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OTHER RULINGS ON THI S TOPI C

TITLE: | NCOVE TAX: BARTER AND COUNTERTRADE TRANSACTI ONS
NOTE: . I ncone Tax Rulings do not have the force of |aw

Each deci sion nmade by the Australian Taxation Ofice
I's made on the nerits of each individual case having
regard to any relevant Ruling.

PREAMBLE
The purpose of this Ruling is to set out this Ofice's views on:

(a) Wien does a barter or countertrade transaction give rise to
assessabl e i ncone;

(b) What nonetary val ue shoul d be placed on barter or
countertrade transactions;

(c) When does a barter or countertrade transaction give rise to
an al | owabl e deducti on;

(d) Sales tax inplications.

2. In its sinplest form bartering involves the direct exchange
of goods or services for other goods or services wthout reference
to noney or a noney value. Barter nay occur between two people on
a private basis, e.g., neighbours may exchange produce grown for
their own consunption. Bartering may al so occur in the comerci al
field, e.g., a firmnay agree to purchase goods or services from
another firmprovided its own products are taken in exchange,
either in full or partial satisfaction of the purchase price.

O course, a conbination of both the above situations may al so
occur, that is, barter between a firmand a private individual
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At one end of the spectrum barter nay arise through both parties
subscribing to a barter directory (a published |isting of goods
and services available for barter) and identifying a nutual need.
At the other end of the spectrum nmultinational conpanies may
barter "big-ticket" itenms to conserve cash fl ow

3. In recent tines nore refined forns of barter have arisen in
the marketpl ace both locally and internationally. Referred to in
this Ruling as countertradi ng, these arrangenents are typically
controll ed by nenber only organi sations where credit units have
becone the nmedi um of exchange. These countertrade organi sations
vary in their degree of sophistication, fromconmunity-based
organi sations to | arge busi ness-oriented organi sations.

4, The nmenbership of the community-based countertrade

organi sati ons generally consists of private individuals and
usual |y these organi sations are run on a non-profit basis. The
menber ship of the business-oriented countertrade organi sations
general ly consists wholly of businesses and these organi sations
are usually run for profit. These business-oriented countertrade
organi sations are often referred to as trade exchanges.

Count ertrade organi sations have a record-keeping function with
nost having detail ed conputer records of nenbers' transactions.
These records will assist this Ofice in ensuring a high |evel of
tax conpliance is maintained by these organisations and their
menbers.

5. The principles set out in this Ruling are intended to apply
to all fornms of barter and countertrade transactions.

RULI NG

Assessabl e | ncone

6. Subsection 25(1) of the I ncone Tax Assessnent Act 1936 ("the
Act") requires that all incone derived by a taxpayer, other than
exenpt incone and certain term nation paynents (assessabl e under
ot her provisions of the Act), shall be included in the assessabl e
I ncome of the taxpayer.

7. The extent to which the consideration received or receivable
during a barter or countertrade transaction (either in terns of
cash, credit units, goods or services) represents assessabl e

I ncome under subsection 25(1) depends upon the nature of the
consideration in the hands of the recipient. The essenti al
principle when dealing with barter or countertrade transactions is
that these transactions are assessable and deductible only to the
sanme extent as a simlar cash or credit transaction. Simlarly,
timng principles for the derivation of incone and the incurring
of expenditure that apply to cash or credit transactions apply
equally to barter and countertrade transactions.

8. Consi deration received by non-enpl oyees for personal
services rendered constitutes assessable incone in terns of
subsection 25(1). For exanple, where a self-enployed tradesman
recei ves a non-cash benefit in paynent for services rendered, the



TAXATION RULING I T 2668

FO Enbargo: My be rel eased Page 3 of 5

val ue of that benefit wll be assessable incone. Consideration
which forns part of a business or is received in satisfaction of a
busi ness obligation constitutes assessable inconme of the business
and falls within subsection 25(1). For exanple, where a | ocal

har dware store accepts the provision of services for part or ful
paynent agai nst the purchase of a piece of plant, the val ue of
those services is assessable incone. However, where the total of
any non-cash busi ness benefits do not exceed $300 in any one

I nconme year, no anmount woul d be assessabl e i nconme under subsection
25(1) as these benefits are exenpted by virtue of section 23L of
the Act.

9. Consi deration received by enployees (other than in cash) for
services rendered falls within the provisions of the Fringe
Benefits Tax Assessnent Act 1986. For exanple, where the award
anount of an enployee's renuneration is paid in cash and the over-
award amount of the remuneration is paid by way of credit units

t hrough a countertrade organi sation, the cash paynent is
assessable to the enployee while the value of the credit units is
assessabl e (under the Fringe Benefits Tax Assessnent Act) to the

enpl oyer.

10. It has al so been noted that sone busi nesses, through

busi ness-oriented countertrade organi sati ons, have been issuing
trade di scounts by way of vouchers with a specified credit unit

val ue. The val ue of these vouchers becones assessable incone in
the hands of the recipient at the time the conditions attached to
t he voucher have been fulfilled. For exanple, where a trading
busi ness issues a voucher which is valid only if the trader's
account is paid within 30 days and the custoner does not mnake the
necessary paynent within 30 days, no anmount woul d be assessable to
the custoner. Nor, of course, would any deduction be allowable to
the trader. [If, on the other hand, the account was paid within
the 30 days, the custonmer woul d be assessable on the val ue of the
voucher at the tine the account was paid. The trader would
simlarly be entitled to a deduction for the sane val ue at that
tine.

