�YLHZ�WKDW��IRU�LQFRPH�WD[�SXUSRVHV��WKH

LQFRPH�LQ�WKHVH�FDVHV�LV�SURSHUO\�WKDW�RI�WKH�LQGLYLGXDO�SHUIRUPLQJ�WKH�VHUYLFHV�

+RZHYHU��QR�VSHFLILF�SURYLVLRQV�LQ�WKH�WD[DWLRQ�ODZ�GHDO�ZLWK�WKH�WD[DWLRQ

FRQVHTXHQFHV�RI�VXFK�DUUDQJHPHQWV���7KH�FXUUHQW�DSSURDFK�JHQHUDOO\�UHTXLUHV

WKDW�WKH�JHQHUDO�DQWL�DYRLGDQFH�UXOH�EH�DSSOLHG�WR�WKH�IDFWV�RI�HDFK�LQGLYLGXDO

DUUDQJHPHQW�RQ�D�FDVH�E\�FDVH�EDVLV�DQG�WKDW�WKH�&RPPLVVLRQHU�RI�7D[DWLRQ

GHWHUPLQH�WKDW�WKH�SXUSRVH�RI�HQWHULQJ�LQWR�DQ�DUUDQJHPHQW�ZDV�WR�JDLQ�D�WD[

EHQHILW�

3DUWLFXODUO\�ZKHQ�DVVHVVHG�DJDLQVW�WKH�JURZWK�WUHQG�HYLGHQW�LQ�)LJXUH������WKH

UHVRXUFH�UHTXLUHPHQWV�WR�HQVXUH�FRPSOLDQFH�ZLWK�WKH�FXUUHQW�ODZ�DUH�ODERXU

LQWHQVLYH�DQG�LQHIILFLHQW���$�PRUH�V\VWHPLF�VROXWLRQ�LV�WKHUHIRUH�HVVHQWLDO�WR

DGGUHVV�WKH�LQFRQVLVWHQW�DQG�LQHTXLWDEOH�WUHDWPHQW��DQG�WKH�LQFUHDVLQJ�ULVN�WR

WKH�UHYHQXH��UHVXOWLQJ�IURP�WKH�DOLHQDWLRQ�RI�SD\PHQWV�WKURXJK�LQWHUSRVHG

HQWLWLHV�LQ�UHVSHFW�RI�DQ�LQGLYLGXDO·V�SHUVRQDO�VHUYLFHV�

3URYLGLQJ�D�OHJLVODWLYH�EDVLV�IRU�GHDOLQJ�ZLWK�SHRSOH�VXSSO\LQJ�SHUVRQDO�VHUYLFHV

LQ�DQ�HPSOR\HH�OLNH�VLWXDWLRQ�ZLOO�DGGUHVV�WKHVH�LVVXHV�

Source of payment

$QDO\VLV�E\�WKH�$72�VKRZV�WKDW�LQ�D�ODUJH�QXPEHU�RI�DUUDQJHPHQWV�ZKHUH

SHUVRQDO�VHUYLFHV�DUH�EHLQJ�SURYLGHG�WKURXJK�DQ�LQWHUSRVHG�HQWLW\��RQO\�RQH

VHUYLFH�UHTXLUHU�RU�RQH�ODERXU�KLUH�ILUP�LV�LQYROYHG�GXULQJ�WKH�FRXUVH�RI�WKH

\HDU�RI�LQFRPH�

:KHUH�WKHUH�LV�RQO\�RQH�VHUYLFH�UHTXLUHU�RU�DVVRFLDWH�RI�WKDW�VHUYLFH�UHTXLUHU�IRU

���SHU�FHQW�RU�PRUH�RI�WKH�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�UHFHLYHG�E\
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DQ�LQWHUSRVHG�HQWLW\�GXULQJ�D�\HDU�RI�LQFRPH��DOO�DPRXQWV�UHFHLYHG�LQ�UHVSHFW�RI

SHUVRQDO�VHUYLFHV�ZLOO�EH�WUHDWHG�IRU�LQFRPH�WD[�SXUSRVHV�DV�WKH�LQFRPH�RI�WKH

LQGLYLGXDO�ZKR�FRQWUROV�WKH�HQWLW\�DQG�SHUIRUPHG�WKH�DFWXDO�VHUYLFHV�WKDW�DUH

WKH�VXEMHFW�RI�WKH�FRQWUDFW���7KLV�DSSURDFK�LV�EURDGO\�EDVHG�XSRQ�DQ�DVSHFW�RI

WKH�SD\UROO�WD[�DUUDQJHPHQWV�WKDW�DSSO\�LQ�VRPH�6WDWHV�

Employee-like manner

7KH�9LFWRULDQ�SD\UROO�WD[�DUUDQJHPHQWV��DORQJ�ZLWK�WKRVH�WKDW�RSHUDWH�LQ�RWKHU

6WDWHV�DQG�7HUULWRULHV��SURYLGH�D�PRGHO�IRU�IUDPLQJ�WKH�FULWHULD�WR�EH

FRQVLGHUHG�LQ�GHWHUPLQLQJ�LI�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�UHODWH�WR

