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1998 exam

ITEM

DESCRIPTION

CONCILUSION

1. Match Payments

Received directly for employment. AG of British Columbia.
The arnount is included in assessable income under s6-5.

AJ$80,000

2. sign on fee

Restrictive covenant, followed by a contract of employment.
Unlike FCT v Woite, the resirictive covenant has been
accompanied by a contract to play for the LA Belles,
therefore ordinary income under 6-5

AI$20,000

3. Best on Court

The $1,000 she kept would be ordinary income as there is @
sufficient connection between the receipt and services
rendered (Kelly v FCT) incidental to employment

Al$1,000

4. Gift

Not assessable income - windfall gains or voluntary payment
of money is prima facie not income {Hayes v FCT)

5. Sale of Lounge Suite

CGT Event Al s104-10. However, an exemption will apply,
as the lounge is a personal use asset, acquired for less than
$10,000 s118-10(3) s108-20(1). Not assessable income

6. Rent

Assessable income under 6-5. (FCT v Citibank} Periodical
receipts from the use of property are ordinary income

AJ$10,000

7. Dividends

Dividends are included in assessable mncome under s44(1)

Al$2,000

Imputation Credits

Franking Credits are included in assessable income under
§207-20(1)

A¥$5112.50

DEDUCTIONS

1.Air Fares

Not deductible under the first limb of 8-1, as the expense
came at a point too soon (Madalena) The expenses were
incurred in getting, not doing work. Not deductible

Deductible under the first limb of 8-1 'the nature of the job

. vy £ Arrds BRI L s v'aus AT
made travel in the performance of dutics essential (FCT v

Wiener)

3. Meals

Not deductible under 8-1. The expenses are of a private
nature. The T/P was paid to train and play basketball.
Income producing activities did not include consuming food
and drink (FCT v Cooper)

4, Laundry Expenses

Deductible under 8-1, as it is maintaining the compulsory
work uniform

d$1,000

5. Interest, Rates and
Taxes - rental

This is deductible under 8-1, as it relates directly to income
producing activities. Assuming the taxes are not income
taxes. The expenses are not capital in nafure.

D§15,600

TAXABLE INCOME

<4-15 taxable income. (Assuming receipts she has kept

catisfies written evidence requrements of Div 900)
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2000 exam que;h::n one

[TEM REASON CONCLUSION
Received directly for employment. - AG of British
1. Wages Columbia. The amount is included in assessable income Al$60,000
under s6-35.
. Assessable income under s20¢ - & benefit directly related
2.C . ) A
ommission to employment Ao ord witome Blele Yely Bid 562433 o p,-wmsqﬂ’ow
L gE 3. Allowance Assessable income under $26¢ - a benefit directly related AT510.000
M to cmployment
Ordinary income undete s6-5 (Citibank Ltd). Periodic
4. Rent receipts from the use of property. Al313,000
5. Dividend Asscssszic income under 544(1) Received from an AIS2,000
Australian Company.
N . Franking credits are included in assessable income under
§. lmputation Credit 207-20(1) Al81,125
CGT Event Al disposal of a CGT asset as a resuty of
6. Sale of Shares disposal of shares from one entity to another s1§4-10.

Capital Proceeds - Cost Base = 310,000

No Indexation s114-10(1), No Discounting s115-40 as
not held for over 12 months. S118-20 anti overlap
pravision may apply, due fo the realisation of a profit
making purpose (Myer Emp) It is not mentioned that she
intended to make a profit.

