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This exam paper has three parts: Part A, Part B and Part C. 

You need to answer five questions in total. 

You must answer: 

• Both questions in Part A (25 marks each) 

• One question from Part B (20 marks) 

• Two questions from Part C (15 marks each) 

Further instructions 

• All workings should be made to the nearest month and in Australian Dollars, unless otherwise stated. 

• As you are using the online method to complete your exam, you must provide appropriate line breaks between 
each question, and clearly indicate the start of each new question using the formatting tools available. 

• Marks may be allocated for clarity of presentation of your answers. 

• The time you spend answering questions should correspond broadly to the number of marks available for that 
question. You should therefore aim to spend approximately half of your time answering Part A, and the other 
half answering questions in Parts B and C. 

• There is no separate reading time, so you can start typing your answers as soon as the exam begins. However, 
we recommend that you set aside some time to thoroughly read each question and plan each of your answers. 
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PART A 
 

You are required to answer BOTH questions from this Part. 
 
1. Rex is a 59-year-old Australian resident. In late 2018 he purchased 5,000 shares in an Australian public 

company for a total consideration of $200,000. 
 
During 2019 Rex received two dividends each for $7,000 which were both stated to be fully franked. In early 
2020 he sold the shares for $300,000. 
 
Rex still works full time and earns $150,000 per year. 
 
1) Explain how each dividend, and the gain on the sale of the shares, is to be taxed. You should 

provide as much detail as possible as to when and how much tax will be payable, and explain 
any assumptions you need to make.                                                                                                                                (15) 

 
2) How would your answer differ if Rex was at all relevant times a resident of Hong Kong? You 

should answer on the basis that there is no double tax agreement between Australia and Hong 
Kong.                                                                                                                                                                                                   (10) 

 
Total (25) 

 
 
2. Medics Are Us Pty Ltd (Medics Are Us) is an Australian company which operates a series of medical practices 

throughout Australia. It enlists medical practitioners under an arrangement in which each practitioner is paid 
an up-front lump sum of approximately $550,000 by Medics Are Us and, in return, agrees to work for the 
company at an agreed medical centre for an agreed period of time (usually five years). The company provides 
all of the infrastructure and services needed to run the centre. Each practitioner agrees to share all of the fees 
collected with Medics Are Us on a 50:50 basis. 
 
In the 2018/19 year, 62 medical practitioners were contracted under the arrangement described above. This 
number compares with just 12 in the previous year (the first year in which such arrangements were offered by 
the company) and 26 in the current year.  
 
Medics Are Us seeks your advice as to whether the $550,000 payments are deductible for income tax 
purposes, particularly in respect of the 2018-19 year. If not, how will the company be required to treat 
the payments for income tax purposes?                                                                                                                                     (25) 
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PART B 
 

You are required to answer ONE question from this Part. 
 

3. The Swimstar Family Discretionary Trust was established by Ms Howie, a lawyer, in 1999 with XYZ Pty Ltd as 
the trustee. The amount paid to establish the trust was $100. The class of beneficiaries include “all current and 
future children and grandchildren of Kenneth Swimstar and his current and any future spouse”. The trust will 
vest 80 years after the date of its establishment. 
 
For the year 2019/20 the trust is still in existence and has earned income of $200,000.  
 
Kenneth has a wife, Felicity, four children (Harry, Robin, Peter and Daniel) and two grandchildren aged six and 
four. Harry, Robin and Peter are all over the age of 18.  
 
Harry and Robin each earn $80,000 per year. Peter, Daniel and Felicity have no income of their own. 
 
Explain how the income might be distributed in as tax-efficient a manner as possible. You should 
explain any assumptions you need to make.                                                                                                                            (20) 

 
 
4. Sandra and Graham, a married couple with three children aged 17, 14 and 12, have sought your advice 

regarding the establishment of a new business which they plan to start together. The business will involve the 
provision of marketing services to mining companies, an area in which both Sandra and Graham have 
substantial experience. 
 
Sandra and Graham request your particular advice on the best structure to use when establishing the business. 
They understand that the available options are to conduct the business as a partnership, through a company, 
or through a trust. 
 
You are required to advise Sandra and Graham, including an explanation of the basics of each option 
and how it would operate as they do not fully understand the implications of the possible structures. 
 
Your advice must focus primarily on income tax, but if there are other obvious tax-relevant matters of 
which Sandra and Graham should be aware, you should briefly incorporate this additional information 
into your advice.                                                                                                                                                                                         (20) 
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PART C 
 

You are required to answer TWO questions from this Part. 
 
5. In your view, what are the main advantages and disadvantages of the Australian Goods and Services 

Tax (GST)? How, if at all, would you change it to make it work more effectively or efficiently? What 
alternative indirect taxes are there to a value-added GST?                                                                                              (15) 

 
 
6. Louise works for a mid-sized Australian private company which pays her a gross salary of $185,000. In 

addition, Louise receives the benefit of using a company car at all times and an interest free loan of $500,000 
which she is required to pay back at the earlier of five years from the date of the advance and her ceasing to 
be employed by the firm. 
 
The car is brand new, having been purchased by the company for $60,000. 
 
The company’s managing director requests your advice, as the company has never before made an 
arrangement of this type. 
 
He is particularly keen to learn what the implications of the car and loan benefits will be, and how any 
tax which may arise from these benefits will be calculated. You are not required to perform these 
calculations, but you must explain the concepts that will apply.                                                                                 (15) 

 
 
7. Explain, using examples, how Australia taxes residents in respect of income and gains earned from 

overseas sources. You should consider both ordinary income and capital gains, but ignore any impact 
from double tax agreements.                                                                                                                                                              (15) 

 
 
8. Imputation is a rare method in the current international tax environment for dealing with the taxation 

of dividends. Why has Australia opted for such an unusual method? 
 
You should explain, using a simple example, how the system works from the perspectives of both the 
dividend paying company and the recipient shareholders. How would the shareholder fare, in the 
example you have created, under a classical system of taxation in which no relief is provided for tax 
paid at the company level?                                                                                                                                                                  (15) 


