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CAPITAL ALLOWANCES:  

THE NEW  
UNIFORM REGIME 

By Rodney Fisher* 

The new Uniform Capital Allowance provisions came into effect on 1 
July 2001, the provisions largely following recommendations in the Ralph 
Review aimed at streamlining and simplifying the myriad of provisions 
previously in existence. This article outlines the fundamental concepts 
underlying the new provisions and examines how the provisions differ from 
what has gone before. 

1. INTRODUCTION 
As part of its wide-ranging recommendations for the reform of 

the Australian tax system, the Review of Business Taxation (“Ralph 
Review”) included recommendations for the introduction of a 
uniform regime for capital allowances,1 replacing the myriad of 
existing systems. The fundamental recommendation, from which the 
others flowed, saw the replacement of accelerated depreciation 
provisions with a deduction based on effective life.2 

                                                 
* Senior Lecturer with ATAX in the Faculty of Law at the University of New South 
Wales. 
1 Review of Business Taxation, A Tax System Redesigned (1999) (“A Tax System 
Redesigned”), Recommendation 8.2: 

(a) That the taxation treatment for depreciating assets: 
(i) be consistent across the range of different types of 

depreciable assets; and 
(ii) where not consistent, have a transparent basis for that 

differential treatment. 
2 Ibid the principal recommendation from which others follow appears as 
Recommendation 8.1: 

(a) That current accelerated depreciation arrangements be replaced with a 
system under which the rates of taxation depreciation for depreciable 
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Removal of accelerated depreciation provisions was seen to be of 
benefit in that it would facilitate tax reform by: 

• providing the funds to allow for a reduction in the company 
tax rate to 30%; 

• removing tax-induced distortions in investment decisions; 
and 

• improving the integrity and structure of tax law.3 

The recommended provisions would not be applicable to small 
businesses that made use of the simplified depreciation provisions 
under the Simplified Tax System (“STS”) measures.4 

1.1 Progress of Legislation 
The first exposure draft legislation for the proposed Uniform 

Capital Allowance (“UCA”) System, the New Business Tax System 
(Capital Allowances) Bill 2000, was released by the Government in 
December 2000 and this was followed by further exposure drafts in 
May 2001. The final New Business Tax System (Capital Allowances) 
Bill 2001, accompanied by the New Business Tax System 
(Transitional & Consequential) Bill 2001 were introduced in May 
2001, with an operative date of 1 July 2001. 

The legislation is intended to improve both neutrality and 
simplicity. In particular, of the existing thirty-seven separate and 
inconsistent capital allowance regimes then existing, twenty-seven 
would be combined into a single regime5 which would generally 
generate deductions based on the effective life of assets. Whether the 
regime is expanded to encompass the remaining provisions at some 
time in the future remains to be seen. 

                                                                                                        
assets acquired after the commencement date be determined by the 
effective life of the assets ... . 

3 Ibid 305. 
4 Ibid Recommendation 8.1(d). 
5 Explanatory Memorandum to the New Business Tax System (Capital Allowances) 
Bill 2001, 5 (“Explanatory Memorandum”). 
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Underlying the new regime is the provision of:6 

• a set of general rules to calculate the deduction for the 
notional decline in value of depreciating assets; 

• a pooling mechanism under which some expenditures may 
be pooled, with a deduction for the decline in the pool; and 

• a deduction for certain primary production and mining 
expenditure, the deduction being either immediate or over a 
period of time.7 

1.2 Structure of the Article 

The format of the article will largely follow the structure of the 
legislation itself, with the matters to be considered including: 

• the core operative deduction provisions of the UCA regime 
and the fundamental concepts underlying this, being 

o depreciating assets; 
o holding assets; 
o asset cost; and 
o asset effective life; 

• calculation of balancing adjustments, including roll-over and 
Capital Gains Tax (“CGT”); and 

• pooling of assets. 

Other measures incorporated in the legislation and briefly 
outlined in the article include: 

• primary production deductions; 

                                                 
6 Ibid 3. 
7 The deductions had previously been allowed under Income Tax Assessment Act 
1997 (Cth), Div 387 (“ITAA97”) for primary production and ITAA97, Div 330 for 
mining. 
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• deductions for exploration and mining capital expenditure; 
and 

• project pools. 

In general terms these provisions broadly replicate many of the 
existing measures available in these areas. 

The operation of transitional provisions for existing assets and 
for some existing expenditures is also highlighted. 

1.3 Changes in Terminology 
The underlying basics of the provisions largely follow the path of 

the previously existing provisions, with the fundamentals of 
calculating and claiming depreciation deductions having changed 
little. 

One aspect of change has been in the terminology used, which in 
many cases differs not only from the terminology used in the 
previous legislation, but also from accounting terminology used to 
describe the same concept. The new terminology is presumably 
intended to allow for a consistent understanding in the uniform 
provisions which encompass a range of former disparate provisions. 

2. CORE PROVISIONS –
DEDUCTING DECLINE IN VALUE 

The core provisions may be seen as encompassing three 
threshold tests before applying, these being: 

• is there a depreciating asset for the purposes of the UCA 
provisions; 

• does the taxpayer hold the depreciating asset; and 

• has the asset been used or installed ready for use (“start 
time”). 

Unless all three threshold conditions are met, the uniform 
provisions are not attracted. 
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However, while meeting these tests will attract the operation of 
the regime, these tests alone are not sufficient to allow for claiming a 
deduction for the decline in value of a depreciating asset. A 
depreciating asset starts to decline in value from start time, being 
when the asset is used or installed ready for use, regardless of 
whether there is a taxable use. For a deduction to be allowable, a 
further condition must be met, the requirement being that the asset 
has been used, at least partially, for a taxable purpose. 

These threshold tests are represented diagrammatically in 
Appendix 1, which also highlights that the provisions are only 
attracted when other more specific provisions do not apply. 

When all of these above conditions have been met, the operative 
provision8 allows for a deduction of an amount that represents the 
decline in value of the depreciating asset during an income year 
when the asset was held at any time during that year. It is not 
intended that the deduction represent the actual decline in value of 
the asset, but rather it is a statutory decline in value, with an 
adjustment on disposal for the difference between the reduced value 
and the market value. 

The deduction is limited to the extent that the asset is used for a 
taxable purpose. A taxable purpose is a wider concept than an 
income producing purpose and encompasses: 

• producing assessable income; or 

• exploration or prospecting; or 

• mining site rehabilitation; or 

                                                 
8 ITAA97, s 40-25 provides: 

(1) You can deduct an amount equal to the decline in value for an income 
year (as worked out under this Division) of a depreciating asset that you 
held for any time during the year. 
(2) You must reduce your deduction by the part of the asset’s decline in 
value that is attributable to your use of the asset, or your having it installed 
ready for use, for a purpose other than a taxable purpose. 
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• environmental protection activities.9 
While this reflects the previously existing law, the new 

provisions bring together these disparate aspects under the one 
umbrella regime. 

