THE KYSCOPE:  AVAILABLE OPTIONS AND TYPICAL ANALYSES
This paper is for those who want to:

· gain an appreciation of the range of analyses that can be undertaken using the Kyscope

· access a detailed list of options to choose from when operating the Kyscope.
The Kyscope is a computer spreadsheet model of the taxation of income from taxpayers’ assets and liabilities.  It is built on a linked set of Microsoft® Excel spreadsheets.  Each asset and liability to be analysed has its own ‘Asset’ spreadsheet.  A sole trader’s business or the operations of an entity, such as a company, is represented by activating a set of ‘Asset’ spreadsheets and linking them to an ‘Entity’ spreadsheet.

The Kyscope has two modes:  aggregate revenue mode; and taxpayer/policy mode.  Each mode may be operated from the Kyscope’s front end.  Taxpayer/policy mode may also be operated directly from the spreadsheets.  

This paper provides examples of how the Kyscope can be used in each of its modes and lists options you can choose.  Should you be interested in working through some Kyscope ‘runs’, you will find some examples in the user’s guide incorporated in the Kyscope (via Index/Examples).
The comprehensive user’s guide in help file format incorporated in the Kyscope is designed to assist you to run it with your selected options.  Much of the material in this paper has been drawn from it.
AGGREGATE REVENUE ANALYSES

If you select aggregate revenue mode, the Kyscope produces a graph of the effects on aggregate tax revenue of the changes you make to tax treatment of future investments.  Prior tax treatment is ‘grandfathered’ for past investments.  Depending on options chosen, the graph shows the effects of change on an initial constant or growing ‘steady state’ in tax revenue (Figure 1).

Figure 1:  Effects on 2% revenue growth steady state of across-the-board accelerated depreciation
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Even if aggregate revenue mode is not chosen, the Kyscope produces tax revenue figures for individual ‘Assets’ and ‘Entities’ and also in aggregate in the tax revenue summary section of the Kyscope’s front end.  Choose different options (eg different tax rates) to produce a changed set of revenue figures for comparison.

TAXPAYER/POLICY ANALYSES

The Kyscope measures the income produced by selected assets/liabilities and tracks the taxing of that income as it flows, perhaps via entities and from offshore, to the owners of the assets/liabilities.

The sub-sections that follow on assets/liabilities, entities and international list the options you can choose when using the Kyscope.  Lists separate:

· options available in the front end (and therefore also available in individual spreadsheets) and;

· options available only in individual spreadsheets.

Options are further separated into those relating to pre-tax characteristics and those relating to tax treatment.

In some sub-sections, output from the Kyscope is also indicated.

Typical analyses that can be undertaken using the Kyscope are contained in blue boxes at the start of each section.
For further information on options you can refer to explanatory ‘boxes’ around green options cells at the top of the Kyscope’s ‘Asset’ and ‘Entity’ spreadsheets.  These can be viewed in the Kyscope examples in the User’s Guide. 
Assets/Liabilities

GENERAL (common to each asset or liability)


Front end options

Pre-tax characteristics

For each asset/liability, specify:

· pre-tax rate of return 

· up-front capital amount and year that occurs

· period of ownership 

· lags between capital outlay (receipt) and first net receipts (payment) with assets (liabilities)

Specify the pre-tax characteristics specific to each asset/liability (details in each asset/liability sub-section)

With foreign assets/liabilities if exchange rates are to be taken into account, specify: 

· year-by-year exchange rates (for pre-tax translation to domestic currency).

Tax treatment

For each asset/liability, specify:

· tax rate of direct owner

· whether economic depreciation applies (ie annual change in value of asset or liability included in the tax base)

· percentage of net receipts in each year that are exempt from tax

Choose the specific tax treatment of the income produced by each asset/liability (details in each asset/liability sub-section)

Specify whether price/cost adjustments caused by tax distortions are to be computed 

With foreign assets/liabilities: 

· specify tax treatment of exchange rate effects if those effects are being taken into account

· indicate whether one tax treatment applies offshore and a different tax treatment applies domestically 

Spreadsheet options

Pre-tax characteristics

Choose alternative ways of presenting asset/liability results

Tax treatment

Choose between full loss offset (ie sufficient other income against which to offset any losses in the year they arise) and loss carry-forward