VHUYLFHV�XQGHUWDNHQ�LQ�DQ�HPSOR\HH�OLNH�PDQQHU�

$�UDQJH�RI�FULWHULD�FRQFHUQLQJ�WKH�VHUYLFH�UHTXLUHU��WKH�LQWHUSRVHG�HQWLW\�DQG

WKH�VHUYLFH�SURYLGHU�DORQJ�ZLWK�GHWDLOV�RI�WKH�PDQQHU�LQ�ZKLFK�WKH�VHUYLFHV�DUH

SHUIRUPHG�ZRXOG�QHHG�WR�EH�WDNHQ�LQWR�DFFRXQW�

7KHVH�FULWHULD�LQFOXGH�

� WKH�PDQQHU�LQ�ZKLFK�WKH�VHUYLFHV�DUH�EHLQJ�FDUULHG�RXW�KDYLQJ�UHJDUG�WR�WKH

OHYHO�RI�FRQWURO�H[HUFLVHG�E\�WKH�VHUYLFH�UHTXLUHU�LQ�UHODWLRQ�WR�PDWWHUV�VXFK

DV�WKH�WLPH�RI�ZRUN�DQG�DFWXDO�KRXUV�RI�ZRUN�UHTXLUHG�DQG�ZKHUH�WKH

VHUYLFHV�DUH�WR�EH�SHUIRUPHG�

� ZKHWKHU�WKH�VDPH�VHUYLFHV�DUH�DOVR�FRQWUDFWHG�WR�WKH�SXEOLF�DW�ODUJH�LQ�WKH

\HDU�RI�LQFRPH�

� WKH�XVH�E\�WKH�LQWHUSRVHG�HQWLW\�RI�VXEVWDQWLDO�LQFRPH�SURGXFLQJ�DVVHWV�DV

WKH�SUHGRPLQDQW�VRXUFH�RI�HDUQLQJ�LQFRPH��ZLWK�WKH�SURYLVLRQ�RI�SHUVRQDO

VHUYLFHV�EHLQJ�LQFLGHQWDO�

� ZKHWKHU�LQFLGHQWDO�VHUYLFHV�DUH�SURYLGHG�LQ�FRQMXQFWLRQ�ZLWK�WKH�VDOH�RI

WUDGLQJ�VWRFN�

� WKH�H[WHQW�RI�WKH�LQIUDVWUXFWXUH�SURYLGHG�E\�WKH�LQWHUSRVHG�HQWLW\�

� ZKHWKHU�PRUH�WKDQ�RQH�SHUVRQ�LV�FRQWUDFWHG�WR��DQG�DFWXDOO\�SURYLGHV�WKH

VHUYLFHV�WR�WKH�VHUYLFH�UHTXLUHU��DQG

� WKH�GHJUHH�RI�DQ\�HQWUHSUHQHXULDO�ULVN�LQ�WKH�ZD\�WKDW�VHUYLFHV�DUH�SURYLGHG�

7KH�UHVSRQVHV�WR�WKHVH�FULWHULD�ZLOO�GHWHUPLQH�LI�LW�FDQ�UHDVRQDEO\�EH�FRQFOXGHG

WKDW�WKH�VHUYLFHV�DUH�EHLQJ�SURYLGHG�LQ�DQ�HPSOR\HH�OLNH�PDQQHU���7KH

&RPPLVVLRQHU�RI�7D[DWLRQ�ZLOO�LVVXH�D�GHWDLOHG�5XOLQJ�WR�SURYLGH�JXLGDQFH�RQ

WKH�RSHUDWLRQ�RI�WKHVH�FULWHULD�

Safeguard

$�VDIHJXDUG�DUUDQJHPHQW�ZLOO�DOORZ�D�VHUYLFH�SURYLGHU��ZKR�KDV�UHFHLYHG

���SHU�FHQW�RU�PRUH�RI�SD\PHQWV�IRU�SHUVRQDO�VHUYLFHV�IURP�RQH�VHUYLFH

UHTXLUHU�RU�DVVRFLDWH�RI�WKDW�VHUYLFH�UHTXLUHU��WR�VHHN�IURP�WKH�&RPPLVVLRQHU�RI
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7D[DWLRQ�D�GHFLVLRQ�WKDW�WKH����SHU�FHQW�RQH�VHUYLFH�UHTXLUHU�UXOH�VKRXOG�QRW

DSSO\�

6XFK�D�UHTXHVW�ZLOO�EH�FRQVLGHUHG�RQ�WKH�IDFWV�RI�WKH�SDUWLFXODU�FDVH���+RZHYHU�

DQ�DSSOLFDWLRQ�ZLOO�QRW�EH�VXFFHVVIXO�LI�WKH�LQWHUSRVHG�HQWLW\�KDV�EHHQ

FRQVLVWHQWO\�UHFHLYLQJ�SD\PHQWV�IURP�RQH�VHUYLFH�UHTXLUHU��DQG�LW�FDQQRW�EH

GHPRQVWUDWHG�WKDW�WKH�LQWHUSRVHG�HQWLW\�LV�FRQGXFWLQJ�DQ�LQGHSHQGHQW�WUDGH�RU

EXVLQHVV�

Implications of recommendation

7KLV�UHFRPPHQGDWLRQ�ZLOO�DOVR�HQVXUH�WKDW��IRU�LQFRPH�WD[�SXUSRVHV��SD\PHQWV

LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�ZLOO�EH�WUHDWHG�DV�WKH�LQFRPH�RI�WKH�LQGLYLGXDO

ZKR�SHUIRUPHG�WKH�VHUYLFHV�UDWKHU�WKDQ�DQ\�FRPSDQ\��WUXVW�RU�SDUWQHUVKLS

LQWHUSRVHG�EHWZHHQ�WKH�LQGLYLGXDO�DQG�WKH�VHUYLFH�UHTXLUHU���7KH�DPRXQW

SD\DEOH�E\�WKH�VHUYLFH�UHTXLUHU�WR�WKH�LQWHUSRVHG�HQWLW\�ZLOO�LQ�HIIHFW�EH�WUHDWHG

DV�WKRXJK�LW�SDVVHG�WKURXJK�WKH�LQWHUSRVHG�HQWLW\�LQWDFW�WR�WKH�LQGLYLGXDO

VHUYLFH�SURYLGHU���7KLV�ZLOO�HQVXUH�WKDW�LQFRPH�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV

GHULYHG�LQ�DQ�HPSOR\HH�OLNH�ZD\�LV�WUHDWHG�LQ�WKH�VDPH�ZD\�IRU�LQFRPH�WD[

SXUSRVHV�DV�LQFRPH�DFWXDOO\�GHULYHG�E\�DQ�HPSOR\HH�

7KH�UHFRPPHQGDWLRQ�ZLOO�DOVR�SUHFOXGH�D�WD[DWLRQ�DGYDQWDJH�DULVLQJ�IURP�

� WKH�VSOLWWLQJ�RI�SD\PHQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�WKURXJK�WKH