To the extent that the asset is used for private or other purposes, 
the deduction for the decline in value is reduced.10 

2.1 Depreciating Assets 

A depreciating asset11 is an asset meeting two requirements, 
namely: 

• having a limited effective life; and 

• being reasonably expected to decline in value over the time it 
is used. 

As the new regime replaces a number of the previous provisions, 
the new concept of a depreciating asset has a much wider scope than 
encompassed by the previous concept of plant, although plant and 
other tangible assets, would fall within the ambit of depreciating 
asset. Also particular intangible assets are specifically included by 
the definition of depreciating asset, all other intangibles being 
excluded. 

The concept of decline in value should be given a wide 
interpretation so as to include assets which, for whatever reason, may 
actually hold their value or increase in value in the short term, but 
which in the longer term would be expected to decline in value.12 If 
such an asset ceased to be used during the period when its value was 
increasing, the balancing adjustment provisions would ensure that no  

 

                                                 
9 ITAA97, s 40-25(7). 
10 ITAA97, s 40-25(2). 
11 Defined in ITAA97, s 40-30(1). 
12 Explanatory Memorandum, 12. 
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tax advantage could be gained from the difference between the 
adjustable value and the termination value. 

Assets specifically excluded from being depreciating assets are:13 

• land (but not improvements to land or fixtures on land, 
unless the improvements or fixtures are themselves excluded 
assets); 

• trading stock; and 

• intangible assets, except for: 

o mining, quarrying or prospecting rights; 

o mining quarrying, or prospecting information; 

o items of intellectual property; 

o in-house software; 

o IRU (indefeasible right to use an international 
telecommunications submarine cable system); 

o spectrum licences; and 

o datacaster transmitter licences. 

Other assets to which the general provisions do not apply are:14 

• plant for use exclusively for research and development 
(“R & D”), unless there is an election that the R & D 
provisions not apply to it;15 

• assets associated with investment in Australian films;16 

                                                 
13 ITAA97, s 40-30(1), (2) and (3). 
14 Even though the core provisions do not apply, these assets may still qualify as 
depreciating assets. 
15 A deduction for such assets would be available under Income Tax Assessment Act 
1936 (Cth) (“ITAA36”), s 73B, unless the company elects under s 73B(18) not to 
apply the R & D deduction, in which case the capital allowance provisions become 
applicable. 
16 For such assets deductions are available under ITAA36, Div 10BA or 10B. 
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• capital works for which a deduction is available (or would be 
available) under Div 43;17 

• assets specifically covered by another provision;18 

• cars where a deduction is calculated using the “cents-per-
kilometre” or “12% of original value” methods;19 and 

• some IRUs.20 
Provision is made for these specific assets under those existing 

provisions which had not been incorporated within the uniform 
provisions. It would be presumed that if an asset met the conditions 
both as a depreciating asset under the uniform provisions and also 
under a continuing specific provision, the general rules of statutory 
interpretation would suggest that the specific provision would take 
precedence over the general uniform provision.21 

That this is the intention is confirmed by the legislation. While 
providing that improvements or fixtures on land will be treated as 
separate assets from land for the purposes of Div 40, thus 
overturning the common law presumption that what is on land 
becomes part of the land, the legislation notes that capital works such 
as buildings which would fall within Div 43 will still be dealt with 
under Div 43 and not under the new uniform regime.22 

Adoption of this position23 is in direct contrast with the Ralph 
Review’s recommendation that new buildings and constructions be 

                                                 
17 Capital works to which Div 43 applies are specified in ITAA97, s 43-20. 
18 Deductions for primary producers are allowed under ITAA97, Subdivs 40-F and 
40-G. 
19 These methods already include provision for the decline in value of the asset. 
20 Specified in ITAA97, s 40-45(3) and (4). 
21 Applying the general interpretive maxims of expressio unius est exclusio alterius 
(express mention of one thing is exclusion of another) and/or generalia specialibus 
non derogant (general things do not derogate from special things). 
22 ITAA97, s 40-30(3) n 2. 
23 A final decision has been deferred pending further consideration and consultation 
by the government. 
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incorporated into the general depreciation regime.24 It can only be 
presumed that the legislature considered that adoption of such a 
proposal would incur too great a cost in terms of lost revenue and 
that this outweighed the benefits of consistency and simplicity. 

If a depreciating asset is split into two or more assets, the 
taxpayer ceases to hold the original depreciating asset and holds a 
number of different assets.25 Where a depreciating asset which is 
held is merged with another depreciating asset, the original assets 
cease to be held and a new merged asset is held.26 

The question of whether a composite item is a single depreciating 
asset, or a number of depreciating assets, is to be determined from 
the circumstances of each particular case.27 The Explanatory 
Memorandum suggests that judgment should be exercised in these 
determinations and the functionality tests used in the previously 
existing depreciation provisions for plant can be used as a basis.28 
Given the concessional treatment available for low-cost and low-
value assets in terms of pooling, such a characterisation may be 
significant, as there may be advantage from having a number of low-
cost or low-value assets, rather than a single large asset. 

2.2 Holding Depreciating Assets 
A deduction for decline in value is only available to a taxpayer 

who holds a depreciating asset.29 The legislation provides for 
determination of the holder of a depreciating asset from the table in s 
40-40 of the legislative provisions. The holder of the depreciating 
asset is identified by the application of the qualifying conditions in 
the table. 

 

 
                                                 
24 A Tax System Redesigned, Recommendation 8.12, 320. 
25ITAA97, s 40-115. 
26 ITAA97, s 40-125. 
27ITAA97, s 40-30(4). 
28 Explanatory Memorandum, 13. 
29 ITAA97, s 40-25(1). 
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In general terms the intention is that the holder will be the 
economic owner of the depreciating asset, being the entity that gains 
economic benefit from the asset. This follows from the Ralph 
Review’s recommendation that the deduction for decline in value “be 
available to the taxpayer who incurs the loss in value of the asset”.30 

In the simplest case the taxpayer incurring the loss in value 
would also be the legal owner.31 Where an asset is jointly owned by 
multiple legal owners, each owner can claim a deduction for the 
decline in value of their interest by reference to the portion they 
contributed to the underlying cost of the asset.32 

The legislative table to determine the holder has no order of 
priority, in that neither earlier nor later items take precedence. It may 
be that different taxpayers will both meet the qualifying conditions 
under different items in the table, suggesting more than one potential 
holder. In this case one of the potential holders may be excluded from 
being the holder by an item in the table. Alternatively there may be 
more than one holder, each holder satisfying a different item in the 
hold table, in which case the interest of each would need to be 
determined. 