It could be inferred that theie was a profil making
purpose on acquisition, as she received a tip' thet they
would be a good investrnent (Myer Emp), therefore ATI510,000
ordinary fncome under s6-5. The capital gain will be
reduced to zevo s118-20

Loss of $50,000 not deductibie under the positive or
negative parts of 8-1, as the home is capital or private in
7. Sale of Home nature (Case 50). S118-10 capital gain or loss js -
disregarded a5 home was uscd solely as a residence. No
deduction

Maintenance could be assessable income as it is periodic,

8. Maintenance Payments regular and recurrent (Dixon), however il is non-
' Yo assessable income s51-30 and 51-30. Therefore the

payments are exemnt,

DEDUCTIONS

The expenses aré not deduciible under §-1 as they are
1. Fravel incurred at a point too soon (Madalena) The expense is -
incurred in getting work, not doing waork.

Not deductible under 8-1 as it lacks the work character,
despite being worn to present a professional image.
There are no special facts as there were in edwards case
to make it deductible. Case 50 - private

2. Clothing

532-5 This is an outgoing to provide entertainment,

. i & :
3 Entcr_-t?wmcnt ‘pcﬁfcs therefore not deductible due to 532-5

Division 28 individuals and partnerships. Go through the

4 methods, s28-25 ofkm method, 28-45 12% of value, 28-
s 3 3 D3$6,000
4. Car Expenses 70 1/3 of expenses, 28-90 log book method. The amount $6,00

is deductible under s28-90 as it gives highest deduction.

the amounts qualify as a general deduction as they relate
Lo assessable income, however they are deducted snder

528-50

No specific deduction. Genezal deduction under 58-1, it

i 3 i rpose i . Although
. 5. Subscription Z years is relevant to_ work af'nd its pu C is for wark oug! D500
the expense is prepaid, no apportionment necessary as i

is less than $1,000. Full amount deductible.

Colies Myer Finance does not apply, duc to Woolcombers
case, as it 15 0ot a special financing arrangement.

Not capital. Apportionment of the 2 weeks the Vp spent

in the house is required {ronpibon tin} 2/52 x $10,000. A
1 ,000 x 50/52
6. Rental expenses generst deduction is aHowed as it is directly refated to A1310,090 %

producing assessable income

Mot deductible under 8-1, or any specific deduction, as it
7, ¢hild care cxpenses  |is neither relevant nor incidental to producing assessable
" [income.

. s4-15 taxable income. (Assuming reccipts she has kept
TAXABLE INCOME satisfics wrillen cvidence requremnents of Div 900)
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2001 exam guestion one

ITEM

REASON

CONCLUSION

}. Salary

Received directly for employment. AG of British
Columbia. The amount is included in assessable income

under s56-5.

AlS80,000

2. Bonus

Assessable income under s26¢ - a benefit directly related
to employment

Al$20,000

expenses

1. Reimbursement of

Asscssable income under s26¢ - a benefi directly related
to employment

Al$2,000

4. Interest

Receipts arising from the use of property are included in
assessable income under 6-5

Al$1,000

5. Dividends

Dividends are mcluded in assessable income under

s44(1)

Al$3,000

5. Imputation Credits

Franking Credits are included in assessable income
under s207-20(1}

ALSL700

6. Sale of Car _

Sale of an asset is CGT event Al sl 04-10. However,
capital gains or losses from the sale of cars are
disregarded under 5118-5. Not ordinary or statutory
income. Not assessable

7. Trust Distributions

DEDUCTIONS

1. Purchase compuler

This expense is of a capital naturc. It confers a lasting
advantage (Mt isa Mines). Nota general deduction
under 8-1. This is a deprecialing assel s40-30

2. Subscription

This is a general deduction under 2-1, it isrelevant L0
work, the t/p relies on this information 1o improve
performance(Finn)

D§500

3. Expenses re
conference

$1.500 registration fees and trave] costs are deductible
under 81 (Finn) The increased knowledge and the ifp
real and substantial purpose for gaining this knowledge
will make the costs deductible

D%1,500

Accommodation expenses will be aportioned, as only
three of the six days were for work. 5] J000/2 = §500

D500

Meal cxpenses are not deductible, as they arc of a
private natre (Case 50)

4, Car Expenses

_IS1,000

Car expenses are deductible under div 28,

1. Cents per km method 5000x0.61 = 3050 s28-25

2. 12% of original value method s28-45 not enough
information.