SD\PHQW�RI�ZDJHV��WUXVW�GLVWULEXWLRQV�RU�GLYLGHQGV��SULRU�WR�WKH�DWWULEXWLRQ

RI�WKH�LQFRPH�WR�WKH�LQGLYLGXDO�ZKR�SHUIRUPHG�WKH�VHUYLFHV��DQG

� LQ�WKH�FDVH�RI�D�FRPSDQ\��WKH�GHIHUUDO�RI�WD[�WKURXJK�WKH�UHWHQWLRQ�RI�SURILWV

ZLWKLQ�WKH�FRPSDQ\�

7KLV�DSSURDFK�ZLOO�QRW�LPSDFW�RQ�JHQXLQH�EXVLQHVV�XQGHUWDNLQJV��ZKLFK

SURYLGH�VHUYLFHV�WR�WKH�SXEOLF�JHQHUDOO\���,W�ZLOO�QRW�DIIHFW�WKH�FDSDFLW\�RI

EXVLQHVV�WR�FRQWLQXH�WR�HQJDJH�WKLUG�SDUWLHV�WR�SHUIRUP�VHUYLFHV�³�QRU�ZLOO�LW

LPSO\�WKDW�WKH�VHUYLFH�SURYLGHU�ZDV�DQ�HPSOR\HH�RI�WKH�VHUYLFH�UHTXLUHU�

%XW�LW�ZLOO�DGGUHVV�LQFRPH�WD[DWLRQ�LQHTXLWLHV�VXFK�DV�ZKHUH�WZR�LQGLYLGXDOV�DUH

SHUIRUPLQJ�LGHQWLFDO�VHUYLFHV�LQ�WKH�VDPH�ZRUNSODFH�EXW�RQH�VHHNV�WR�VSOLW

LQFRPH�WKURXJK�LQWHUSRVLQJ�DQ�HQWLW\�ZKLOH�WKH�RWKHU�LV�VLPSO\�DQ�HPSOR\HH

ZKR�LV�WD[HG�DW�QRUPDO�PDUJLQDO�UDWHV�RQ�VXFK�LQFRPH���$OLHQDWLRQ�FDVHV�WKDW

DUH�QRW�HPSOR\PHQW�OLNH�ZLOO�FRQWLQXH�WR�EH�FRQVLGHUHG�XQGHU�WKH�JHQHUDO

SULQFLSOHV�RI�WKH�WD[DWLRQ�ODZ��LQFOXGLQJ�WKH�JHQHUDO�DQWL�DYRLGDQFH�UXOH�
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Recommendation
7.3 Limiting deductions

7KDW�ZKHUH�

� LQ�DFFRUGDQFH�ZLWK�5HFRPPHQGDWLRQ������SD\PHQWV�LQ�UHVSHFW�RI

SHUVRQDO�VHUYLFHV�DUH�WUHDWHG�IRU�LQFRPH�WD[�SXUSRVHV�DV�UHFHLYHG

E\�WKH�LQGLYLGXDO�ZKR�SHUIRUPV�WKH�VHUYLFHV��RU

� SD\PHQWV�DUH�PDGH�GLUHFWO\�WR�DQ�LQGLYLGXDO�HQJDJHG�DV�D

GHSHQGHQW�FRQWUDFWRU�LQ�VLPLODU�FLUFXPVWDQFHV�

WKH�DYDLODELOLW\�RI�WD[DWLRQ�GHGXFWLRQV�IRU�UHODWHG�H[SHQVHV�EH�OLPLWHG�WR

WKRVH�WKDW�ZRXOG�EH�DOORZDEOH�LI�WKH�LQGLYLGXDO�

�L� ZHUH�HPSOR\HG�E\�WKH�VHUYLFH�UHTXLUHU�WR�ZKRP�WKH�VHUYLFHV�KDYH

EHHQ�SURYLGHG��DQG

�LL� LQFXUUHG�WKH�H[SHQGLWXUH�LQ�UHODWLRQ�WR�WKDW�DFWLYLW\�

Overclaiming deductions

7KHUH�LV�D�SHUFHSWLRQ�WKDW�DQ�LQFUHDVHG�UDQJH�RI�LQFRPH�WD[�GHGXFWLRQV�EHFRPH

DYDLODEOH�WR�DQ�LQGLYLGXDO�ZKR�RSHUDWHV�WKURXJK�DQ�LQWHUSRVHG�HQWLW\�RU�ZKR

KROGV�KLPVHOI�RU�KHUVHOI�RXW�WR�EH�FDUU\LQJ�RQ�EXVLQHVV���7KHVH�DOOHJHG

GHGXFWLRQV�ZRXOG�QRW�RWKHUZLVH�EH�DOORZDEOH�WR�DQ�LQGLYLGXDO�LQ�WKHLU�FDSDFLW\

DV�DQ�HPSOR\HH�RI�WKH�VHUYLFH�UHTXLUHU��RU�HPSOR\HU��

7KH�5HYLHZ�GRHV�QRW�VHH�VXFK�XVH�RI�D�SDUWLFXODU�FRPPHUFLDO�RU�FRQWUDFWXDO

DUUDQJHPHQW�DV�FUHDWLQJ�HQWLWOHPHQW�WR�DQ\�DGGLWLRQDO�LQFRPH�WD[�GHGXFWLRQV�

5HFRPPHQGHG�FKDQJHV�ZLOO�PDNH�LW�FOHDU�WKDW�GHGXFWLRQV�LQ�DGGLWLRQ�WR�WKRVH

WKDW�ZRXOG�EH�DYDLODEOH�LQ�DQ�HPSOR\HH�HPSOR\HU�VLWXDWLRQ�ZLOO�QRW�EH

UHFRJQLVHG�IRU�LQFRPH�WD[�SXUSRVHV���7KLV�ZLOO�DGGUHVV�WKH�SUHVHQW�VLWXDWLRQ

ZKHUH��DV�QRWHG��WKH�$72�PXVW�GHDO�ZLWK�WKLV�LVVXH�RQ�D�FDVH�E\�FDVH�EDVLV�

7KLV�UHFRPPHQGDWLRQ�ZLOO�SXW�EH\RQG�GRXEW�WKDW�ZKHUH�SHUVRQDO�VHUYLFHV�DUH

SURYLGHG�E\�DQ�LQGLYLGXDO�³�FRQWUDFWLQJ�HLWKHU�DV�DQ�LQGLYLGXDO�RU�WKURXJK�DQ

LQWHUSRVHG�FRPSDQ\��WUXVW�RU�SDUWQHUVKLS�³�GHGXFWLRQV�DOORZDEOH�DJDLQVW�WKH

LQFRPH�GHULYHG�ZLOO�EH�OLPLWHG�WR�WKH�QRUPDO�ZRUN�UHODWHG�H[SHQGLWXUH�RI�DQ

HPSOR\HH�LQ�VLPLODU�FLUFXPVWDQFHV�

([SHQGLWXUHV�WKDW�ZLOO�EH�GHGXFWLEOH�LQ�UHVSHFW�RI�WKH�SHUVRQDO�VHUYLFHV�LQFRPH

DUH�WKRVH�WKDW�ZRXOG�QRUPDOO\�EH�GHGXFWLEOH�LI�WKH�H[SHQGLWXUH�ZDV�LQFXUUHG�E\

WKH�LQGLYLGXDO�LQ�WKH�FDSDFLW\�RI�D�FRPPRQ�ODZ�HPSOR\HH�RI�WKH�SDUW\�UHTXLULQJ

WKH�VHUYLFHV�
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Recommendation
7.4 Costs of maintaining the entity structure