11. By way of contrast, consideration which is nerely the
proceeds of a hobby, pastine, donestic or social arrangenent, or
the receipt of a windfall gain would not fall within the concept
of inconme in subsection 25(1). For exanple, nei ghbours who
exchange sone hone-grown veget abl es over the back fence will not
have derived inconme in terns of subsection 25(1). Also, benefits
derived fromthe use of informal babysitting clubs would not fal
for assessnent under subsection 25(1). It is noted that a | arge
proportion of transactions nade through conmunity-based
countertrade organi sations would not fall wthin the concept of

I ncome in subsection 25(1). Only those transactions within these
organi sati ons which arise fromthe carrying on of a business or
the provision of skilled services would generally fall for

consi deration as assessabl e i ncone.

12. It is also necessary, if the consideration froma barter or
countertrade transaction is to fall within the concept of incone
I n subsection 25(1), that the consideration be received or
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recei vabl e as noney, in the formof noney's worth or in a form

whi ch can be enployed in the acquisition of sonme other right or
commodity (E.C. of T. v. Cooke & Sherden 80 ATC 4140; 10 ATR 696).
The consideration froma barter transaction would, in npost cases,
be in the formof noney's worth (either inherently or as a result
of section 21 or section 21A of the Act deem ng the consideration
to be convertible to cash). The consideration froma countertrade
transaction (credit units) would fall wthin the formwhich can be
enpl oyed in the acquisition of sonme other right or commodity.

13. Where the consideration received during a barter or
countertrade transaction is not assessabl e under subsection 25(1)
but the transaction involves the disposal or acquisition of an
asset, the capital gains provisions of Part IIl1A of the Act may
apply. It is noted, however, that nmany of these transactions nay
I nvol ve "non-listed personal use assets" (as defined in section
160B of the Act) where the consideration is |ess than $5000. The
di sposal of these assets will not be affected by the capital gains
provi sions. For exanple, where a taxpayer exchanges a guitar for
anot her taxpayer's record collection of a simlar value (both
bei ng I ess than $5000), and the exchange is not otherw se part of
a busi ness transaction, no capital gains tax consequences would
ari se.

Val uati on

14. The consideration frombarter or countertrade transactions
would fall to be valued as either the noney value (section 21 of
the Act) or the armis length value (section 21A of the Act) of

t hat considerati on.

15. As a general rule when valuing the consideration arising
frombarter or countertrade transactions, this Ofice will accept
a fair market value as adequately reflecting the noney val ue or
arms length value, as applicable. 1In nost cases, this Ofice

wi |l accept as a fair market value, the cash price which the

t axpayer would nornmally have charged a stranger for the services
or for the sale of the goods or property. However, in the case of
a business-oriented countertrade organisation, this OOfice wll
deemthe fair market value of each of their credit units to equal
one Australian dollar unless it can be shown that the

organi sation's credit units are being traded consistently at a

di fferent val ue.

Deducti ons

16. This Ofice accepts, on the valuation basis nentioned in

par agraph 15, that deductions under section 51 and other sections

of the Act would be avail abl e where those sections woul d ot herw se
apply to simlar cash transactions. For exanple, where a conputer
sal es business gives a painter a conputer in consideration for the
painter's services in repainting the business prem ses, the arms

| engt h val ue of the conputer would be an all owabl e deduction to

t he conputer sal es business.
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17. It is noted that business-oriented countertrade

organi sations |evy a nunber of charges and fees on their nenbers.
The extent to which these charges or fees are all owabl e deducti ons
wi || depend upon the application of subsection 51(1) of the Act.

I n nost cases, recurring fees such as service and transaction
fees, where they relate directly to business transactions (as
opposed to private transactions), would be deductibl e expenses.
Joining fees are considered to be capital in nature and not
deducti bl e under subsection 51(1). These fees are usually one-off
paynments which give the nenber access to the countertrade

organi sation's services and to new areas of opportunity for trade.

Sal es Tax

18. To the extent that a barter or countertrade transaction of
goods takes place before the goods have passed their taxing point,
for exanple, upon the |ast whol esale sale of |ocally manufactured
goods or goods inported into Australia, the goods are liable to
sales tax in the sane way as they would have been if the goods had
been sold or inported in the conventional manner. The bartering
or countertradi ng of goods which have al ready passed their taxing
point (and this is the nore usual situation) would not have any
sal es tax inplications.

Paynent of Tax

19. The formin which tax may be paid is set out in Regul ation
58 of the Incone Tax Requl ati ons and Regul ati on 30 of the Sal es
Tax Requl ations. Broadly, these forns are cash, cheques, bank
notes, bank drafts, noney orders, postal notes or tax stanps.
Credit units arising frombarter and countertrade transactions are
not acceptable forns of paynent.

Dat e of Effect

20. As this Ruling does not deal with new | egi sl ation or any
changes in Ofice policy, it may be applied to transactions
entered into both before and after the date of issue of this
Rul i ng.

COW SSI ONER OF TAXATI ON
13 February 1992
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