In some situations it may be that the taxpayer who previously 
claimed a deduction for depreciation will no longer be the holder. 
While the transitional provisions allow for this taxpayer to continue 
to claim a deduction in respect of this asset, for future arrangements 
the holder would be entitled to the deduction. As an example, if a 
lessor had previously claimed the deduction for depreciation on a 
leased asset, the lessee may now be the holder entitled to the 
deduction if the lessee met the conditions to satisfy an item in the 
holding table. As a consequence, any re-negotiation of the lease may  

 

 

                                                 
30 A Tax System Redesigned, Recommendation 8.3, 309. 
31 ITAA97, s 40-40 item 10. 
32 Joint interests are provided for in s 40-3. 
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require some adjustment in lease payments to reflect the change in 
the taxpayer claiming the deduction.33 

3. DECLINE IN VALUE 
A depreciating asset starts to decline in value from the start time 

and the deduction for the decline in value of a depreciating asset used 
for a taxable purpose may be claimed from the start time and is 
calculated using prescribed methods. Depreciating assets used other 
than for a taxable purpose will still decline in value from the start time, 
but no deduction will be available for this decline in value. 

3.1 Start Time 
A depreciating asset which a taxpayer holds starts to decline in 

value from the start time, which will be the earlier of: 

• when the depreciating asset is first used, or 

• when the depreciating asset is installed ready for use for any 
purpose.34 

A critical change from the previous provisions is that the start 
time for decline in value of a depreciating asset does not require that 
the asset be used or installed ready for use for an income producing 
purpose, but rather the start time occurs when the depreciating asset 
is used, or installed ready for use, for any purpose. 

It is recognised that the decline in value would not be calculated 
for depreciating assets used for non-taxable purposes at start time, 
but if the depreciating asset is later used for a taxable purpose, the 
decline in value during the non-taxable use period must be 
reconstructed.35 

 

                                                 
33 Note also that Div 240 – Arrangements treated as a sale and loan and Div 243 – 
Limited recourse debt, may have an effect on certain depreciating asset transactions. 
34 ITAA97, s 40-60. 
35 Explanatory Memorandum. 25. 
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A depreciating asset can have a second start time, which occurs 
when it starts to be used again after certain events, such as a 
depreciating asset ceasing to be used or a change occurring in the 
holder of a depreciating asset.36 

3.2 Calculating the Decline in Value 

The decline in value of a depreciating asset can be determined 
using either:37 

• diminishing value method; or 

• prime cost method. 

The decision as to which method to use is made for each 
depreciating asset. The decision must generally be made before an 
income tax return is lodged and once made the choice applies for the 
current income year and subsequent income years.38 

The method to use is prescribed in certain circumstances. 
For depreciating assets: 

• acquired from an associate who has or could claim a 
deduction; or 

• where the holder of the depreciating assets changes but the 
end user of the depreciating asset does not change; 

the new holder must use the same method as a former holder of the 
depreciating asset. If the method used by the previous holder (other 
than an associate) cannot be determined, diminishing value must be 
used.39 

 

 

 

                                                 
36 ITAA97, s 40-60(3). 
37 ITAA97, s 40-65(1). 
38 ITAA97, s 40-130. 
39 ITAA97, ss 40-65(2)-(4). 
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Diminishing value cannot be used to calculate the decline in 
value of:40 

• in-house software; 

• intellectual property; 

• a spectrum licence; or 

• a datacaster transmitter licence. 
3.2.1 Diminishing Value 

The decline in value using diminishing value is calculated as:41 

days held 150% 

base value x x 
365 asset’s effective life 

Base value will be: 

• for the income year in which the start time occurs, the cost of 
the asset; 

• for later years, the opening adjustable value plus the cost of 
any improvements. 

A concession is provided in that when the cost of improvements 
is added, there is no requirement for apportionment, giving the 
benefit of a full years decline in value of the cost of the improvement 
regardless of when the cost was actually incurred. 

Base value is reduced by the appropriate42 amount of any 
commercial debt forgiven during the income year for which the 
asset’s decline in value is calculated. 

Effective life represents the time over which the depreciating 
asset could reasonably be expected to be used by any entity for 

 
                                                 
40 ITAA97, s 40-70(2). 
41 ITAA97, s 40-70(1). 
42 ITAA36, s 40-90; calculated in accordance with s 245-155 Sch 2-C. 
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productive purposes, which includes taxable purposes or production 
of exempt income. Effective life commences from start time. 

The limit on the decline in value that can be claimed is the base 
value of the asset. 

3.2.2 Prime Cost 

The decline in value using prime cost is calculated as:43 

days held 100% 
asset cost x x 

365 asset’s effective life 

The limit on the decline in value that can be claimed for the first 
year is the cost of the asset and for later years the limit will be the 
sum of opening adjustable value plus the cost of any improvements.44 

3.2.3 Full Write-off 
In general terms, the decline in value will be the full cost of the 

asset if:45 

• the asset is for exploration or prospecting for minerals or 
quarry materials, or 

• the cost of the asset is $300 or less and the asset is 
predominantly used for producing assessable income, other 
than income from carrying on a business. 

With regard to the latter write-off, safeguard measures ensure 
that the deduction cannot be claimed when the item is part of a set of 
assets which cost more than $300, or when two or more identical 
assets are acquired, each costing less than $300. This ensures that 
sets of assets, or identical assets acquired collectively, cannot be 

                                                 
43 ITAA97, s 40-75(1). 
44 These formulas must be adjusted as per ITAA97, s 40-75(3) if any of the 
conditions in ITAA97, s 40-75(2) are met. 
45 ITAA97, s 40-80. 
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disaggregated into components costing less than $300 in order to 
claim the deduction.46 

The $300 write-off represents the partial retention of a 
concession previously available, but for which provision had not 
been made in the Exposure Drafts which had preceded the 
introduction of the final Act. The write-off is limited to non-business 
income, the presumption being that businesses would avail 
themselves of the small business simplified tax system provisions. 

4.  ASSET COST AND VALUE 

The cost rules in the new provisions adopt a somewhat more 
formalised structure and approach than the previous provisions. An 
overview of this structure is provided in Appendix 2 of this article. 