7KDW�H[SHQGLWXUH�LQ�UHVSHFW�RI�WKH�PDLQWHQDQFH�RI�WKH�LQWHUSRVHG�HQWLW\

VWUXFWXUH�

�L� EH�UHFRJQLVHG�DJDLQVW�DQ\�LQFRPH��RWKHU�WKDQ�DPRXQWV�LQ�UHVSHFW

RI�SHUVRQDO�VHUYLFHV��LQ�WKH�FDOFXODWLRQ�RI�WKH�WD[DEOH�LQFRPH�RI�WKH

LQWHUSRVHG�HQWLW\��DQG

�LL� WR�WKH�H[WHQW�QRW�UHFRJQLVHG�DW�WKH�LQWHUSRVHG�HQWLW\�OHYHO��EH

UHFRJQLVHG�LQ�WKH�FDOFXODWLRQ�RI�WKH�WD[DEOH�LQFRPH�RI�WKH�VHUYLFH

SURYLGHU�

&XUUHQW�FRPPHUFLDO�SUDFWLFH�RIWHQ�PHDQV�WKDW�EXVLQHVV�XQGHUWDNLQJV�UHTXLUH

HDFK�RI�WKHLU�IXWXUH�RSHUDWLYHV��LQFOXGLQJ�FXUUHQW�HPSOR\HHV��WR�IRUP�DQ�HQWLW\

DQG�SURYLGH�VHUYLFHV�WKURXJK�WKDW�HQWLW\�LI�WKH\�DUH�WR�FRQWLQXH�WR�SHUIRUP

ZRUN�IRU�WKDW�EXVLQHVV���7KHUH�DUH�FHUWDLQ�H[SHQVHV�LQFXUUHG�LQ�PDLQWDLQLQJ�WKDW

HQWLW\�DQG�LQ�HTXLW\��ZKHUH�WKHVH�ZRXOG�RWKHUZLVH�TXDOLI\�DV�DQ�LQFRPH�WD[

GHGXFWLRQ��WKH\�VKRXOG�EH�DOORZHG�DV�LQFRPH�WD[�GHGXFWLRQV���7KHVH�H[SHQVHV

ZLOO�LQFOXGH�$6,&�IHHV�DQG�FKDUJHV��JRYHUQPHQW�IHHV�DQG�FKDUJHV��WD[�DJHQW

IHHV�DQG�DFFRXQWDQF\�IHHV�

:KHUH�DQ�LQWHUSRVHG�HQWLW\�LV�LQ�UHFHLSW�RI�DPRXQWV�RI�LQFRPH�DV�ZHOO�DV

DPRXQWV�LQ�UHVSHFW�RI�SHUVRQDO�VHUYLFHV�RI�WKH�VHUYLFH�SURYLGHU�WKDW�SDVV

WKURXJK�LW��WKH�FRVW�RI�PDLQWDLQLQJ�WKH�HQWLW\�VWUXFWXUH�ZLOO�EH�UHFRJQLVHG�LQ�WKH

FDOFXODWLRQ�RI�WKH�WD[DEOH�LQFRPH�RI�WKH�LQWHUSRVHG�HQWLW\���:KHUH�WKH�RWKHU

LQFRPH�RI�WKH�LQWHUSRVHG�HQWLW\�LV�QRW�VXIILFLHQW�WR�DEVRUE�DOO�WKH�FRVWV�RI

PDLQWDLQLQJ�WKH�HQWLW\��WKH�XQDEVRUEHG�DPRXQW�ZLOO�EH�UHFRJQLVHG�LQ�WKH

FDOFXODWLRQ�RI�WKH�WD[DEOH�LQFRPH�RI�WKH�LQGLYLGXDO�ZKR�SHUIRUPHG�WKH�VHUYLFHV�

7KLV�ZLOO�HQVXUH�WKDW�WKH�FRVWV�RI�PDLQWDLQLQJ�WKH�HQWLW\�DUH�UHFRJQLVHG�LQ�HLWKHU

WKH�FDOFXODWLRQ�RI�WKH�WD[DEOH�LQFRPH�RI�WKH�LQWHUSRVHG�HQWLW\�RU�WKH�LQGLYLGXDO

VHUYLFH�SURYLGHU�LQ�WKH�\HDU�RI�H[SHQGLWXUH�
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Deferring losses from non-commercial
activities

