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DearMr McMahon

INQUIRY INTO INCREASING VALUE-ADDING TO AUSTRALIAN RAW MATERIALS

I referto two questionsthattheDepartmentof Treasurytookon noticeduring theIndustryScience
andResourcesCommittee’sroundtablehearingon 28 June2001,namely:

• thedeductibilityofwebsitecosts(page390ofthetranscript); and

thefeasibility/desirabilityofan insurancearrangementfor highrisk value-addedprojectsof
thetypeusedby EFIC (page399 ofthetranscript).

Ourrepliesareattachedfor theCommittee’sconsideration.I hopethatthis informationwill assist
theCon~imitteein its deliberations.

Yourssincerely

General
BusinessIncomeandIndustryPolicy Division
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DEDUCTIBILITY OF WEBSITE COSTS

Question:Would thedeductibility ofwebsitedevelopmentcostsdependonwhether it was
(created?)in-houseor out-of-house?

Accordingto Tax Ruling TR200l/6,purchasesofsoftware,developingsoftwareandhavinganother
persondevelopsoftwarerepresentsexpenditureon software. Thereis no differencein treatment
between‘in-house’ and‘out-of-house’software.

• Purchasedsoftwarerepresentsan assetandis depreciatedovertwo andahalfyears.

• TheSTStaxpayersgetan immediatedeductionforpurchasedsoftwarecostinglessthan
$1,000.

• Expenditureon software,otherthanpurchasedsoftwarecanbeallocatedto a software
developmentpool andis deductibleoverfouryears. This concessionallowsbusinesseswith a
numberofsoftwareprojectsto havetheirexpenditureon suchsoftwarerecognisedin thetax
systemasit is incurredratherthanwaitinguntil thesoftwareprojectitself is finalised.

Question: Are websitedevelopmentscostsregardedascapital costs(non-deductible)rather
than running costs(deductible)?

Tax Ruling TR200l/6providesthefollowing clarificationin relationto thetaxationtreatmentof
websitedevelopmentcosts.

• Expenditureonhardwarefor runningawebsite(servers,peripheralsandrouters)is
depreciableoverits effectivelife.

• Expenditureonsoftwareis deductibleoveraperiodoftwo andahalfyears.

• Someexpenditurethat is neitherhardwareor software(thatcanincludecontent)maybe
deductibleoutright— ongoingoperatingexpensesof commercialwebsitesthat arenot
expenditureonsoftwareareallowableasrecurrentcostofthebusiness.

• Someexpenditurethat is neitherhardwareor softwaremaybedeductibleoutright— ongoing
operatingexpensesof commercialwebsitesareallowableasrecurrentcostofthebusiness.

- Costsincurredby anexistingbusinesswhensettingup awebsitethat establishes,
replacesorsignificantly extendsthe ‘profit yieldingstructure’ofthebusinessare
consideredto becapitalexpenditure.Suchcapitalexpenditureis partofthecostof
establishingthewebsite;to theextentthatthis costrepresentsthecostbaseofa
CGT asset,therewouldbe no coststhatcouldbeconsideredasa‘blackhole’. TheATO
ruling doesnot discusscapitalgainstax (CGT) treatment,anddoesnotreferto the
CapitalAllowanceprovisionseffectivefrom 1 July 2001.



3

FEASIBILITY/DESIRABILITY OF AN INSURANCE ARRANGEMENT FOR HIGH RISK
VALUE-ADDED PROJECTS OF THE TYPE USED BY EFIC

TheExportFinanceandInsuranceCorporation(EFIC)is a self-fundingcorporationwholly owned
by theCommonwealththat offersanumberofinsuranceproductsandfinancialservicesto
Australianbusinessesthatundertakeoffshoreactivities. Essentially,EFIC assistsexporters,
investorsandbanksto manageriskstheyfaceinternationally,particularlyrisks thattheprivate
marketis notwilling or ableto cover. EFIC’s insuranceproductsprovidea coveragemainly
againsttherisk ofnot gettingpaidfor exportsbecauseofpossiblecommercial,political or
economicproblemsoverseas(the ‘paymentrisk’); andtherisk ofareductionin avalueof overseas
investment,resultingfrom sucheventsascurrencyinconvertibility,blockage,expropriation,
confiscation,warorpolitical violence. Theaboverisksareoutsidebusiness’scontrol andthusthey
aredifficult for businessto manageby itself. Importantly,businessesareunableto purchasean
appropriateinsurancecoverfrom aprivateinsurer,astheprivateinsurancemarketdoesnot offer
suchproducts.This justifiestheGovernmentintervention,throughownershipofEFIC, in this
particularareaoftheinsurancemarket.

TheEFIC-basedrationaledoesnot carryoverto assistinghigh riskvalue-addedprojects.The
natureofrisk in value-addedprojects(regardlesswhetherit is ahigh or low riskproject) is
essentiallycommercial,thatis mostlywithin thecontrolof investorsandbusiness.While certain
elementsofthecommercialrisk mayrelateto thetechnologyapplied,sucharisk is usuallywell
understoodandcanbecompensatedthroughthemarketmechanism.Consequently,theEFIC type
ofarrangementwould notbeappropriateforhighrisk value-addedprojects. It shouldalsobe
recognisedthatbusinessesandtheirinvestorsengagein high risk value-addedprojectsin
expectationofgainingabovenormalreturnsthat compensatethemfor bearingthehigherrisk of
thoseprojects.