3. 1/3 of actual expenses method s28-70 1/3%3,000 =

4. Log book method s28-50 not enough information.
She also did not keep a log book. Substantiation
requircments of §900-70(1) state that odometer readings
must be kept (§29-100) s900-70(3)

As there arc no specific requirements for the cenis per
Lt method, $3050 will be deductible under 28-25

D$3.050

5. Interest

This is deductible under 25-25, as the intercst was
incurrcd in producing assessable income

D§5,000

4. Maintenance
Payments

Not deductible expenses. The cxpenses werc not
relevant or incidental to the producing of assessable

incame (Lodge v FCT)

TOTAL
DEDUCTIONS

=8UM(D17:D27)

TAXABLE INCOME

¢d-15 taxable income. (Assuming receipts she has kept
satisfics writtcn evidence requrements of Div 900)

L
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T QUESTION 2 1998

1T EM REASON concLusion |
" - . : Ol . —
Proiit - salc of trading Ord_mary income 6-5 _Cahfomsa copper syndicate. Receipts il the A1$2,000,000
stock erdinary course of busincss,
_ —— — Caliform m — g
Franchise Roylties Ord.mary income 6-3 .Cahrornla copper syndicate. Receipis n the AT§70,000
ordinary course of business.
|, Compensasion - The amount Teceived by way of insurance or indemnity for the loss is
- omp assessable income ender 6-5. Any amounts not inctuded under 6-3 are Al%30,000
Trading Stock
assessable under 70-115
2. Advertising . . - .
G 1 -1, ;
Expense $100,000 car:;'u:ir:u iid:cl::::?ng:i;; sfwlm E‘;z c};pense is necessarily incurred 1n DS100,600
business promotion TTYIng ) = yS
. Even if the deduction is necessarily incurred, it is of a capital nature (sun
2. Advertising - . . .
E . $100,000 newspapers) The payment was made to preserve and strengthes the t/p }
xpc‘ns h business organisation ar entity. }t has a lasting effect, and once only
taunching 2@ new moilo
expense.
General deduction s8-1. Itis necessarily incurred in producing
3. Car expenses assessable income (_Magna :_'«.iloys). The .cxpensc is not of a capital D550,000
nature. Subslantiation requirementsof Div 900 are not relevant, because
the entity is 2 trust.
& 4 Depreciation Dcchnc'ln Value 3:40.-25. “Assuming the methods and rates vsed for D$20,000
§ accounting depreciation are acceptable for fax. .
Fringe Benefits Tax _Gcncm!.dcductmn r?ndcr 5R-1(1) The cxpense was necessarily incurred 510,000
in carrying on a business (Magna Alloys)
Insurance is a generat deduction under 8-1(1), asitis necessarily
incurred in carrying on a business (Magna Alloys). However the
5. tnsurance . - N . . -
expense is a prepayment, and will be apportioned on a daily Dasis over &
period. S82KZL.
s none of the Insurance relates 10 the current peried, there will beno .
deduction in the current yoar. Mo exceptions will apply. i
Deductible under s25-5. Expenditure incurred to extent that it is in
DS15,000

6. Profcssional Fees

relation to managing tax affairs. Assuming that if ther was any advice
given, il would be by a Tecogmised tax practitioner. ‘

7. Repairs

The instaltation of a new verandah is not deductible under £25-10,
bocavse il is a replacement of the entirety. The expenditure resulted in
an improvement and therefore of capital nature (Western Suburbs

Cinema)

The work did much more than meet 2 need for restoration.

7. Repairs

The new shop front is part, nat the entirety. The cxpense is therefore
deduetible under s25-10. The building was the entirety, and the work
done on the shop front was a repair of the building
Lid v FCT)

{W Thomas & Ce Pty

Seneral deduction under s8-1(3). Phillips - if the expense is excessive, it

D810,000

rmay be for some other purpose.

