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I ncome Tax Rulings do not have the force of |aw

: Each deci sion made by the Australian
Taxation Ofice is nmade on the nerits of each
I ndi vi dual case having regard to any rel evant
Rul i ng.

PREAMBLE

The follow ng anplifications of Taxation Ruling IT 2610
have been prepared after further discussions with Lloyd's
official agents in Australia in order to assist Australian
resident Nanmes in the preparation of their Australian incone
tax returns for the years of incone ended 30 June 1988, 1989
and 1990.

2. This Ruling largely confirns the advice contained in an
Expl anat ory Menorandum i ssued by Lloyd's of London to all
Australian resident Names on 8 Novenber 1990.

3. Consistent with IT 2610, this Ruling reflects the

| egi sl ati on governing the foreign tax credit system (FTCS) as
the FTCS operated as at 30 June 1990.

RULI NG

Date of distribution (Paragraphs 10 and 12 of I T 2610)

4. The objective of paragraph 10 of IT 2610 is to ensure
that the incone derived fromunderwiting at Lloyd' s is to be
treated as derived upon the incone becom ng avail able to the
Name. Accordingly, the date upon the |letter/docunent which
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notifies the Nane of the availability of this inconme will be
taken to be the date of derivation for the purposes of section
19 of the I ncone Tax Assessnment Act 1936 (the Assessnent Act).

A corresponding rule will apply in relation to |oss
notifications. The references in paragraph 10 of IT 2610 to
the date of a distribution statenent and in paragraph 12 to
recei pt by a Nane of notification fromhis or her agent of a

| oss fromcarrying on business at Lloyd's are to be read
accordi ngly.

5. For exanpl e, assune that a Nane who has been a nenber of
Ll oyd's for sonme years is, for the 1986 Lloyd' s year of
account, a nenber of 10 syndicates. Due to the nature of

syndi cate operations, it is likely that each syndi cate agent
wll report the syndicate's results to the nenber's agent on
different dates. It is not until the nmenber's agent has been
notified of the last of the syndicate results and has obtai ned
all relevant audit and other clearances that the agent is in a
position to notify the Name of the result for the 1986 Lloyd's
year of account and distribute the available funds (if any) to
the Name. In this exanple, if the actual notification of a
profit to the Nanme took place on 5 July 1989, the rel evant
date for the purposes of paragraph 10 of IT 2610 woul d be

5 July 1989 and the Lloyd' s incone would be returned as
assessable incone in the Nane's Australian inconme tax return
for the 1989/90 year of incone.

QG her Interest and Capital Gains derived from Deposits and
Reserve Funds (Paraqgraph 22)

6. Paragraph 22 of |IT 2610 arises fromthe provisions of
subsection 160AF(2) of the Assessnment Act. Interest/gains
derived through Ll oyd s nenbership and subjected to a foreign
tax assessnment will qualify for the foreign tax credit. Thus
such interest/gains are to be included in the Australian

i ncome tax return as part of the total of the United Ki ngdom
determ ned Ll oyd's incone/gains for the year of incone that is
co-term nous for United Kingdomtax purposes, e.g., the 1987
year of account results are assessed to United Kingdom i ncone
tax for the year ended 5 April 1988 although that return
cannot be finalised until sonetine after 31 Decenber 1989 when
t he year of account closes. Thus interest or gains derived on
these funds for the period 1 July 1987 to 5 April 1988 will be
i ncluded with the 1987 account results and returned in
accordance wth paragraphs 10 and 12 of IT 2610, as the case
may be. Interest and earnings earned from®6 April 1988
through to 5 April 1989 (i.e. not only to 30 June 1988) wl |
be included in the Australian inconme tax return with the 1988
year of account results.

7. As net incone/gains fromthese sources derived prior to
1 July 1987 were exenpt under paragraph 23(qg) of the



TAXATI ON RULING I T 2638

FO Enbargo: May be rel eased Page 3 of 4

Assessnent Act, they are not to be included in calculating the
i ncone as described in paragraph 22 of IT 2610, in relation to
the 1985 and 1986 years of account. The incone exenpt from
United Kingdomtax e.g., the 3.5% War Loan Stock, is
assessabl e incone for Australian tax purposes both pre and
post FTCS and shoul d therefore be included as assessabl e

I ncome in the year of incone in which it is derived.

Stop Loss | nsurance Recoveries (Paragraphs 23 and 24)

8. In order to be consistent with the principles |aid down
i n paragraph 13 of IT 2610 (it being expected that the
recoveries would be shown on the final LL9 or other United
Ki ngdom I nl and Revenue determ nation), the final sentence of
paragraph 24 of |IT 2610 would, in practical terns, apply as
foll ows:

(a) When a stop/loss recovery is received in respect
of a loss of a closed account, or for the | oss of an
uncl osed account which ordinarily would have cl osed
but has not done so (i.e. it has becone a run-off
account), the year of account to which the stop/loss
recovery relates is to be adjusted to take into the
conmputation of profit or loss that recovery.