Kyscope Output

Post-tax rates of return

Year-by-year tax revenue driven by tax treatment and tax rate

Year-by-year net receipts, income, value, tax values, taxable income, etc

Summary table including comparison between selected tax treatment and alternative ‘benchmark’ of taxation of annual income in the year it arises at the investor’s marginal tax rate

Value/tax value charts

DEPRECIATING ASSETS


Front end options

Pre-tax characteristics

Specify physical deterioration rate and inflation rate (the Kyscope then computes annual net receipts on the basis of these parameters, pre-tax return and up-front capital value)

Tax treatment

Choose declining balance or straight line tax write-off

Specify any lag before first depreciation allowances (Figure 2)

Spreadsheet options

Pre-tax characteristics

Specify fixed annual net receipts to override the Kyscope computation of net receipts

Decide if you do not want asset value to be re-valued upwards even if that occurs (for entities, that changes the profit measure for tax purposes)

Tax treatment

Specify any loadings on tax depreciation rates

Figure 2:  Depreciating asset with lag before first net receipts when tax depreciation starts
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APPRECIATING ASSETS


Front end options

Pre-tax characteristics

Specify physical appreciation rate and inflation rate (the Kyscope then computes annual net receipts on the basis of these parameters, pre-tax return and up-front capital value)

Tax treatment

Specify whether economic depreciation applies

· if it does, value gain is taxed each year

· if it does not, value gain is not taxed until the asset is sold (Figure 3)

Specify proportion of value gain subject to CGT

Spreadsheet options

Pre-tax characteristics

Specify fixed annual net receipts to override the Kyscope computation of net receipts

Decide if you do not want asset value to be re-valued upwards even if that occurs (for entities, that changes the profit measure for tax purposes)

Specify proportion of any associated depreciating asset (potentially turning the appreciating asset into a composite appreciating/depreciating asset, eg land and buildings)

Tax treatment

With a composite asset, specify for the depreciating component:

· any lag before first depreciation allowances

· number of years of straight line write-off

Decide between alternative tax treatments of balancing adjustments with composite assets


Figure 3:  Appreciating asset taxed on a realisations basis
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FINANCIAL ASSETS/LIABILITIES


Front end options

Pre-tax characteristics

Specify pre-tax interest rate (rate of return)

Choose instrument type (annual net receipts/payments are computed by the Kyscope on the basis of this choice and other relevant parameters):

· interest bearing account (or loan in the case of a liability)

· annuity (or credit foncier loan in the case of a liability)

· ‘coupon’ security (eg fixed interest coupons, CPI-indexed)

And whether discounts/premiums to face value are to apply

· a price at a discount or premium to face value is calculated on the basis of the general interest rate versus the financial asset’s coupon rate (plus inflation rate in the case of an indexed security) and its face value (or indexed face value in the case of an indexed security) at the end of its life

Annual change in value under ‘benchmark’ tax treatment is measured on the basis of ‘known’ annual values of variables relevant to the particular security; such as:

· fixed interest rate with annuities

· this year’s interest rate with variable rate securities

· current CPI with CPI-indexed securities

· current exchange rate with foreign securities

Tax treatment

Specify whether economic depreciation applies

· if it does not, straight line write-off applies to annuities/credit foncier loans and realisations treatment to all other instruments

Spreadsheet options

Pre-tax characteristics

Specify pre-tax interest rates year by year if required

And choose the rate of withdrawal of cash receipts

Tax treatment

Identify certain versus uncertain pre-tax cash flows, if desired

· to obtain different tax treatment of certain/uncertain flows 

TRADING STOCK


Front end options

Pre-tax characteristics

Specify:

· annual proportion of stock sold

· stock price inflation and physical deterioration rate

· annual proportional change in overall stock 

· mark-up percentage

Specify whether stock purchases are from internal manufacturing operations or from external suppliers

Absent internal purchases, the Kyscope computes:

· annual stock purchases (replacing stock sold, subject to the constraint of annual change in overall stock held, with the value reflecting stock inflation over the year)

· gross receipts (based on opening stock value, deterioration, inflation, mark-up and proportion of stock sold)