Recommendation
7.5 Non-commercial activities

Activity tests enabling loss offset

�D� 7KDW�DV�D�PHDQV�RI�HQVXULQJ�PRUH�HTXLWDEOH�DQG�FHUWDLQ�WD[DWLRQ

WUHDWPHQW��D�ORVV�DULVLQJ�LQ�D�\HDU�RI�LQFRPH�IURP�DQ�DFWLYLW\

FRQGXFWHG�RU�FDUULHG�RXW�E\�DQ�LQGLYLGXDO�WD[SD\HU�QRW�EH�RIIVHW

DJDLQVW�RWKHU�LQFRPH�RI�WKDW�WD[SD\HU�LQ�WKDW�\HDU�XQOHVV�WKH

SDUWLFXODU�DFWLYLW\�VDWLVILHV�DW�OHDVW�RQH�RI�WKH�IROORZLQJ�WHVWV�

�L� WKH�ORVV�DURVH�LQ�UHODWLRQ�WR�WKH�UHQWDO�RI�UHDO�SURSHUW\�

�LL� WKH�SDUWLFXODU�DFWLYLW\�IURP�ZKLFK�WKH�ORVV�DURVH�KDG�DQ

DQQXDO�WXUQRYHU�RI�JUHDWHU�WKDQ���������

�LLL� DVVHWV��QRW�EHLQJ�DVVHWV�WKDW�DUH�SULPDULO\�XVHG�IRU�SULYDWH

SXUSRVHV��KDYH�D�YDOXH�

� WKDW��LQ�UHVSHFW�RI�UHDO�SURSHUW\��H[FHHGV�����������RU

� WKDW��LQ�UHVSHFW�RI�DOO�RWKHU�DVVHWV��H[FOXGLQJ�SDVVHQJHU

PRWRU�YHKLFOHV��H[FHHGV����������

DQG�ZHUH�XVHG�RQ�DQ�RQJRLQJ�EDVLV�LQ�WKH�SDUWLFXODU�DFWLYLW\�

�LY� WKH�SDUWLFXODU�DFWLYLW\�UHVXOWHG�LQ�WD[DEOH�LQFRPH�LQ�WKUHH�RXW

RI�WKH�ODVW�VHYHQ�\HDUV��RU

�Y� LW�ZRXOG�EH�XQUHDVRQDEOH�IRU�WKH�ORVV�IURP�WKH�DFWLYLW\�QRW�WR

EH�RIIVHW�DJDLQVW�RWKHU�LQFRPH�IRU�WKDW�\HDU�EHFDXVH�

� WKH�DFWLYLW\�ZDV�DIIHFWHG�E\�FLUFXPVWDQFHV�RXWVLGH�WKH

FRQWURO�RI�WKH�WD[SD\HU��LQFOXGLQJ�GURXJKW��IORRG�

EXVKILUHV�RU�RWKHU�QDWXUDO�GLVDVWHUV��RU

� DQ�DFWLYLW\�ZLWK�D�VLJQLILFDQW�FRPPHUFLDO�SXUSRVH�RU

FKDUDFWHU�KDV�EHHQ�FRPPHQFHG�

Non-commercial losses deferred

�E� 7KDW�LI��LQ�DFFRUGDQFH�ZLWK�SDUDJUDSK��D���D�ORVV�LV�XQDEOH�WR�EH

RIIVHW�DJDLQVW�RWKHU�LQFRPH�LQ�WKH�\HDU�LQ�ZKLFK�LW�DURVH��WKH�ORVV�EH

GHIHUUHG�XQWLO�D�IXWXUH�\HDU�ZKHUH�
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�L� LQFRPH�IURP�WKH�VDPH�RU�D�OLNH�DFWLYLW\�LV�DYDLODEOH��RU

