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INTERIM SUMMARY OF FINDINGS

Introduction

To ensure the continued integrity of the product rulings process the Tax Office has instituted a process of review of rulings issued.  The intent of the review process is to determine whether the arrangement has been carried out as ruled upon, and where variations exists, to determine whether there is a material difference such that the Tax Office would form a different opinion as to the tax consequences of the scheme.

Of the 92 favourable rulings issued during 1998/99, 30 were ultimately selected for review, on the basis that they were considered to be the highest risk.  This is 32.6% of all issued rulings.

A further 13 applications not issued as product rulings were also reviewed.  This is 100% of the applications on which the Tax Office refused to issue a favourable ruling.

Results

Rulings Issued

For the 30 issued rulings reviewed, results were:

	Project did not proceed (usually this would be because no interests, or insufficient interests were taken up by investors)
	9

	Project proceeded with no material variations from the ruling (minor variations not affecting the tax outcome may have occurred)
	13

	Project proceeded with material variations from the ruling (in this case promoters have put investors at risk)
	2

	Review incomplete
	6

	


Total
	30


Investors in the projects which proceeded with material variations from the ruling (i.e. not in accordance with the ruling) will be assessed on the basis of a correct application of the law to their individual circumstances.  Investigations are proceeding - early indications are that only limited numbers of investors will be subject to amended assessments.

In those cases where there has been any variation from the issued ruling action has generally been taken to withdraw the ruling.  This does not of itself affect investor deductions, but reflects the Tax Office's concern to ensure that only those rulings which are clearly correct in all respects remain in place.  All rulings are in fact issued with a 'sunset' clause built in  - that is, they are withdrawn after a specified time.  This is a matter of administration only.

For the 6 rulings in respect of which the review is incomplete, reasons are:

	Further inquiries being made
	3

	More detailed review of financing being undertaken
	2

	Capital/revenue issues under consideration
	1


Some amendment of investor claims in relation to those products for which review action is incomplete is still possible.  At this stage there are no clear indications.

Applications on which the Tax Office declined to rule favourably

For the 13 applications where the Tax Office refused to rule favourably, results were:

	Project did not proceed
	8

	Project proceeded and amendment of investor deductions is likely
	2

	Review incomplete
	3

	


Total
	13


For the three unsuccessful ruling applications in respect of which the review is incomplete, reasons are:

	Decision pending
	2

	Further information sought
	1


Some amendment of investor claims in relation to the unsuccessful product ruling applications for which review action is incomplete is still possible also.

Patterns & Trends

To this point, few clear trends have emerged.  However, the results of the review to date do suggest the following:

· a high proportion of projects do not apparently proceed:


· some 30% of projects with a ruling did not proceed - but it is relevant to note that the Tax Office has had a number of applications in 1999/2000 from projects that first received rulings in 1998/1999 and did not proceed at that time.  That is, projects that do not get going the first time frequently try again;

· some 61% of projects refused a ruling did not proceed;


· of the projects with rulings that have proceeded, there has generally been a high level of compliance with the ruling - this is an encouraging result, given that projects selected for review were considered generally to be higher risk, and also given that the review considers the early stages of the product rulings initiative;


· changes to Chapter 5C of the Corporations Law relating to Managed Investments Schemes have affected managers and trustees of prescribed interest schemes, and may help ensure adherence to future projects’ management and financial plans;


· implementation of measures forming part of The New Tax System (particularly prepayments) has caused arrangements to be revised.  This may require particular attention in future reviews;


· the matter of finance remains an issue requiring continued effort.  For 1998/1999 arrangements involving bridging finance and promissory notes were seen - although no such arrangements were approved in rulings; and

· deductibility of outgoings in circumstances where the project does not proceed, at least beyond initial stages, will continue to be an issue.  However, this is essentially a matter to be decided in the particular circumstances of each case.
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