4.1 Cost 
The cost of a depreciating asset can comprise two elements:47 

• expenses to hold the asset (first element costs); and 

• expenses after the asset is held, to bring the asset to its 
condition and location from time to time (second element 
costs). 

4.2 Expenses to Hold the Asset – First Element 
The first element of cost is essentially the cost to start holding the 

depreciating asset and will be either:48 

• a specified amount from the legislation; or if no amount is 
specified 

• the sum of the amounts paid or taken to have been paid, 
either in money or non-cash benefits with a market value. 

 

                                                 
46 ITAA97, s 40-80(2)(c) and (d). 
47 ITAA97, s 40-175. 
48 ITAA97, s 40-180. 
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4.2.1 Specified Amount 
For nominated circumstances, the determination of the first 

element of the cost will be based on an amount specified in the 
legislation.49 These special cases cover situations where a cost is to 
be directly attributed as the circumstances giving rise to holding the 
asset are other than as a typical acquisition. The circumstances 
covered in the table include: 

• split and merged assets; 

• assets used again after the asset was expected never to be 
used again; 

• assets subject to rollover relief on transfer; 

• partnership assets; 

• assets under hire purchase held by the legal owner; and 

• assets held under non-arm’s length arrangements, or private 
or domestic arrangements. 

In each of the cases the first element of cost is directly attributed 
as per the table in s 40-180(2), regardless of the amount actually paid 
or value given by the holder. 

If more than one item in the table applies to a particular situation, 
the later items in the table have priority over earlier items in the 
table. 

4.2.2 Amount Paid 
If none of the nominated circumstances in the table apply, the 

first element of cost will be the amount paid or taken to have been 
paid. 

 

 

                                                 
49 Table in ITAA97, s 40-180. 
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The amount paid or taken to be paid will be the greater of:50 

• consideration given; or 

• an amount included in assessable income, ignoring any 
contribution made by the taxpayer. 

4.2.3 Consideration Given 
Consideration given51 will include: 

• the purchase price; 

• money paid to create an asset; 

• payments incidental to starting to hold the asset; 

• amounts taken to be paid under a notional transaction, 
including 

o notional purchase price to convert trading stock to a 
depreciating asset; 

o cost of an asset under a hire purchase arrangement; 
o lessor’s deemed purchase price when a luxury car 

lease is terminated; 

• incurring a liability in order to hold a depreciating asset; and 

• the market value of non-cash benefits, or an outstanding 
liability to provide non-cash benefits, in order to hold a 
depreciating asset. 

For a liability to be included in the first element of cost the 
liability must be incurred in order to hold the depreciating asset and 
cannot be, for example, a liability incurred to obtain finance to 
acquire the depreciating asset. 

 

                                                 
50 ITAA97, s 40-185. 
51 Determined from table in ITAA97, s 40-185. 
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4.2.4 Amount Included in Assessable Income 
An amount may be included in assessable income when: 

• a business taxpayer receives a depreciating asset as a non-
cash benefit, the amount included in assessable income being 
the arm’s length value of the benefit less any contribution 
made; and 

• there is a balancing adjustment for a depreciating asset given 
up in order to start holding another depreciating asset, the 
amount being the balancing adjustment plus the adjustable 
value of the depreciating asset given up. 

The first element of cost is the amount included in assessable 
income plus the amount of any contribution made by the taxpayer. 

4.3 Expenses After the Asset is Held – Second Element 
The second element of cost comprises amounts paid while 

holding the asset and represents amounts paid for each economic 
benefit, being those things that have contributed to bringing the asset 
to its present location and condition.52 

The second element of cost for a depreciating asset may be 
either: 

• a specified amount in particular cases;53 or 

• an amount paid or taken to be paid, or non-cash benefits 
provided or taken to have been provided.54 

In cases where the economic benefits that contribute to the 
present location and condition are not under an arm’s length dealing 
and more than market value is paid, the second element of cost will 

 

                                                 
52 ITAA97, s 40-190. 
53 Specific cases provided in table in ITAA97, s 40-190(3). 
54 Determined from the table in ITAA97, s 40-185(1)(b). 
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be the market value of the economic benefit at the time it is received. 
Similarly, if economic benefits are received under a private or 
domestic arrangement, the second element of cost will be the market 
value. 

Where a payment is only partly in relation to a depreciating asset, 
there must be a reasonable apportionment for both first and second 
cost elements.55 

In general terms, the cost of a depreciating asset cannot include 
an amount for which a deduction is available under another 
provision, or for expenditure which is not of a capital nature.56 This 
restriction will not apply in regard to: 

• deductions for R & D expenditure; 

• expenditure eligible for the development allowance or 
general investment allowance; or 

• expenditure eligible for the drought investment allowance. 

If the first element of cost exceeds the cost limit of a car for the 
income year when it is first held, the cost is reduced to the car limit.57 

4.4 Adjustable Value/Opening Adjustable Value 
New concepts are adopted in relation to asset value. 

In broad terms, the adjustable value of a depreciating asset is so 
much of the cost of the asset as has not yet declined.58 For an asset 
not yet used or installed ready for use, the adjustable value will be 
the cost of the depreciating asset. In the first income year in which a 
depreciating asset has been used or installed ready for use, the 
adjustable value will be the cost less the decline in value. 

 

                                                 
55 ITAA97, s 40-195. 
56 ITAA97, ss 40-215 and 40-220. 
57 ITAA97, s 40-230. 
58 ITAA97, s 40-85. 
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In later income years, the adjustable value at the end of the 
previous income year becomes the opening adjustable value for that 
asset for the next year. The adjustable value in the later income year 
will be the opening adjustable value plus any second element costs. 

The adjustable value is reduced to take into account any debt 
forgiveness amount. 

5.  EFFECTIVE LIFE 
The effective life of a depreciating asset must be determined, 

either by:59 

• adopting the Commissioner of Taxation’s (“Commissioner”) 
determination of effective life for that depreciating asset; or 

• self-assessing effective life. 