�LL� DW�OHDVW�RQH�RI�WKH�WHVWV�LQ�SDUDJUDSK��D��LV�VDWLVILHG�³�DW

ZKLFK�WLPH�D�GHIHUUHG�ORVV�RU�GHIHUUHG�ORVVHV�ZLOO�EH�DEOH�WR

EH�RIIVHW�DJDLQVW�RWKHU�LQFRPH�

7KHUH�LV�D�VLJQLILFDQW�UHYHQXH�OHDNDJH�IURP�XQSURILWDEOH�DFWLYLWLHV�FDUULHG�RXW

E\�LQGLYLGXDO�WD[SD\HUV��HLWKHU�DFWLQJ�DORQH�RU�LQ�SDUWQHUVKLS�ZLWK�DQRWKHU

LQGLYLGXDO���&RQFHUQV�UHJDUGLQJ�WKHVH�SUDFWLFHV�ZHUH�UDLVHG�LQ�$�3ODWIRUP�IRU

&RQVXOWDWLRQ��SDJHV����������0DQ\�RI�WKHVH�DFWLYLWLHV�DUH�QR�PRUH�WKDQ�KREELHV

DQG�RU�OLIHVW\OH�FKRLFHV�EXW�HYHQ�WKRVH�WKDW�KDYH�EXVLQHVV�OLNH�FKDUDFWHULVWLFV

�DFFRUGLQJ�WR�H[LVWLQJ�ODZ��DUH�RIWHQ�XQOLNHO\�WR�HYHU�PDNH�D�SURILW�DQG�GR�QRW

KDYH�D�VLJQLILFDQW�FRPPHUFLDO�SXUSRVH�RU�FKDUDFWHU���7KH\�FRQWLQXH�LQ�D�QHW

ORVV�SRVLWLRQ�\HDU�DIWHU�\HDU��RIIVHWWLQJ�VR�FDOOHG�EXVLQHVV�ORVVHV�DJDLQVW�RWKHU

LQFRPH��QRWDEO\�VDODU\�DQG�ZDJHV���2Q�DYHUDJH�WKH\�PDNH�OLWWOH�RU�QR

FRQWULEXWLRQ�WR�WKH�UHYHQXH�UDLVLQJ�WDVN�EXW�JDLQ�D�VLJQLILFDQW�WD[�DGYDQWDJH�

,Q�UHFHQW�\HDUV�WKH�$XVWUDOLDQ�7D[DWLRQ�2IILFH�KDV�VRXJKW�WR�PLQLPLVH�WKH�ORVV

WR�UHYHQXH�DVVRFLDWHG�ZLWK�QRQ�FRPPHUFLDO�DFWLYLWLHV���7KH�WXUQRYHU�RI�HQWLWLHV

DQG�WKHLU�GLYHUVH�QDWXUH�KDYH�PHDQW�WKDW�WKH�QXPEHU�RI�WD[SD\HUV�LQYROYHG�KDV

UHPDLQHG�DERXW�FRQVWDQW��ZLWK�D�SHUVLVWLQJ�FRVW�WR�UHYHQXH���7KH�ODZ�LQ�UHODWLRQ

WR�FDUU\LQJ�RQ�D�EXVLQHVV�LV�YHU\�GLIILFXOW�DQG�UHVRXUFH�LQWHQVLYH�WR�DGPLQLVWHU

DQG�PXVW�EH�GRQH�RQ�D�FDVH�E\�FDVH�EDVLV���7KH�QHHG�WR�DSSO\�WKH�H[LVWLQJ�ODZ

RQ�WKDW�EDVLV�GRHV�QRW�SHUPLW�WKH�HIILFLHQW�DQG�HIIHFWLYH�XVH�RI�UHVRXUFHV�DQG

FUHDWHV�XQFHUWDLQW\�

$�V\VWHPLF�VROXWLRQ�WKDW�EHWWHU�GHDOV�ZLWK�ORVVHV�DULVLQJ�IURP�VXFK

QRQ�FRPPHUFLDO�DFWLYLWLHV�LV�ZDUUDQWHG�

$�QXPEHU�RI�WHVWV�ZLOO�EH�DYDLODEOH�IRU�DSSOLFDWLRQ�WR�HDFK�VHSDUDWH�DFWLYLW\�WKDW

JLYHV�ULVH�WR�D�ORVV�LQ�D�\HDU�RI�LQFRPH���)RU�H[DPSOH��LI�D�WD[SD\HU�KDV�D

SULPDU\�SURGXFWLRQ�DFWLYLW\�DQG�D�PDQXIDFWXULQJ�DFWLYLW\��HDFK�DFWLYLW\�ZLOO�QHHG

WR�EH�FRQVLGHUHG�VHSDUDWHO\�DJDLQVW�WKH�WHVWV���7KHVH�WHVWV�KDYH�EHHQ�PRGHOOHG

RQ�FRPSDUDEOH�SURYLVLRQV�LQ�RWKHU�FRXQWULHV�DQG�GHVLJQHG�VR�DV�QRW�WR

GLVDGYDQWDJH�JHQXLQH�EXVLQHVV�DFWLYLWLHV�

6DWLVI\LQJ�QRQH�RI�WKH�WHVWV�GRHV�QRW�PHDQ�WKDW�WKH�DFWLYLW\�LV�QRW�D�EXVLQHVV�

7KH�WHVWV�VLPSO\�GHWHUPLQH�WKH�WD[DWLRQ�WUHDWPHQW�IRU�WKH�QHW�ORVV�IURP�WKDW

DFWLYLW\�

/RVVHV�IURP�DQ�DFWLYLW\�WKDW�VDWLVILHV�DQ\�RQH�RI�WKH�VSHFLILHG�IROORZLQJ�WHVWV

ZLOO�EH�DEOH�WR�EH�RIIVHW�DJDLQVW�RWKHU�LQFRPH�RI�WKH�LQGLYLGXDO�

Income from rental of real property

:KHUH�LQFRPH�LV�IURP�WKH�UHQWDO�RI�UHDO�SURSHUW\�DQ\�QHW�LQFRPH�ZLOO�EH

LQFOXGHG�LQ�WD[DEOH�LQFRPH�DQG�DQ\�ORVV�DULVLQJ�IURP�WKH�DFWLYLW\�PD\�EH�RIIVHW

DJDLQVW�RWKHU�LQFRPH�
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Turnover greater than $20,000