Tax treatment

Choose between alternative stock valuation methods for tax purposes

· cost

· replacement cost

· market value

RIGHTS/LEASES/ASSIGNMENTS/DEFEASANCES


Front end options

Pre-tax characteristics

Identify the taxpayer as seller or buyer of the right

Specify the pre-tax characteristics of the right over the underlying asset/liability:

· start year and end year of right 

· coverage of the right – either the underlying asset’s (liability’s) net receipts (payment) stream or an end-year capital amount or both

· percentage of the underlying asset’s (liability’s) net receipts subject to the right

· structure of stream of payments for right – up-front, equal annual, up-back

Tax treatment

Specify separately the tax treatment of the right and the associated payment stream, choosing between

· straight line

· year-by-year change in value (ie measured on basis of implicit interest rate and annual benefits from right)

Spreadsheet options

Pre-tax characteristics

Choose between options that allow passing on of benefits of tax concessions by way of reduced right payments

Tax treatment

Decide whether to choose alternative ‘sale and loan’ tax treatment of rights/leases


Figure 4:  Leasing ‘bite’ out of depreciating asset’s net receipts
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Entities


Front end options

Pre-tax characteristics

Choose between a sole trader’s business and an entity with separate owners

Sole trader

Select assets/liabilities held by the business to set basis for a range of circumstances, such as:

· negative gearing (eg of property or shares)

· leasing

· financial assignments/defeasances

· trading stock operations

· direct ownership of foreign assets, including equities

Entity

Specify characteristics such as:

· life of entity

· where entity retentions are re-invested within the entity

Specify details of owners’ access to entity income:

· years when entity distributes rather than retains available cash

· years when owners sell all their interests in the entity (separately for ‘primary’ and ‘secondary’ owners)

· year in which secondary owners participate in either an:

(a)  off-market buy-back (‘slice’ of entity paid as a distribution)   or

(b)  on-market buy-back  (ownership interests sold at market value)

Tax treatment

Sole trader

Specify tax features, such as:

· entity tax rate (this overrides the tax rates specified on individual ‘Asset’ spreadsheets and is applied to taxable income calculated at the entity level from the assets and liabilities of the entity)

· CGT percentage (this overrides the tax rates specified on individual ‘Asset’ spreadsheets and annual CGT gains and losses are calculated at entity level from the entity’s CGT assets)

Entity

Select general tax treatment of entity

· full imputation or the ‘benchmark’ full integration

· fixed trust or discretionary trust

· classical

And a range of specific tax features

· entity tax rate (this overrides the tax rates specified on individual ‘Asset’ spreadsheets and is applied to taxable income calculated at the entity level from the assets and liabilities of the entity)

· CGT percentage (this overrides the tax rates specified on individual ‘Asset’ spreadsheets and annual CGT gains and losses are calculated at entity level from the entity’s CGT assets)

· tax treatment of domestic dividends (exemption, s46 rebate, gross-up and credit)

Entity owners

Specify CGT arrangements to apply to sale of domestic owners’ interest in entity:

· CGT treatment of sale of interest in entity (no CGT, realisations CGT or annual)

· tax rate and CGT percentage on sale of interest in entity

· form of adjustments to tax value of interest in entity (eg return of capital only or all untaxed distributions or annual adjustment, including after tax retentions, and possible adjustments to maintain effect of tax preferences)

One entity owns another entity for a period (Figure 5)
Choose tax treatment of each of the two entities

· to allow such combinations as imputation-imputation, imputation-trust, trust-trust, imputation-classical, etc 

Specify the basis of the tax treatment of the acquisition:

· outside tax consolidation

· within a tax consolidated group

And if a consolidated acquisition, specify the details of the tax treatment:

· for assets/liabilities entering consolidation, either

(a)  uplift of tax values without balancing adjustments  or

(b)  no uplift of tax values 

· for assets/liabilities exiting one consolidated group, whether they are

(a)  going as an entity to another consolidated group  or

(b) being sold as individual assets or going to a non-consolidated 

group

Figure 5:  Dividend flows up the entity chain
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Spreadsheet options

Pre-tax characteristics

Also choose options for alternative presentation of entity results

Tax treatment

Choose variations to default options relating to :