There are situations where no choice of effective life is available, 
these being:60 

• when an asset is acquired from an associate, in which case 
the effective life is that which the associate was using; 

• if the end-user of a depreciating asset does not change, the 
effective life used by the previous holder of the asset will be 
used; and 

• for certain intangible depreciating assets a statutory effective 
life must be used.61 

In self-assessing effective life the provisions require an estimate 
of the period from the start time for which the depreciating asset 
would be used by any entity for a taxable purpose or to produce 
exempt income, or the period from start time until the asset is 
scrapped or abandoned. Because depreciating assets include both 
tangible and non-tangible assets, the factors affecting the 

                                                 
59 ITAA97, s 40-95. 
60 ITAA97, ss 40-95(4), (5) and (6). 
61 Prescribed in ITAA97, s 40-95(7). 
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determination of effective life will vary depending on the nature of 
the asset.62 

The effective life of a depreciating asset may be recalculated if 
there has been a change in use, or a change in circumstances relating 
to the nature of the use, such that the effective life is no longer 
accurate.63 The effective life must be recalculated if:64 

• the effective life: 

o is self assessed, or 

o the effective life is based on the Commissioner’s 
determination and prime cost method is used, or 

o the effective life is that used by an associate or 
former holder of the depreciating asset; and 

• the cost of the depreciating asset has increased in the income 
year by at least 10%. 

It may be that the recalculated effective life remains the same as 
the previously calculated effective life. 

6.  BALANCING ADJUSTMENTS 
As with the previous provisions, the new regime provides for 

balancing adjustments which may arise on the occurrence of a 
balancing adjustment event. A balancing adjustment event in relation 
to a depreciating asset occurs when:65 

• a taxpayer ceases to hold the depreciating asset; or 

 
                                                 
62 From Taxation Ruling TR 2000/18 dealing with effective life for depreciation, a 
reasonable rate of wear and tear is assumed for assets maintained in reasonably good 
order; factors considered by the Commissioner are provided in para 26 and include 
physical life and obsolescence of the asset; industry standards and the way an 
industry uses an asset; past experience of users; repairs and maintenance; and 
scrapping practices; among others. 
63 ITAA97, s 40-110(1). 
64 ITAA97, s 40-110(2). 
65 ITAA97, ss 40-295(1), (2) and (3). 
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• a taxpayer ceases to use the asset for any purpose and 
expects never to use it again; or 

• a taxpayer has never used the asset and decides never to use 
it; or 

• a change occurs in the holding of a depreciating asset, with 
one of the entities holding the asset before the change still 
having an interest after the change and the asset was a 
partnership asset before or after the change. 

The splitting or merging of depreciating assets does not 
constitute a balancing adjustment event. 

In broad terms, the purpose of the balancing adjustment is to 
ensure that the deductions claimed, or which could have been 
claimed, for the decline in value of the depreciating asset equate with 
the difference between asset cost and termination value. Upon the 
occurrence of a balancing adjustment event, a comparison is made 
between the termination value and adjustable value for a depreciating 
asset for which the decline in value has been claimed as a deduction, 
or could have been claimed if the asset had been used, the adjustable 
value reflecting the value to which the depreciating asset has 
declined. 

If the termination value exceeds the adjustable value the 
difference is included as assessable income, while if the termination 
value is less than the adjustable value the difference is an allowable 
deduction. The assessable or deductible amount is reduced when the 
depreciating asset has been used for other than a taxable purpose, the 
reduction being for the proportion of deductions that had not been 
able to be claimed. 

There is no longer a general provision allowing for an assessable 
balancing adjustment to be offset against the cost of a replacement, 
new, or other depreciating asset. 
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6.1 Termination Value 
The termination value of a depreciating asset is worked out at the 

time the balancing adjustment event occurs,66 and will be generally 
be either: 

• an amount specified in the legislation;67 or if no amount is 
specified 

• the amount received or taken to be received. 
6.1.1 Specified Amount 

In particular circumstances a termination value will be specified 
in the legislation. In these situations, the termination value from the 
table in s 40-300(2) will be attributed directly, regardless of the 
amount actually received by the holder. Circumstances covered are 
those other than a standard disposal, including: 

• an expectation of, or decision for, permanent non-use of the 
asset which is still held; 

• an asset of a partner or partners becomes an asset of the 
partnership; 

• non-arm’s length or private arrangements at less than market 
value; 

• asset loss or destruction; and 

• an asset passing to a legal personal representative or a 
beneficiary on death of a holder. 

Where more than one item in the table applies, later items in the 
table take precedence over earlier items in the table. 

 

 

                                                 
66 ITAA97, s 40-300. 
67 Prescribed in the table in ITAA97, s 40-300(2). 
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6.1.2 Amount Received 
The amount received or entitled to be received is the greater of:68 

• consideration received, comprising:69 

o money or non-cash benefits received and 

o the right to be paid money or receive non-cash 
benefits and 

o any reduction in liability to pay money or give non-
cash benefits; or 

• deductible amounts, comprising: 

o the amount that can be deducted because of the 
balancing adjustment event and 

o an amount by which the deductible amount is 
reduced because of consideration received. 

6.1.3 Exclusions from Termination Value 
Non-deductible expenses incurred as a result of a balancing 

adjustment event reduce the termination value. Such expenses would 
include those reasonably attributable to the sale of a depreciating 
asset. 

6.1.4 Apportionment of Termination Value 
Where a payment is received which includes an amount in 

relation to a balancing adjustment event for a depreciating asset, the 
termination value will be apportioned on a reasonable basis between 
the assets.70 

 

 

 
                                                 
68 ITAA97, s 40-305. 
69 Prescribed in table in ITAA97, s 40-305(1)(b). 
70ITAA97, s 40-310. 
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6.2 Involuntary Disposal 
If a taxpayer stops holding a depreciating asset because: 

• the asset is lost or destroyed; or 

• the asset is compulsorily acquired by an Australian 
government agency; or 

• the asset is disposed of to an Australian government agent 
after compulsory negotiations; 

then the taxpayer may elect not to include the full balancing 
adjustment in assessable income. Instead the otherwise assessable 
amount may be offset against the cost of a replacement asset held no 
more than one year before the disposal, or acquired no more than one 
year after the end of the income year in which the involuntary 
disposal occurred.71 This situation of involuntary disposal is the only 
circumstance where the offset of an assessable balancing adjustment 
amount against another depreciating asset is now available. 

6.3 Roll-over Relief 
In regard to some balancing adjustment events, there may be 

automatic roll-over relief, or the taxpayers may elect roll-over 
relief.72 

Automatic roll-over will apply when: 

• a balancing adjustment event arises on disposal of a 
depreciating asset from the transferor to the transferee; and 

• the disposal is a CGT event; and 

• a CGT roll-over would be available for: 

o disposal to a wholly owned company; 

 

                                                 
71 ITAA97, s 40-365. 
72 ITAA97, s 40-340. 
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o disposal by a partnership to a wholly owned 
company; 

o marriage breakdown; and 

o disposal to a another member of a wholly owned 
group. 