(b) When a stop/loss recovery (not within (a) above)
Is received in respect of a loss of a running off
account, that recovery shall be taken into the
conputation of the profit or |oss of the year of

i nconme that the result is included in the rel evant
distribution statenent fromthe Nane's agent, i.e.,
the year identified in paragraph 23 of I T 2610.

Carry forward of | osses (whether pre FTCS or not) (Paraqgraphs
13 and 35)

9. Net | osses incurred from nmenbership of Lloyd' s under the
Australian legislation applicable to the 1987/88 to 1989/ 90
years of incone are quarantined | osses (only avail able for

of fsetting agai nst subsequent assessabl e incone arising from
menbership of Lloyd's, including interest and gains referred
to in paragraph 22 of IT 2610). G ven the principles stated

I n paragraph 13 of IT 2610 and in light of the manner in which
Ll oyd's | osses are treated for United Kingdomincome tax |aw
pur poses, it has been agreed that net |osses incurred by a
Name from nenbership at LIoyd' s may be accounted for in Pounds
Sterling for | oss quarantining purposes. Only in the year in
whi ch brought forward | osses have been recouped, will the

bal ance (reduced by those | osses) of the Sterling denoted

LI oyd's incone of that year be returned as Australian incone
at exchange rates and with foreign tax credits determned in
accordance with I'T 2610.
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Foreign Tax Credits (Paragraph 39)

10. It is confirnmed that the reference to foreign taxes in
subpar agraph 39(a) of IT 2610 includes United States and
Canadi an as well as other foreign taxes.

Provi si onal Tax (Paragraph 43)

11. As set out in paragraph 43 of IT 2610, credit wll be
allowed in calculating provisional tax for all foreign taxes
paid or withheld that have been disclosed in the Nane's
Australian incone tax return for that year (indexed by the
provisional tax uplift factor). |In addition, Nanes can al so
have provisional tax, if any, further reduced, pursuant to
Taxation Ruling I T 2528, by notifying the Comm ssi oner of any
further foreign taxes paid subsequent to the | odgnent of the
return in respect of Lloyd' s incone included in that
Australian income tax return. |f an assessnment has issued for
that year, an application for variation of provisional tax
woul d be required in accordance with section 221YDA of the
Assessnent Act.
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Resi dence

12. The assessability to Australian incone tax of incone
derived from nmenbership of Lloyd' s for taxpayers taking up
residence in Australia wll be ascertained pursuant to the
principles set out in Taxation Ruling IT 2607.

Lodgnment and basis of returns for the years ended 30 June
1988, 1989 and 1990

13. Following the release of IT 2610, Nanmes were given until
30 Novenber 1990 to |l odge their Australian incone tax returns
for the years ended 30 June 1988 and 30 June 1989 before
incurring additional tax for |ate | odgnent.

14. However, because in the event final LL9 and LL200 forns
were not issued by the United Kingdom Inland Revenue by this
date, Nanmes were authorised to submt returns for those years
using only the provisional LL9 forns already issued by the

I nl and Revenue. This authorisation was on the basis that
anmendnents to those returns would be affected once the final
LL9 and LL200 forns were issued and that no penalty or

I nterest would accrue to the Nanes as a result of any

adj ustnents that becane necessary as a result of those
anmendnent s.

15. The Expl anatory Menorandum i ssued to Nanes by Ll oyd' s of
London on 8 Novenber 1990 gave detail ed advice on the
preparation of those returns and subsequent anendnents that
woul d be required at a | ater date.

16. In addition, it was subsequently agreed with Lloyd' s of
London that inconme tax returns of Nanes for the year ended

30 June 1990 woul d be accepted for |odgnent until

15 April 1991 wi thout penalty. As no LL9 forns for the

rel evant Lloyd' s year(s) of account becane available by this
date, the Nanes were authorised to submt their Australian
returns for that incone year on the basis of their non-LIoyd' s
i ncone. Anendnents to those returns were to be nade later to
take into account the Lloyd's income once the quantum of such
I ncome (or |oss) becane known to the Nane through issue by the
Uni ted Ki ngdom I nl and Revenue of the relevant fornms LL9 and
LL200 or any other determ nation. Again, it was agreed in the
ci rcunstances that no penalty or interest would be applied in
this case in respect of any adjustnments that m ght arise as a
result of those amendnents.

COW SSI ONER OF TAXATI ON
13 June 1991
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