· treatment of gain/loss of sale of one entity by another

· base to be used as measure of income under full integration

· whether part CGT is to be applied to capital gains on a gross or net (of capital losses) basis

Output for entity and entity owner:

· pre- and post-tax rates of return

· year-by-year tax revenue depending on tax rate

· year-by-year net receipts, income, tax values, taxable income, etc

International


Front end options 

Pre-tax characteristics 

Entity, one entity owning another and entity owners

Specify the foreign components:

· assets/liabilities held by each entity 

· the entities themselves

· primary and/or secondary owners 

When one entity owns an entity in another country: 

· if exchange rate effects are to be factored in, specify year-by-year exchange rates 

Decide whether to track ‘conduit’ foreign income by specifying:

· one (head) entity owns a foreign entity

· the head entity has foreign owners

· distribution of income from foreign entity to the head entity and from the head entity to foreign owners

Tax treatment

Entity, one entity owning another and entity owners

When one entity owns an entity in another country (Figure 6): 

· if foreign exchange rate effects are to be taken into account, choose between alternative tax options

· choose the CGT treatment of the owned entity from the perspective of the entity that owns it 

Choose from a wide range of options concerning credits allowed domestically for foreign tax paid on foreign income in the form of:

· dividends (from owned entities)  or 

· non-dividend income (eg business income, capital gains from CGT assets, interest income)

These options relate to both the domestic entity receiving the income (which may be an individual investing offshore) and the domestic and foreign owners of the entity

· with foreign tax on non-dividend income of entity – full credit, limited credit or deduction

· with tax on foreign dividend income of entity – exemption, credit for DWT only, full credit for underlying income tax and DWT or limited credit for underlying income tax and DWT 

· for distributions out of foreign income to domestic owners – no credit, credit for DWT only, credit for all foreign taxes or limited credit for all foreign taxes

· for distributions to foreign owners (‘conduit’ income) – no relief from DWT or relief from DWT on distributions out of foreign dividends only, foreign non-portfolio dividends only or all foreign income

By selecting different combinations of the above four options for foreign tax credits, impose different administrative arrangements for foreign tax crediting.

· Under imputation, some combinations result in foreign taxes being credited by their inclusion in the receiving entity’s regular franking credit account.  

Figure 6:  Foreign dividend flows, including ‘conduit’ income


[image: image6.wmf]Entity 2 

Offshore

Owners 

(offshore)

Depreciating asset

Appreciating asset

Entity 1 

Home country

Dividends

Return capital

Owners 

(domestic

)

Entity 1 

buys 

Entity 2

Entity 1 

sells 

Entity 2

Dividends

Capital

Depreciating asset

Appreciating asset

Offshore


Choose treatment of foreign tax credits down the domestic entity chain (unless it is handled automatically under imputation via the inclusion of foreign tax credits in the imputation franking account)

· either no credits, credits on foreign dividends or credits on all foreign income 

Output for the entity or entity owner:

· year-by-year dividend and non-dividend net receipts

· year-by-year foreign tax credits on foreign dividend and non-dividend income

· year-by-year excess foreign tax credits, dividend and non-dividend

· year-by-year foreign and domestic taxable income

· accumulation ledgers under different administrative arrangements for foreign tax crediting , etc

Spreadsheet options

Pre-tax characteristics 

Choose between alternative forms of presentation of international results

Tax treatment

Apply limits to foreign tax credits based on specified percentages (rather than going statutory tax rates) in the form of:

· separate limits for foreign dividend and non-dividend income

· with separate application to the entity and its domestic owners

Typical Analyses


Aggregate revenue profile following changes to tax treatment of future investments in any asset or liability (ie prior tax treatment ‘grandfathered’ for past investments)  eg


rate of write-off with depreciating assets


capital gains tax (CGT) treatment of appreciating assets


change to accruals treatment of financial assets or liabilities





Changed year-by-year and aggregate revenue (ie not a profile of revenue change) from changing any options, including tax parameters and arrangements that affect all investments immediately  eg 


tax rates


foreign tax crediting arrangements


movement of one form of entity taxation to another


introduction of tax consolidation for entity groups





Typical Analyses


Effect of lags between capital outlay and initial net receipts on profile of value of investment (Figure 2), eg


mining and petroleum 


forestry, viticulture, etc


Changed relationship between pre- and post-tax return with different tax treatment  eg


rate of tax write-off/depreciation


timing of start of tax depreciation relative to first net receipts


treatment of change in value prior to first net receipts


Comparison of selected tax treatment against benchmark treatment


tax revenue profile


effective tax rates


basis of ‘tax expenditure’ measurements





Typical Analyses


Effects of different tax treatment of increasing value of appreciating assets  eg


land (which may have other associated assets that are taxed separately ,such as, depreciating assets)





‘Composite’ tax treatment of appreciating asset and associated depreciating asset  eg


rental property investments





Estimation of the effect on asset price and/or annual costs of tax treatment that differs from the ‘benchmark’





Typical Analyses


Pre- and post tax details of a wide range of financial securities  eg


variable interest, annuities, CPI-indexed


Practical tax options to deal with ‘hybrid’ debt/equity securities


through separation of certain and uncertain cash flows for differential accrual versus realisations tax treatment


Translation to domestic currency of foreign debt and foreign assets


tax translation based on initial or year-by-year exchange rates


Discounts or premiums to face value computed


reflecting changed ‘going’ interest rate


with indexed or fixed coupon securities


Comparisons of selected tax treatment against ‘benchmark’ treatment


benchmark includes annual change in computed value 


Estimates of price effects of tax treatment that differs from benchmark





Typical Analyses


Pre- and post-tax details of 


‘pure’ trading operations where stock is sourced externally as with a retail trading business


trading operation as part of an integrated manufacturing/trading business such as a integrated vineyard and wine sales business


Effect on after-tax returns and tax revenue profile of different stock valuations for income tax purposes 


comparison with market value ‘benchmark’


Effect on returns of trading stock price inflation and deterioration, as well as mark-up on stock purchases





Typical Analyses


Effect of selling or buying net receipts and/or capital amount of any asset or liability (Figure 4) eg


lease over plant and equipment


selling/buying interest rate coupons of a financial asset


paying early to avoid capital repayment of a financial liability


Separation of associated assets/liabilities and respective tax treatment


the lease or right itself


associated delayed payment for the lease/right


Effect on returns and tax revenue profile of different tax treatment 


straight line write-off over period of lease/right


year-by-year change in computed value


Comparison of change in value treatment and ‘sale and loan’ treatment


practical/administrative conceptual differences





Typical Analyses


Interaction between taxation of the entity and CGT on owners’ interests in the entity


double tax? 


tax treatment on liquidation?


adjustments to owners’ CGT tax values on distribution of capital or untaxed profits – when tax preferences are involved?


Taxation of dividends down the entity chain and out to owners


company-company, company-trust, trust-trust


Tax treatment of share buy-backs


on-market or off-market


Comparison of tax revenue and administrative issues between a regular company takeover and acquisition by a consolidated group


effect of different treatment of tax values of assets/liabilities entering and exiting a consolidated group


Comparison of tax effects of an individual ‘gearing up’ as opposed to the entity ‘gearing up’ where the individual is investing in


a trust or a company





Typical Analyses


Pre- and post-tax foreign flows 


from offshore assets (liabilities) or entities direct to individual domestic owners or to domestic entities 


subsequently, from domestic entities out to individual domestic owners or to foreign owners (‘conduit’ flows)


Effects of different foreign tax crediting arrangements applying to


domestic entities


other entities down the domestic entity chain


domestic individuals receiving foreign income direct or indirectly via domestic entities


foreign owners receiving foreign income via domestic entities (DWT relief relevant here)


Analysis of situation where at least some owners of a domestic entity which owns a foreign entity are also in the foreign country


the so-called ‘triangular’ case


Effects of exchange rate movements on cash flows and after tax outcomes in relation to


offshore assets and liabilities


offshore entities


Comparison of administrative and compliance issues arising from different ways of providing foreign tax credits to individual domestic owners under imputation





Typical Analyses


Typical analyses relating to assets and liabilities you can use the Kyscope to undertake are listed in blue boxes in each of the following sub-sections on specific assets and liabilities:


depreciating assets 


appreciating assets 


financial assets and liabilities


trading stock


leases and rights
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