An election for roll-over relief can be made where: 

• there is a change in the holding of interests in a depreciating 
asset, where the asset was, or becomes, a partnership asset; 

• a transferor retains an interest in the asset; and 

• the transferor and transferee jointly agree on roll-over relief. 

The election must be in writing and made within six months of 
the end of the transferee’s income year in which the balancing 
adjustment event occurred. 

The effect of the roll-over is to defer any balancing adjustment 
on transfer of the property until the next balancing adjustment event 
occurs. The transferee will deduct the decline in value of the 
depreciating asset as if there had been no change in ownership. If 
prime cost method is used, the transferee must use the remaining 
effective life of the asset. The transferor must give sufficient 
information to the transferee to enable the transferee to determine the 
decline in value. 

6.4 Balancing Adjustment for Cars 
Special rules apply for calculating balancing adjustments for cars 

when a mix of the “cents per kilometre” method and/or the “12% of 
original value” method on the one hand and the “log book” method 
and/or the “one-third of actual expenses” method on the other hand 
has been used to calculate car expenses.73 

 

                                                 
73 ITAA97, s 40-370; which also specifies the method statement for calculating the 
balancing adjustment. 
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7.  BALANCING ADJUSTMENTS AND CGT 
An area of significant divergence from the previous provisions is 

in the application of CGT to disposal of a depreciating asset. 

Under the previous provisions, if termination value exceeded the 
original cost, the excess would be included as assessable income and 
not treated as a capital gain.74 With the new provisions, in addition to 
a balancing adjustment there may also be a capital gain/loss arising 
on disposal of the depreciating asset. 

A capital gain or loss can arise if, during the period when the 
depreciating asset was held, it was used or installed ready for use for 
a purpose which was not a taxable purpose. The capital gain/loss will 
need to be calculated when a depreciating asset is not used 100% for 
taxable purposes and there will be no capital gain/loss if a 
depreciating asset is used 100% for taxable purposes. 

A balancing adjustment event in relation to a depreciating asset 
not used 100% for taxable purposes will give rise to a CGT event 
K7, so any capital gain or loss must be determined.75 

The calculation of a capital gain or loss for event K7 differs from 
the standard CGT calculation. A capital gain is calculated as: 

sum of reductions 
[Termination value – cost] x 

total decline 
The sum of reductions will be the reductions in deductions for 

the decline in value of the depreciating asset due to the use for a non-
taxable purpose, while the total decline is the decline in value of the 
depreciating asset. 

 

 
                                                 
74 ITAA97, s 42-192. 
75 New Business Tax System (Capital Allowances –Transitional and Consequential) 
Bill 2001 item 259 inserting ITAA97, ss 104-235 –104-245. 
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A capital loss is calculated as: 

sum of reductions 

[Cost - termination value] x 

 

Note that CGT event K1 has been repealed.76 

The general rule is that capital gains or losses arising from CGT 
events happening to a partnership asset are made by the partners 
individually and not the partnership.77 This general rule is not 
applicable in relation to depreciating assets,78 so it will be the 
partnership that has the capital gain loss exposure. The interaction of 
this provision with the requirement under partnership law that 
partnership assets be used exclusively for partnership affairs remains 
to be determined, as there could be no private use. 

8.  LOW-VALUE ASSET POOLS 
As an alternative to determining the decline in value for low-

value assets, taxpayers have the option of establishing a low-value 
pool for low-cost assets and low-value assets. The decline in value of 
assets in the pool can then be determined, instead of calculating the 
decline in value of each individual depreciating asset. 

8.1 Assets in a Pool 
Low-cost assets are depreciating assets which have a cost of less 

than $1000 at the end of the income year in which the assets are 
used, or installed ready for use, for a taxable purpose.79 Low-value 

 

 

                                                 
76 Above n 75, item 256. 
77 ITAA97, s 106-5(1). 
78 ITAA97, new s 106-5(5). 
79 ITAA97, s 40-425(2). 

total decline 
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assets are depreciating assets for which a capital allowance deduction 
has been claimed using the diminishing value method and the 
opening adjustable value for the current income year is less than 
$1000.80 

Upon electing to allocate a low-cost asset to a low-value pool, all 
low-cost assets that start to be held in that income year or later 
income years must be allocated to the pool. There is no similar 
requirement for low-value assets. Once a depreciating asset is 
allocated to a low-value pool it must remain in the pool.81 

Assets which cannot be allocated to a pool include: 

• depreciating assets costing $300 or less for which an 
immediate deduction is available; 

• horticultural plant; and 

• assets subject to the capital allowances for STS taxpayers. 

When a depreciating asset is allocated to a low-value pool, a 
reasonable estimate of the taxable use percentage is required to be 
made. For a low-cost asset, this will be the estimated use of the asset 
for a taxable purpose over its effective life, while for a low-value 
asset this will be an estimate of its taxable use for its remaining 
effective life. Estimating the taxable use percentage for allocation to 
the low-value pool obviates the need to apportion for private use of 
assets in the pool. 

8.2 Determining the Decline in Value 
The decline in value of depreciating assets in a low-value pool 

will comprise the following amounts.82 

 

                                                 
80 ITAA97, s 40-425(5). 
81 ITAA97, s 40-430. 
82 ITAA97, s 40-440. 
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For each low-cost asset allocated to the pool during the income 
year, the decline in value will be 18¾% of the taxable use percentage 
of the cost of the asset. 

For assets already in the pool and for low-value assets added to 
the pool in the current year, there will be a decline in value 
calculated at 18¾% of the taxable use percentage of any amounts 
included in the second element of the cost for that year. 

There will be a decline in value calculated at 37½% of the sum 
of: 

a) the closing pool balance for the previous income year; and 

b) the taxable use percentage of the opening adjustable values 
of low-value assets, at the start of the income year, that were 
allocated to the pool for that year. 

The pool closing balance is the sum of 

• the pool closing balance in the previous income year, plus 

• the taxable use percentage of the cost of low-cost assets 
allocated to the pool in the current income year, plus 

• the taxable use percentage of the opening adjustable values 
of low-value assets allocated to the pool in the year, plus 

• the taxable use percentage of amounts included in the second 
element of cost for the income year for assets allocated to the 
pool in an earlier income year and low-value assets allocated 
to the pool for the current year, less 

• the decline in value of depreciating assets in the pool. 

8.3 Balancing Adjustments 
The general balancing adjustment rules do not apply in relation 

to low-value pools. Instead, when a balancing adjustment event 
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occurs in relation to a depreciating asset in a low-value pool, the pool 
closing balance is reduced by the taxable use percentage of the 
asset’s termination value. 

Any excess of the termination value over the pool closing 
balance is included in assessable income. 