S{".S:}_lnry and Wages
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“QUESTION 22000

ITEM REASON

CONCLUSION |

1. Saie of computer games that had
been acquired as part of the
buesiness’ hire stock

Ordinary income 65 - Califoria copper syradicate. Receipts in -

) . ) AL570.000

ihe ordinary course of business. LOCHk €9
ek v Bl

SAC-TRYNELY

. weess of value of trading s
Teoduna oL Fxeess of value o1 u
T CROWERD value at the end of the year

I r’)CJ\ 2114 US"W

rock at the start of the year over (he .
£10,00
is a spocific deduciion §70-35(3) b¥10.000

4 - ature (sun newspapersy 11
3, Adveriising X ¢ mapers)

[,‘vcn if the dednction is necessarily fncurred, it s of a capital

strengthen the ¥p business orgonisation of eniity. 1t has a lesting
eect, and onte only EXPEns

1c payment Was made to preserve and

50

elevant, beeanse the entiny

Genera} deduction s8-1. M is necessarily incurred in produsing

assessable income (Magoa Alloys). The sxpense is not ofa
. Car Expenses . ) ) D520,000
4. Car Expenscs capital nature. Substantalion raquirementsof Div 900 as& rot 520,

is 4 frust.

apital nature.

Geners] deduction s8-1. Tiis recessarily incurred in producing
Efeotricity 1 ssossable income (Magna Alloys)- The expense s not of 2 1,000

!

capital nanue.

General deduction §8-1. Itis necessarily incurred in producing
Rent 49sessable income (Magna Allays). The expense ignotola %2,000

Loapitad naiyre.

General deduction s8-1. itis necessanily incurred in produding
Insurdncs ssessable income (Magna Alloys). The expesse is not ofa D$25,000 /

|
3,

Decline in Value s40-23. Assuming the methods and raies used
5. Plant For nogounLing Goprocizlion are acceptable for tax.
adjustabile value js nil, deduction for degline in value 1§ also nil

(2)if the DSS.G0G

6. Franchise Fees

only expense.

o1 Deduetible under 53-1 as itis of a capital nzture. (Labrilda’s
cese) the sun newspaper case factars are relevant. There isa
Jasiing advantage, retated to 2 profit yielding siructire, and & once;

bk LLAVETS buy Ny

_ ) Genavral dedutron '(\g((.Q"J}\hltﬁ e redy on
7,587 oesywa i ok eS| ek copihal

D310,000

8. GiST ot apphiceble

T N A i

. Porchage &
Gt SGoin & & 1eq \

h e = n ;

. \.}}?\*?/\E_\(:‘\'ie oy A3

Cenesal Go ot Men - Cecil Bvos ;
S0 - g -Cost ot teactow ek @y et g capred 5300,000

e N

Srotwe Gk PO s S e
R Fhr ded oadey 0-25

under s25-190, The ansount
an improvernent which has
Suburbs Cinema} .

10. Repair Expenges

‘The expense was & repalr to part, not e entirety. 1t is deductiblel

is nat capitat, as it doss “"f resuli in DS 000
considerable advantage {Wesiern

Cieneral Deduction under 2ad lizb of S-1 (Magne Alloys). iLis
necessanly incnrred in carrying ond business. The expense 1s DSTL000

11. Royaltics . N
- not of a capital nature (Su Wewspapers): there is no jasting
advantage, relales 1© operating CEPERSTs, recarrent cxpendiure.
Deductible under s25-5. ¥xpeadinre incurred 10 extent that it is
| Tax Related Expenses in relation to managing tax affairs. Assuaming thet if ther was 0D3%2,000

any advice given, it would be by = recognised tax prachitioner.

13, Weges
1{1) (Magna AHOYs}

Generat deduction under s8-103). Philiips - if the cxpense is
cxcessive, it may be for some other purpose. But assuming that it

L ' SR N DS10,000
is 2 commuerciat Tate and pot LXCESSIVE, 318 deductibie under 8-

§26-35 can prevent a deduction if the payment sto a related
entity, but this dotsat apnly 10 trusls.

S\O\ Qi o Ak — Discrehonas Trosts _whgee X

degd eskat 2, R AR Wno adyaniadgs shnati Ve deoenad Yo oo PWSQM\\% .
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QUESTION 2 2001

ITEM REASON

CONCLUSION

Gross Sales 3 siness (California Copper Syndicatc)

Assessable incorse under 6-5. It is a receipt ir the ordinary course of

AI5LO00,000

Hand 35(3)

. Excess of rading steck at the end of the year over the value at the start
1. Trading Stock on P ) . .
of the year 15 included in assessable income as statulory income s76-

AIS10,009

2 Other Income business (California Copper Syndicatc)

Assessable income under 6-5. Tt is a receipl in the gedinary comrse of

AIS500,600

will be included in assessable income under s6-5

A The sale of land is 2 CGT event Al. Ttis however exempt frotn CGT
s as it was acquired pre 20/9/85 s104-15(4Mb). Thesele will be
3. Braerdinary Profit assessable income under 15-15 profit making plan by sale. However it

v Mycr Emporium)

The amounl will ke ordinary income from the realisation of property.
There was a plan to profit from the sale at {be time of acquisition (FCT)

AIS100,000

loan £25-25. 6/12 x 60,000 = $30,000 for 1999

Borrowing cxpenses can be deducted (o the exent they are nsed to
4. Borzowing Costs, produce asscssable income. As the full amousnt is used (o purchase
: & " [poker machines, the deduction will be spread over the period of the

DE30,000

mzlhods arc scceptable for tax purposes.

Deduction for decling in value of deproeizting assces held for taxable
5. Depreciation purpose is allowable under $40.25, doc to the fact that the rates and

D5H0,000

6. Fines for illegal  {The fines are not deductible, due to 526-5. You cannot deduct
activilies amounts payable by way of penalty under an australiag or foreign law.

7.FBT producing assessable income (Magna Alleys)

General Deduclion s8-1. The expanse is incurred in gaining or

D$4,000

Income tax and Payments of income tax and provisional tax are not deductible. They

provisional tax are pat incurred in producing assessable income

8. Insuranca producing assessable income {(Magna Alioys)

Generl Deduction 58-1. The oxpense is incwrred in gaining or

D510,600

21,000 Replacement of Cooling Condenser which was a part of the
9. Repairs hotel's cooiroanm. This is dedvetible under 2510, asitisnola
replacement of Lhe entirety, it is only replacing a part.

D51,000

Cincrmia)

$4,000 (o replace the carpet with ecramic tifes. The deduction is not
9. Repairs allowed, as the cxpense is of a capital nature. (Western Suburbs

The work casried out was different in degree and in kind from the type
of repaits properely treated as work expenses. The work did more
than meet a need for restoration. No deduetion - the expense is capital

Tax Return Preparation

Deductible under s25-5. Expenditure incurred 1o extent that it is in
refation to managing tox affairs.  Assuming that if ther was any advicey
iven, it would be by a recognised lax praciitioner.

083,000

Trading Stock An outgoing incurred in acquiring an iem of irading stock is a general
Purchases deduction urder the second limb of 58-1(1) Cecil Bros Py Lid

D§560,000

ﬂ-Wages $200,000 Dcducl:l?lc Emder mc‘second‘]:mb ofsB—l‘(l). It is an outgoing
necessarily incurred in carrying on a business {magna alloys)

D35200,000

$£1,000 5GC You cannot deduct a supcrannuation contribution surcharge s26-60

$£1.,000 loss on
scrapping wom oul
carpet
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