:KHUH�WKH�DQQXDO�WXUQRYHU�RI�WKH�DFWLYLW\�LV�JUHDWHU�WKDQ����������DQ\�QHW

LQFRPH�ZLOO�EH�LQFOXGHG�LQ�WD[DEOH�LQFRPH�DQG�DQ\�ORVV�VXVWDLQHG�E\�WKH�DFWLYLW\

PD\�EH�RIIVHW�DJDLQVW�RWKHU�LQFRPH�

7KH�VHWWLQJ�RI�WKH�WXUQRYHU�WKUHVKROG�DW���������ZLOO�HQVXUH�WKDW�WD[SD\HUV�ZLWK

D�JHQXLQH�EXVLQHVV�DFWLYLW\�ZLOO�QRW�EH�XQGXO\�LQFRQYHQLHQFHG�E\�WKH�WXUQRYHU

WHVW���6HWWLQJ�WKH�WXUQRYHU�ILJXUH�DW�WKLV�OHYHO�ZLOO�DOVR�KHOS�HQVXUH�WXUQRYHU

ILJXUHV�DUH�QRW�DUWLILFLDOO\�LQIODWHG�WR�PHHW�WKH�WHVW�

:KHUH�DQ�DFWLYLW\�KDV�FRPPHQFHG�RU�FHDVHG�SDUW�ZD\�WKURXJK�DQ�LQFRPH�\HDU�

WKH�WXUQRYHU�ILJXUH�ZLOO�EH�SUR�UDWHG���7KH�SUR�UDWD�ILJXUH�ZLOO�HVWDEOLVK�KRZ

PXFK�WXUQRYHU�WKH�DFWLYLW\�FRXOG�KDYH�JHQHUDWHG�LI�LW�KDG�RSHUDWHG�IRU�WKH�IXOO

LQFRPH�\HDU�

Assets used in the activity

:KHUH�UHDO�SURSHUW\�DVVHWV�LQ�H[FHVV�RI�����������RU�RWKHU�DVVHWV�³�H[FOXGLQJ

SDVVHQJHU�PRWRU�YHKLFOHV�³�LQ�H[FHVV�RI�����������DUH�HPSOR\HG�LQ�WKH�DFWLYLW\

DQ\�QHW�LQFRPH�ZLOO�EH�LQFOXGHG�LQ�WD[DEOH�LQFRPH�DQG�DQ\�ORVV�VXVWDLQHG�E\

WKH�DFWLYLW\�PD\�EH�RIIVHW�DJDLQVW�RWKHU�LQFRPH�

7KH�DVVHW�WHVWV�UHFRJQLVH�WKDW�ZKHUH�D�WD[SD\HU�KDV�PDGH�D�VLJQLILFDQW

LQYHVWPHQW�LQ�DVVHWV�WKDW�DUH�HPSOR\HG�LQ�DQ�DFWLYLW\��WKLV�DFWLYLW\�VKRXOG�QRW�EH

VXEMHFW�WR�WKH�ORVV�GHIHUUDO�UXOHV���)RU�WKH�SXUSRVHV�RI�WKLV�WHVW�DVVHWV�PD\�EH

WDNHQ�LQWR�DFFRXQW�DW�HLWKHU�WKHLU�FRVW�RU�PDUNHW�YDOXH�

$VVHWV�ZKLFK�ZLOO�EH�LQFOXGHG�DUH�WKRVH�ZKLFK�DUH�DFWXDOO\�HPSOR\HG�RQ�DQ

RQJRLQJ�EDVLV�LQ�WKH�DFWLYLW\���7KHVH�DVVHWV�ZLOO�LQFOXGH�UHDO�SURSHUW\��WUDGLQJ

VWRFN��SODQW�DQG�HTXLSPHQW��DQG�LPSURYHPHQWV�VXFK�DV�VKHGV�DQG�RWKHU

VWUXFWXUHV���3DVVHQJHU�PRWRU�YHKLFOHV�ZLOO�QRW�EH�LQFOXGHG�IRU�WKH�SXUSRVH�RI

WKH�DVVHW�WHVWV���$VVHWV�HPSOR\HG�IRU�SULYDWH�SXUSRVHV�ZLOO�QRW�EH�FRQVLGHUHG

IRU�WKH�SXUSRVHV�RI�WKH�DVVHW�WHVWV���)RU�H[DPSOH��WKH�YDOXH�RI�D�SULYDWH

UHVLGHQFH�DQG�DVVRFLDWHG�IHQFLQJ�RQ�D�IDUPLQJ�SURSHUW\�ZLOO�QRW�EH�LQFOXGHG�LQ

WKH�YDOXH�RI�DVVHWV�IRU�WKH�SXUSRVHV�RI�WKH�UHDO�SURSHUW\�DVVHW�WHVW���:KHUH�DQ

DVVHW�LV�HPSOR\HG�IRU�ERWK�EXVLQHVV�DQG�GRPHVWLF�RU�SULYDWH�SXUSRVHV��WKH

YDOXH�RI�WKDW�DVVHW�ZLOO�EH�DSSRUWLRQHG�EHWZHHQ�XVHV�

$VVHWV�WKDW�DUH�OHDVHG�DQG�HPSOR\HG�LQ�WKH�DFWLYLW\�ZLOO�EH�LQFOXGHG�IRU�WKH

SXUSRVHV�RI�WKH�DVVHWV�WHVW���)RU�H[DPSOH��LI�ODQG�LV�OHDVHG�XQGHU�D����\HDU

&URZQ�OHDVH��WKH�YDOXH�RI�WKLV�ODQG�ZLOO�EH�LQFOXGHG�IRU�DVVHW�WHVW�SXUSRVHV�

/LNHZLVH��ZKHUH�D�WD[SD\HU�LV�OHDVLQJ�SODQW�RU�HTXLSPHQW�ZKLFK�LV�DFWXDOO\

HPSOR\HG�RQ�DQ�RQJRLQJ�EDVLV�LQ�WKH�DFWLYLW\��WKH�YDOXH�RI�WKDW�SODQW�RU

HTXLSPHQW�ZLOO�EH�LQFOXGHG�IRU�WKH�SXUSRVHV�RI�WKH�DVVHW�WHVW��7KH�YDOXH�RI

DVVHWV�WKDW�DUH�OHDVHG�RU�KLUHG�RQ�D�VKRUW�WLPH�EDVLV�IRU�D�VSHFLILF�WDVN�ZLOO�QRW

EH�WDNHQ�LQWR�FRQVLGHUDWLRQ���)RU�H[DPSOH��D�ODUJH�LWHP�RI�HDUWK�PRYLQJ
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HTXLSPHQW�KLUHG�RQ�D�RQH�RII�EDVLV�IRU�WKH�FRQVWUXFWLRQ�RI�D�GDP�ZLOO�QRW�EH