8.4 Software Development Pools 
Expenditure incurred on developing in-house software, where the 

software is to be used solely for a taxable purpose, can be allocated 
to a software development pool. The choice to pool expenditure on 
software development is irrevocable. 

The deduction for pooled expenditure is available at the rate of 
40% for each of the following two years after the expenditure is 
incurred, with the remaining 20% in the following year. 

9.  PRIMARY PRODUCTION 
The new regime brings together a range of provisions which 

allow for a deduction for the decline in value of assets used in 
primary production, or for the write-off of capital expenditure in 
carrying on primary production activity. In both situations there are 
no substantive changes in the law. 

9.1 Depreciating Assets 
A deduction is allowed for the decline in value of depreciating 

assets which are: 

• a water facility; 

• a horticultural plant; or  

• a grapevine.83 

 

                                                 
83 ITAA97, s 40-515. 
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Where the asset is held by a partnership, it is the individual 
partner and not the partnership which is entitled to the deduction for 
the decline in value.84 

9.1.1 Water Facility 
A water facility will qualify if it is plant or a structural 

improvement primarily and principally for conserving or conveying 
water for use in a primary production business on land in Australia. 
The deduction is allowed in equal amounts over 3 years, with no 
requirement for apportionment.85 

No deduction for decline in value is allowed if any other person 
has deducted, or was entitled to deduct, an amount for construction 
or previous acquisition of the water facility.86 

9.1.2 Horticultural Plant 
A horticultural plant is a live plant or fungus cultivated or 

propagated for any of its products or parts. To attract the deduction 
for the decline in value, one of the following conditions must be 
met:87 

• the taxpayer owns the horticultural plant; or 

• the horticultural plant is attached to land that the taxpayer 
leases or holds, with the taxpayer being entitled to carry on 
the business of horticulture on the land; or 

• the taxpayer is licensee of the land to which the horticultural 
plant is attached and carries on a business of horticulture on 
the land.88 

 

                                                 
84 ITAA97, s 40-570. 
85 ITAA97, ss 40-520, 40-525 and 40-540. 
86 ITAA97, s 40-555. 
87 ITAA97, ss 40-525 and 40-535. 
88 The decline in value does not generally start until the income year in which the 
first commercial season starts – s 40-530 item 2. 
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The decline in value of horticultural plant will be based on 
effective life. 

If effective life is less than 3 years, all of the capital expenditure 
incurred in establishing the horticultural plant can be deducted in the 
income year in which the decline in value commences. 

For an effective life of 3 years or more, the deduction is 
calculated as: 

establishment write-off days in income year write-off rate 
expenditure  365  

Establishment expenditure is all capital expenditure for the 
establishment of the horticultural plant, no matter by whom it was 
incurred. The write-off rate is determined from the effective life.89 

No deduction is available for expenditure in relation to: 

• draining swamps or low lying land; or 

• clearing land.90 

9.1.3 Grapevines 

A deduction is available for the decline in value of a grapevine 
where: 

• it is owned by the taxpayer, or 

• it is attached to land held by the taxpayer and 

o was planted by the taxpayer or a previous holder and 

o is used in a primary production business. 

For grapevines the write-off rate is 25%. If a grapevine is not 
established in accordance with the above conditions for a full income 
year, the decline in value is apportioned for the days when the 
conditions are met. 

                                                 
89 See table in ITAA97, s 40-545. 
90 ITAA97, s 40-555(3). 

x x
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9.2 Deductible Capital Expenditure 
The new provisions maintain the write-off for certain capital 

expenditure incurred by primary producers and other landholders, 
being capital expenditure on:91 

• landcare operations; 

• connection of mains electricity; and 

• telephone lines. 

Where this expenditure is incurred by a partnership, the 
deduction is available to the individual partner and is not a deduction 
for the partnership.92 

Landcare operations carries the same meaning as under the 
previous provisions,93 and capital expenditure on landcare operations 
can be deducted in full in the income year in which it was incurred.94 

Capital expenditure deductible for electricity lines is the 
expenditure incurred on connecting or upgrading mains electricity 
cable to a metering point on the land.95 Deductible capital 
expenditure on telephone lines is that incurred on a telephone line on 
the land, or extended to the land.96 

The deduction available for both electricity and telephone lines is 
10% of the qualifying capital expenditure97 over each of 10 years, 
commencing with the income year in which the expenditure was 
incurred. There is no requirement for apportionment. 

 

 

                                                 
91 ITAA97, Subdiv 40-G. 
92 ITAA97, s 40-665. 
93 ITAA97, s 40-635. 
94 ITAA97, s 40-630. 
95 ITAA97, s 40-655. 
96 ITAA97, s 40-645. 
97 Note that certain capital expenditure cannot be deducted – ITAA97, s 40-650. 
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10. EXPLORATION, MINING AND CERTAIN 
OTHER CAPITAL EXPENDITURE 

An immediate deduction is available for capital expenditure 
which is not part of the cost of a depreciating asset and has been 
incurred on:98 

• exploration and prospecting; 

• rehabilitation of mining or quarrying sites; 

• petroleum rent resource tax; and 

• environmental protection. 

Other capital expenditure not forming part of the cost of a 
depreciating asset may be pooled and deducted over the life of the 
project.99 

10.1 Exploration and Prospecting 
A deduction is allowed for capital expenditure incurred on 

exploration or prospecting for minerals or quarry materials where the 
capital expenditure has not been included in the cost of a 
depreciating asset. This residual expenditure will be deductible if:100 

• mining operations are carried on; or 

• it would be reasonable to conclude mining operations were 
proposed; or 

• the expenditure was necessarily incurred in carrying on a 
business of exploration or prospecting for minerals or quarry 
materials. 

The changes from the current provisions in this area are: 

                                                 
98ITAA97. Subdiv 40-H. 
99 ITAA97, Subdiv 40-I. 
100 ITAA97, s 40-730. 
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• the deduction is available under the core provisions rather 
than separate provisions, meaning that balancing adjustments 
will apply for depreciating assets; 

• expenditure on acquiring mining, quarrying, or prospecting 
information or mining, quarrying or prospecting rights is 
fully deductible if the asset is first used in exploration or 
prospecting, rather than being deductible over time; and 

• the decline in value starts when the asset is first used or 
installed ready for use, rather than when the expenditure is 
incurred. 

10.2 Mining Site Rehabilitation 
An immediate deduction is available for all expenditure, whether 

capital or not, on site rehabilitation of:101 

• mining operations sites; 

• exploration and prospecting sites; or 

• ancillary mining operations sites. 

No deduction is available for expenditure which forms part of the 
cost of a depreciating asset. 

10.3 Petroleum Resource Rent Tax 
These provisions largely reflect the previous law in allowing an 

immediate deduction for petroleum resource rent tax.102 

10.4 Environmental Protection 
Again these provisions reflect the previous provisions in this 

area, with an immediate deduction being available for expenditure  

 

 

                                                 
101 ITAA97, s 40-735. 
102 ITAA97, s 40-750. 
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incurred for the sole or dominant purpose of carrying out defined103 
environmental protection activities.104 

10.5 Project Pools 

Certain capital amounts not deductible elsewhere may be 
allocated to a project pool and deducted over the life of the project. 
Project amounts allocated to a project pool can include:105 

• mining capital expenditure;106 

• transport capital expenditure;107 

• other capital expenditure which: 

o does not form part of the cost of a depreciating asset; 

o is directly connected with a project carried on for a 
taxable purpose; 

o includes: 

 community infrastructure; 

 site preparation for depreciating assets; 

 feasibility studies; 

 environmental assessments; 

 obtaining information or intellectual 
property; 

 ornamental trees and shrubs. 

 
                                                 
103 Defined in ITAA97, s 40-755(2). 
104 ITAA97, s 40-755. 
105 ITAA97, s 40-840. 
106 Defined in ITAA97, s 40-860; broadly includes mining operations and site 
preparation, residential accommodation, health and welfare; excludes railway lines 
and roads, port facilities and office buildings. 
107 Defined in ITAA97, s 40-865; broadly includes transport facilities eg railways, 
roads, ports; excludes transport within mining site. 
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Amounts which cannot be project amounts include:108 

• expenditure forming part of the cost of a depreciating asset 
held; and 

• amounts that can be deducted under other provisions. 

This expenditure is deducted over the life of the project, 
commencing from the income year when the project starts to 
operate. Business related capital expenditure can be deducted over 
five years, commencing with the year in which the expenditure is 
incurred.109 Expenditure in this category includes: 

• establishing a business; 

• converting the business structure; 

• raising equity; 

• defending against takeover; 

• unsuccessfully attempting a takeover; 

• company liquidation; and 

• stopping a business. 

Capital expenditure which does not qualify under this provision 
includes:110 

• capital expenditure that forms part of the cost of a 
depreciating asset held; 

• an amount deductible under other provisions; or 

• an amount forming part of the cost of land. 

 

 

                                                 
108 ITAA97, s 40-840(1) and (2). 
109 ITAA97, s 40-880. 
110 ITAA97, s 40-880(3). 
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11. TRANSITIONAL PROVISIONS 
The intention of the transitional provisions is that, in general 

terms, the same deductions will be available to the same taxpayer 
under the new provisions as were available previously, providing that 
circumstances remain unchanged. All existing assets and some 
expenditures are transferred into the uniform capital allowance 
system. 

11.1 Depreciation 
Where a depreciation deduction was available under the previous 

provisions, a deduction for the decline in value will continue to be 
available at the same rate if other circumstances have not changed. 
This will be the case even if the taxpayer claiming the deduction 
would not qualify as a holder under the new provisions, but qualified 
for the deduction under the previous provisions, while the 
circumstances under which the deduction was claimed continue. The 
undeducted cost of depreciated plant at the end of the 2000-2001 
income year will become the adjustable value for the new 
provisions.111 

Where taxpayers were able to use accelerated depreciation under 
the old provisions,112 accelerated depreciation will still apply in 
relation to the asset, but the taxpayer cannot recalculate the effective 
life of the asset. 

11.2 Balancing amount 
Where there is a disposal of plant which has attracted 

depreciation deductions under the previous provisions, a balancing 
adjustment amount under the new provisions must be determined. If  

 

                                                 
111 New Business Tax System (Capital Allowances – Transitional and 
Consequential) Bill 2001, s 40-10. 
112 Accelerated depreciation would apply for plant acquired before 21 September 
1999 and for small business taxpayers. 
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a balancing adjustment event occurs after 1 July 2001 in relation to 
plant acquired pre-21 September 1999 and the plant was not used 
100% for business purposes, any capital gain arising under CGT 
event K7 may be included in assessable income, unless the asset is 
subject to an exemption 

If a taxpayer had a balancing adjustment under the previous 
provisions which was excluded from assessable income and to be 
offset against replacement plant, the replacement asset started to be 
held in 2001-2002 is taken to have declined in value by the amount 
excluded from assessable income.113 

11.3 Asset Pools 
Same rate pools created under the previous provisions of 

Subdiv 42-L will be treated as a single depreciating asset under the 
new provisions. The closing value of the pool under the previous 
provisions becomes the opening adjustable value and diminishing 
value must be used to determine the decline in value of the pool. If a 
balancing adjustment event occurs in relation to an item in the pool, 
the pool is treated as having been split and the balancing adjustment 
rules apply to the newly created (split) asset disposed of.114 

Low-value pools created under the previous Subdiv 42-M will be 
treated as if created under the new Subdiv 40-E, dealing with low-
value and software development pools. 

11.4 Rollovers 
If an asset subject to a rollover under the new provisions had 

been subject to accelerated depreciation under the previous 
provisions, the taxpayer acquiring the asset can continue to use 
accelerated depreciation if either: 

• the plant was acquired pre-21 September 1999, or 

                                                 
113 Above n 115, s 40-295. 
114 Ibid s 40-60(2)(e). 
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• the taxpayer receiving the asset is a small business taxpayer 
satisfying certain conditions.115 

12. CONCLUSION 
In large measure the new UCA regime reflects the measures in 

place beforehand, albeit that the provisions are now consolidated in a 
single Division. Whether this has any measurable effect on simplicity 
and consequently on compliance, remains to be seen, given that 
because of the significance of the provisions, most practitioners 
would be expected to be relatively familiar with those provisions that 
pertained to the affairs of their clients. 

Of potentially significant impact are the changes relating to 
balancing adjustments, in particular the potential for creation of a 
capital gains exposure with assets not used fully for a taxable 
purpose. These provisions were not part of the main Act and were 
introduced through the “back door” as part of the New Business Tax 
System (Capital Allowances – Transitional and Consequential) Bill 
2001. As these provisions have an operative commencement date of 
1 July 2001, any disposals of such depreciating assets since that time 
have the potential to create a capital gains exposure and this may be 
a matter to which not all tax planners would have yet directed their 
attention. 

                                                 
115 Ibid s 40-340. 
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Appendix 1 
Threshold conditions for operative provision 
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Appendix 2 
Elements of asset cost 
 