FRQVLGHUHG�

:KHUH�PRUH�WKDQ�RQH�DFWLYLW\�XVLQJ�WKH�VDPH�DVVHW�LV�FDUULHG�RQ��WKH�YDOXH�RI

WKH�DVVHW�PXVW�EH�DSSRUWLRQHG�EHWZHHQ�DFWLYLWLHV���$Q�DVVHW�FDQQRW�LQ�HIIHFW�EH

GRXEOH�FRXQWHG�E\�EHLQJ�DSSOLHG�WR�WZR�DFWLYLWLHV�

Taxable income in three out of seven years

:KHUH�D�SURILW�IRU�WD[DWLRQ�SXUSRVHV�KDV�UHVXOWHG�IURP�WKH�DFWLYLW\�LQ�WKUHH�RXW

RI�WKH�ODVW�VHYHQ�\HDUV��LQFOXGLQJ�\HDUV�WKDW�SUHFHGH�WKH�LQWURGXFWLRQ�RI�WKLV

PHDVXUH���WKH�ORVVHV��LQFOXGLQJ�KHOG�RYHU�ORVVHV��IURP�WKH�DFWLYLW\�FDQ�EH�RIIVHW

DJDLQVW�RWKHU�LQFRPH�

([DPSOH�����GHPRQVWUDWHV�WKH�SUDFWLFDO�DSSOLFDWLRQ�RI�WKLV�WHVW�

Safeguard

:KHUH�VSHFLDO�FLUFXPVWDQFHV�FDQ�EH�GHPRQVWUDWHG�WKDW�ZRXOG�ZDUUDQW�WKH

UHFRJQLWLRQ�RI�³�RU�PDNH�LW�XQUHDVRQDEOH�QRW�WR�UHFRJQLVH�³�ORVVHV�LQ�WKH

\HDU�WKH\�DURVH��WKH�&RPPLVVLRQHU�RI�7D[DWLRQ�ZLOO�KDYH�DXWKRULW\�WR�UHFRJQLVH

WKH�ORVVHV�LQ�WKDW�\HDU���$Q�H[DPSOH�RI�ZKHUH�WKLV�DXWKRULW\�ZRXOG�EH�H[HUFLVHG

LV�ZKHUH�WKH�DFWLYLW\�LV�DIIHFWHG�E\�FLUFXPVWDQFHV�RXWVLGH�WKH�FRQWURO�RI�WKH

WD[SD\HU�³�VXFK�DV�SURORQJHG�GURXJKW��IORRG��EXVKILUH�RU�RWKHU�QDWXUDO

GLVDVWHUV�

6WDUW�XS�H[SHQGLWXUH��SDUWLFXODUO\�LQ�UHODWLRQ�WR�DQ�DFWLYLW\�ZLWK�D�ORQJ�OHDG�WLPH�

ZLOO�DOVR�EH�FRQVLGHUHG�XQGHU�WKH�VDIHJXDUGLQJ�DUUDQJHPHQW���,Q�GHWHUPLQLQJ

ZKHWKHU�LW�ZRXOG�EH�XQUHDVRQDEOH�IRU�D�ORVV�IURP�D�SDUWLFXODU�VWDUW�XS�DFWLYLW\

WR�EH�KHOG�RYHU��D�VLJQLILFDQW�FRPPHUFLDO�SXUSRVH�RU�FKDUDFWHU�ZLOO�QHHG�WR�EH

GHPRQVWUDWHG�IRU�WKH�DFWLYLW\�

$�QXPEHU�RI�LQGLFDWRUV�PD\�VXSSRUW�WKH�GHPRQVWUDWLRQ�RI�D�VLJQLILFDQW

FRPPHUFLDO�SXUSRVH�RU�FKDUDFWHU���,Q�SDUWLFXODU��WKH�FXUUHQW�VL]H�DQG�VFDOH�RI

WKH�DFWLYLW\��WKH�UHSHWLWLRQ�DQG�UHJXODULW\�RI�DFWLYLW\�DQG�SURILW�LQGLFDWRUV�ZRXOG

EH�PDMRU�IDFWRUV���(YLGHQFH�IURP�DQ�DSSURSULDWH�LQGHSHQGHQW�VRXUFH�³�VXFK

DV�D�JRYHUQPHQW�DJHQF\��DQ�LQGXVWU\�ERG\�RU�SURIHVVLRQDO�DVVRFLDWLRQ�RU�IURP�D

VLPLODU�VXFFHVVIXO�DFWLYLW\�³�DERXW�WKH�QDWXUH�DQG�H[WHQW�RI�LQYHVWPHQW

UHTXLUHG�WR�HVWDEOLVK�D�YLDEOH�DQG�SURILWDEOH�DFWLYLW\�ZRXOG�DOVR�JR�WR�WKDW

GHPRQVWUDWLRQ�
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Example 7.2 Taxable income in three out of seven years

$VVXPSWLRQV�

� $FWLYLW\�LV�QRW�WKH�UHQWDO�RI�UHDO�SURSHUW\�

� $FWLYLW\�GRHV�QRW�PHHW�¶WXUQRYHU�WHVW·�RU�¶DVVHW�WHVWV·�LQ�DQ\�\HDU�

� 3URILW�RU�ORVV�LQ�HDFK�\HDU�LV�IURP�WKH�VDPH�RU�D�OLNH�DFWLYLW\�

Year Taxable profit or
loss from
activity

Other taxable
income

Test for profit in three out of
the last seven years

Taxable
income

Cumulative
losses held

over

1 Profit $5,000 $40,000 Profit from activity to be returned. $45,000 Nil

2 Profit $5,000 $45,000 Profit from activity to be returned. $50,000 Nil

3 Loss $10,000 $50,000 Deferring of loss rule will apply.  Loss
from year 3 to be held over.

$50,000 $10,000

4 Loss $8,000 $55,000 Deferring of loss rule will apply.  Loss
from year 4 to be held over.

$55,000 $18,000

5 Loss $6,000 $60,000 Deferring of loss rule will apply.  Loss
from year 5 to be held over.

$60,000 $24,000

6 Profit $5,000 $65,000 Profit in years 1, 2 and 6.  Test for profits
in 3 out of the last 7 years met.  All held
over losses to be offset against year 6
income.

$46,000 Nil

7 Loss $12,000 $70,000 Profit in years 1,2 and 6.  Test for profits
in 3 out of the last 7 years met.  Deferral
of loss rules will not apply.  $12,000 loss
can be offset against year 7 income.

$58,000 Nil

8 Profit $2,000 $75,000 Profit from activity to be returned. $77,000 Nil

9 Loss $15,000 $80,000 Profit in years 6 and 8.  Test for profits in
3 out of last 7 years not met.  Deferral of
loss rule will apply.  Loss from year 9 to
be held over.

$80,000 $15,000

10 Profit $3,000 $85,000 Profit from activity to be returned.  Profit
in years 6, 8 and 10.  Test for profits in 3
out of the last 7 years met.  Loss held
over from year 9 can be offset against
year 10 income.

$73,000 Nil

Losses to be deferred

:KHUH�QRQH�RI�WKH�WHVWV�FDQ�EH�PHW�LQ�UHVSHFW�RI�DQ�DFWLYLW\��DQG�WKH

FLUFXPVWDQFHV�DUH�VXFK�WKDW�WKH�VDIHJXDUGLQJ�DUUDQJHPHQW�FDQQRW�EH�LQYRNHG�

WKH�ORVVHV�IURP�WKH�DFWLYLW\�ZLOO�EH�KHOG�RYHU�IRU�DQ�LQGHILQLWH�SHULRG���6XFK

ORVVHV�ZLOO�EH�DYDLODEOH�WR�EH�RIIVHW�DJDLQVW�QHW�LQFRPH�IURP�WKH�VDPH�RU�D�OLNH

EXVLQHVV�DFWLYLW\�LQ�D�ODWHU�\HDU���$�OLNH�EXVLQHVV�DFWLYLW\�ZLOO�EH�DQ�DFWLYLW\�WKDW�LV

VLPLODU�WR�WKH�DFWLYLW\�IURP�ZKLFK�WKH�HDUOLHU�ORVV�DURVH�EXW�QRW�QHFHVVDULO\�DQ

DFWLYLW\�WKH�VDPH�DV�WKH�SUHYLRXV�DFWLYLW\��IRU�H[DPSOH��LI�WKH�DFWLYLW\�ZDV

FRQYHUWHG�IURP�VKHHS�JUD]LQJ�WR�FDWWOH�JUD]LQJ�

$V�D�UHVXOW��VXFK�GHIHUUHG�ORVVHV�ZLOO�QRW�EH�GHQLHG��EXW�UDWKHU�KHOG�RYHU�WR�EH

RIIVHW�ZKHQ�WKH�DFWLYLW\�RU�D�OLNH�DFWLYLW\�SURYHV�WR�EH�SURILWDEOH�



Reinforcing integrity and equity

300 A Tax System Redesigned

:KHUH�LQ�DQ\�\HDU�DQ�DFWLYLW\�LV�DEOH�WR�VDWLVI\�DW�OHDVW�RQH�RI�WKH�WHVWV��ORVVHV

IURP�WKH�DFWLYLW\�RU�D�OLNH�DFWLYLW\�LQ�DQ�HDUOLHU�\HDU�WKDW�KDYH�EHHQ�GHIHUUHG�PD\

EH�RIIVHW�DJDLQVW�WD[DEOH�LQFRPH�RI�WKDW�\HDU�


