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,CAPlTAttNCOMSANllCAPttALGAiNS ' ,,' 

TAXA110NIN AGRlMTUltIANO'POIESlB¥"',' 

Mthony!tjthlsholnlf. 
LaT1Vbe Untv~$ity 

F.~ :to,~bept~t$'atthe ~raA~UUan AgricWtutal Ewnonncs 

SodetyAnn\U\iConf.arence, JmeoJnCo~;Pebruary6-~~ 1989~ 

.,,,-
~'Parb of thb,paper,~\e~g With capital gab~ tax"were originally presented atasymposiuD\ on 

taxatiqnand,tb,e R~\,~nomyatthel968AU5UaJian~nQmics ConsresSj Qm~a, September 1988. 

11\esepa:pez$, W='pn:,~under,~ .\i$pices of ",~ Au,stJralian Tax .Research filundation and 

pub1is~ • their Conference Series N()~7. 
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" The tax ~tre\l,tinel\tof ~lpitalm(.\')ane, and falpitid Sah\& 'l&f(~ae(il~yecono:jJUsts 

,a one of the 1l\06t ~~\t'i$suesin thedefign.i t>f:ilt eflident-Utd ~,:Ultable,- , 
system.;olincon'1,,~ At't11e ,, __ ,~,tap1tll~, ~Uon ,(Can .'#is 1ong~ ,a " 
lNlitef of'poU"ca1:COI\b;O~sy an.t tl;\e,CGt ,that wu ~ttoauced. :in "~Jralia' in, 
Septem:bet 1985 isnoexcepl~cmO! 

, Tbe COI'fi!of.tl\e ptOb~~is,how shoUldhlcoroe be~, folhtlJwposefofan 
:income'taX;., One,«m<:ept' oftineo~1 ,dating: back atl_tas,far as ttr~~g ,Jrl$her, 
would d~ inco~'in ,teQPsQf. ,.uet casbBow.nat 1$'10 :.",aUilejlUtlavc, 

, , ",' , ". ,,' ,', ,:1 ""'" """" ", .. ,' ,,', 'rl' ,,',' ,,' '.1-, 
'itt.dudUtg'blv~,f;rr.,entsin l~pg~lived ,produetlve .assets 'woWdbe i:trt~edlately 
,~(100 percent Wti~~ in the~·theexpen.&ture· was ~/lq~~ A 'net 
:~b 'flow 'hiC).)X;W,',~ ba$e,lf,outa" of C()u.me~ greatiysUnpUfy tax~Cc<~u.ntin~ 'but it is 
d~1y not· the' C(mceptof ir~come1ntendedto be the 'basis:foran indllne~, it.if! 
shQWll:lnAppendix "" \to'b~atax QD, 'pweprofi~ whldl excl\ld~'f~ HnQtmal" 
tetutn :fa; Clpital artdthU$ ,Jsmore aldntoa '(o11SUb'tptton :taxlhan;/_income tax~ 

Pn¢e- ded$ion '.~ ~_ :ma,de,:to indlld .. l savinss.mthe'inCOMetax,base,a 
co~p~,t"e i1\(.'Ome t.ut of the8a,ig~SUnons',(1921;193S)8enrelogic.any 
~dS it$elfasthetidealt ta)(,base., ThecomprehftnSive base 'isQefh\~as 
inCOme a, taxpay,eJ:r~ve$and spend$,on, co~ptiC)nplusincomf3 that '!$saved ' 
(mve1$ted) plWf {min~)the &'aln(I~)',ofw~thresultingfrQma c~ in ·the 
value of assets owned by t11e~yet'l Austta.llan .rums .~~. overwhelIningly 
unmcorpo. rated, 01'8, . ~tio~ ·andtbe .toc.us. of this paper 1$ theref()re~tipl\ of 
tapitalinc()J;r\e'~Q '~pta1 Sains;underthe personalpi'ogres~lve' income tClX. 

Tht1! ~cept,of a(X)mpreh~lve inC9metax baR (CITB) 'Jla$. become finn1y 
entrenched in modern tax. poucy,nteratute• MQreQver, ClS,Hea(l (1987l points,out, 
the.:m~g~~,'beenre.c$ved andartiCldatedin map-otndalsiudies of tax policy 
UlQVerseasCOuntri(!$, 'beginningwlthtbe cl~icCarter l{oyal·Commission. Report 
.(l~)inCanada and foUQ\ved by aUUJl\ber ·ofmajormvesugatioP$ including 
regorts })ythe Ulllte4 5ta~Treasury (1977)1 the Meade ComI$littee.in ,Ute United 
'l(ingdOP:l (1918) and th~ IrisnComll'l!$sionOn Taxa,tion.(1982). AMly 
,comp~en$ive capital gains tax would presUJl\~b~yinclude ,gains. 'and losses 01\ 

human ·taplhit as, well asonphy5icaltUtd' fUtandal assets~However, for the 
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-~dl1··~~atl¢capita1.gabv'Wi1la~·on long-Uved.as~t$ 

.ba'¥dn8: .. ~tiC$Upply $ld·iUt tacreuins ,demandfoJ" tb~ servia$.· :~asset 

-base indude$ '~dassesdttla#dartd nablRl teSO\U'~, and ·rare·man-uu.tdt 

~$Qch •• tU'tobjeds;811ti'JUe&t -~ :starnr ~and,cOins·(8.i\.E.,·1985),,: In 

'3ricu1turel ·an.Adc1inonU hnpartant'IO\1rtf:. ..)f$~tic (apitaIgakt$ istnattu'blg 

piolOSica1~' $U~aslivestotk, fcrestry,vmeyCU'd$, aging, wine stocbt alld fnJit. 

and nut orcbatds. There islol CQUtse/~other sr.oupof Jl1an...uaaured:.dwablC!. f3tnl 

~"~ plant, eqUjpme,nt .andbuUdings-on whlch $J$letnatic capi~llOS$eSaccr.ueo:, 

. ·(See Ar~A(o't.;d~analYiiS}. Olltsid.e .il$ricUlttu"e,tlw 'm.apr$Qtl1'~ of 

system:atic QlpitaI8cdn$a.ppe~ to. be·certain. dasseSo,f real e.state,tcu-e man'"lllaQ.e; 

8$Sf!tS/irt(tea~in :(Ompanyshareva111es attribut@t~toretained ·.Cf ropartyp.,ofif:$, 

,~d ,po$$iblY·SOllU!: in.ve$tm~t$.in ibt ,tnin~ ~or~ 

,Jjns~tlccapitalgaln$\ and losses·~ ~tiallycltange$ in as~t vcdues 

- ,!bat are unan,tiqpated. The$e -wJndfa11 piPsand,lo$ses .re5uIt frQn\suchthingsas 

·~PteSeenc.han.ges itt '~nologyand \une~changesin domestic and 

ov~ .S'1V~ent })QUdes.:The reaS(U'l for <li$ting$hingbetween systematic 

~d,;1.U1.$yst.ticcapital gah$and losses is twofold-lTlfSt,windfallcapital8ains, 

·seem, likely~· be roup1ybalan~ oywindfalllosses .$C). :tbat ·thenet ,CGTirQIllthiS 



Prccn.the·viewpolnt 01 soCiety;, arbittatYwc .. in~ cUv-s .. cesin,·~ 

~~Wt ra~ot Itdum, 01\ alten\ativeinve$bne1i" is evtdenee of ineHkient 

tesautceaUoca:tion.· ·~~.~~tdistort.ion ofresourc:t allocation can take tnimY 

forn1$. Por:examplel.Ut ~t··tUe Of the 8tQWing city I~ .• a~ce 01 a. car will cause 

land valueffc),:bec:ome,bfIlted,.,in ··~CBDwhidl inturnwiU lRf1 ·toovet· 

,inv.ttnent :in .~, 'building$., At this point, it .1$. pertinent to ,ask what impact will 

.~ introductiOn of a CGTha.Ve ,on ~values ,.nd on the e..~,~te of 

sys~..atic ~pita.l gains? ,Aslum~ lot'aimpUdty" ,that aggregatecapit21.pbts are 

,~rdA:ti.,: 'to· ~ble .in((lft'le g~eratedbyinv"tlnents. ConaequenUy"tl\e after

'~yie1d,Qn .• MeetsgeMrltiJ\S' '»m-e' taxable income detenninea,and i&$lual to, the 

tate,ol ~c.apltal.gainJ· on·asaet$ stmenlting 'pwe' capw gains. The 'wedge 
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~;tbeoldgll;~~petd:Olt ..... ~·~.~··u4the'101*f~ .. '·_QD.cap.a._· ... ··V~~~tof··thehtfll~pif$$:i;1l.'l.tter~-' 
shel ............ :.;,l.:~Tbe ........ iU ... .......w ... t.....u.:.. ...... /Id .' ....... ..:i!...l. ~ 'CI""" L.!_1. ... ;w..._ 
, "l1:I.~ ~~ '" ~~"~'~~JJ ..,~, "'" au unan~pa .. ~ , ~;4. W~U~J W,U~,;: 
mttoduee4 WII'~"~be'~ ~'",~··~·theJe·qIetpri~ .. 
liowev«t tbe·~tlteOl.~:Qlpitll ... ,intbep~.of.CGTJl\U$t 
be.·.~" tbMt. m;the'~,.of;sudl. tax, if ... ,.ptOd~ c.plt.l'pW, '~to, 
yield an~ta.x·:retum ;Q)Jl\"~With ·tl\e.,~ .. ,retum,_ in~ 
ptOd'uciJ1S "UIefj. At.ypolnt in, tune, ;ho~er,. yal_'£or ,u.t;s, ,~.c.pita1 
pn.'Will'f)eJlowetwitha, cot,~ they woula t.in the .~~.ol:tbe·1I& 

& .... -..·_'1.-..L.Ve·" . ','8 lia6oL ... ~r...d ... t ..... :--T;~""'> ~ ........ ,' ~""'~4!.a ,"'" ..... ~l"-1!!MIJ.~~,~n 

~.N1,'been,~ble'~te &bolltw~capi"'".piM·,~"loUes 
shOuld beCOUJlteQ·fOr ~'~Qtltey·~oru,_".e~r_1ited in,a 
tesal'~' ,Itls '~' tbat.~fOn'bNisfor* CGT'l$.Vf!)idl~t~d..~t 
$Ol~tothe "idol" ,acauals;~, lndefinitedefetta1: f' tax ,if :, \~'; . ; '."" ,.'" .. ' ',' ',' ... "" •. ".,."""",., . . ,."Q.",OI;\~I 

equlva1entto(X)mp1ete '~~',It II worthwlUle D.QWoutliDmg~> 'Ad. iUU5uating 
in more depth d\e ,n.Wnchar4ete.dttklOl'I1\,~al$CGt .. I ,It· iI,per;J.p' silnplestto 
begbt. wlthlbe'Jl'lOl"f!' f~ ~ b.'el~tOf' capiWI065a '~ted. with· 
~_assets,(SeeAppendixA)~ ~ accnta1s ,,~ of'pennittbtg td"1 

<leaUt~bUityof capital 'l~ on ~ ~ would' bue,·the ~er.l on ,economic 
~a~ 1'haJi$tQsay#tbeded1nt'ln valw: Of ~Q$et. ovettlte'peri04 .Q:fthe 
··qxyat:.fltJ~bletO aging ana the,QSod.ted redUd.1on, Jntbep~t value' Qfthe 
futweflow Of sem~proVided' by tbeQfU!t.·~pledepredation tonnula based· ,qn 

histodcCO$t/Hke S"alght~1inedep~tiopJor·ltarldatd~Ufe· aMet·das$ifi<atiOruJ" 
:ptQvide a rough ~. a~tion'l()~cdeptedatlon.~In the: pt~ce 
ot'in.ftatiQl\/' of'~ltbe hi$toric(O$t tHtseof an .. asset shoWobe in.d~e4 for 
,~tiOn. There isJ\os~ inde.tion .in AU$trali-. 

Mal, types. of' ,investment in Wid development (e~8~ land~clearittStsw4Unp 
,draimtge,.ta~t QftmprovedptaStutt;, contoW'-~ :and constfUction of 
dJrns)reeu1t Ul ahlshetvalued: .8$$et' whidl··can· be ,rnahttainedjnits tnlproved'state 
~. a,,'allpradi(J.t 'purposes" a.. UfeQfQf ,$~ch. ,assetS in theU' improved state 
is infintteand~~c depredation ,is ,zel'().. Conseqllently, QNyrepairs.and 
-mtenan(e, .~. ,to ~tatn·~ '~'!init$ intproved$ta~, $ho1.1ldbe 
permitted aI' 'tax-dmJudlble expense. While theconceptiscleart itls ,,£ten cUificu1t 
tn,pn.dke.ttJ;~tely septrate Nid ;tneasurecutrentrepaJrsand. mablte1UUlce 



.a The trt&tloss'of ~nottdcvalue()f· Nt, iSMt J1\Quld·be .uowed .. '. tax,. 
decluctible~tlon.~;asU.(~; 

.3. -the .~····bt. the·~. vt1ue of ·«U\.appr~tm:g'.sset$hould be S\lO~ to 
~·.it;~ 

One·Ofthebe$t illu.tt_tionsof:.tbe complete ;arbi~of'any dlstinttlon 
~ .. ' .. ' .... (apiWgama .and. iJ.\cOIne: is the~pleof 'a~gforest •. 

",' • .' < 

:Uq11atiOlUJ f« defentdning ,the MtpJ'fASent va1"~of ·an· :infinitesequence of 
~t':rotadQl\$fOr the ·bef«e-tax· $ituatictll att,4for sevetal alternative income tax 
tegiIne$.(~, 1975) .~gi,,'en bel.,w, An; annual dtsct~tetime. pedCKt model is· 
~.~, ti!UI';mod.el·woutd ~ ,tobest~ .. ~t the'cumualin(O~tax 
:~untinSp.l~;~of ·,tber.1.w()I'ld.The 'foUowirtgnotatiQn i$used;:. 

,5 



"$' ., MOfe..~ ~t vllt.lt ($l~ v.I.), 
slit:. ~~4**"" ~t'lttl.(lifeftlue), 
'1fr.',~'~Qtm~ val\leofeath ;_.t(~pag(t va1w:)~' 

Q,. '. ·,~entcoat~'.t,tbe~Of·_dl~" 
G~ 't~lvaJue()t'U. ,MUluU forestiSrO'Wth ~*entfor tht kth ~l; 
, i at,}" :~tax 'di$COuntta(e, . 

t /J!~" Mt~tu, ctis(oun~ ra~, 

t, . ,.' ute of ,t.x" 
~. rota.tiQ~l peri«I: __ Uted in .years~, 

The'~t pteMl\t valUQ.S,; q£ the ~ltarve$ts4etennines the site value-of thel"ln~_, 

'llt(!:kmgth of tbl! ~ti~cyd~, 'l\t, wbidl~, Sl" can be viewed ,as:. 'tra4.~ff 

"tw~~; and~' oEtuuve$~. ,Equation '(1),(Wine,s tbEfbefore-taxslte 

~iat1~ '.~COMfJmt ,teal, val\W$ ()Veri aUtOt,:tiQn$ forHA ,an4Co" 

ttt,~CO<l +i)n): 
$,., ·"«1'+ j)n'~ 11 

l1..,.,i!lkU ....... ,(I) nut " be-_..;:rJb1to · ,. ,,', '&.ftan ,_" .... ;1:. ",,' 'tax' 
.~~~,. ",Y, ",'U~', ," ~~,,~ ", '~"'Q~ $CQl,'ne "~ 

eXl'~in,,~tion(2)~It$houldb~l,l\()~ iMtin equatlO.n:(2) ,~t~bleincom~ 

,~at tne:en4ofthe.,fitst, r~ ,of a l«e$ti
, life" (;1, i$equal to,th~\';tllle()f the 

QI\e'yeM'ol<lsw~d.lessp~Ung~t$# Co., 

AppU~tion of:eq ... ti~(1)and:(2) will gWe fdatticti values for ,$ and S", 

FO\ticiins,that,al';d-ot-taxdisc:oMtrate,tt '"ilu.t t<> i(l-t), is used, 'in equaUofl (2)~ 

• Qt~lUl~p~t ·va1Uf.Qon of 'aUb\vestJn~l$b\tirn~r pteductionwlll be 

independento£'~ 'faX'to whidl each finnissubject.1"hetax will, nQtal~ the 

p.-ofitabiU.ty offotesuy \dZ i:milte~tlve lnv.tD1entsl nor will it affect' the, Choice 

of'tMOP~growth. period for '.putlaililrtreespedes, nor WiD iti1)f1u~cethe 

dloice ~'.hortfl'and.IQl\g~mlblring' tr.ee,·:spede$., 

AM«mdtype,of~e'taX:;,;;, applying to the forestry,sectorin.Australia

,.now. ~_ CO$t$"to be 1mlnediately ~tt but delays, taxing forest inCOJ1\e 



~ •. ~ ... ' .'. ~(t .. ~ t)*!£o,.S!(l +1')*". 
~. '. !IW!'Ii .. ,." "(t .. '.' ..... ~-, .·1'~··,. .., .. : ",+ri'''''',' , 

Contparhts eq .... ttQll$ '(~t.(S)qa(~' it;:iI.,~ thaf·~ omy1diffetences '~een ' 
·the .three·types' Qf'int,om~, ·hlX:ret.tetQ dUfeteJ\(el·il\ 'the wmna,of ·.a..tu 
ded.udibUimof ~tS' ... -~ J'Otj.LA j;.vind"of':ftN¥M£'iI:U ;.... ,,' '."'" tbese'·:u~ . . .• " .,. , ""." .... ~~ , .. ' ~ ""'~l'" Ufdi~-ep , '.tIwJ~~"liiI" "W'WeVeJ.""""" ,.",~~rr;,t;I._tn 
U'lWs qn, bave$~ ·elfectsu'$hQW,I\~ytbaii\pute4sltevalu., ·tOftM, three 
U\Come ~tegUr&es, in the n.u~m~ UlQ$ltatioP. (~lm' I91$) $h.QWA .in'Table' 1. 
Ul\der .an .. ~~ jn,COffle t~ ·~J.le,'tOm$tl~4"· _'t.lmeG 'tq:haye • site ValU~1 ~,of' 
$50 and a· ,plantitlgjcost Qi'CS,ftc .tablUming, .~,totatiQn~., The fOfelt 1$ ,as$umoo' to 
grow ·.t '. COJl$~t Qrt\1afO>mi'Oun<l rt~.s.uflidentto:pmvige a,.8f08$rate of 
tet\U1\ 'of 1d ~ton,"both· 'th~'.#'dtialpl.n_; outmyanc;l tbe.site value. This, 
aUQ'WIthe:wp'ct ofa~'taxd\useon aite value&:to·be hiptighted, $in~lU\der an 
a~ .~~ tax,'aUrotatiQrt periods, ate,' e<}Jlflly profttab1~.,Atax rate of:SO, 
pette1ll~l$,~, 'amd ··the· (Otte$pondbtS'net-of"tax ~tta,te·i$ ~r~~ S 
,~t. The supplyofhmdto foteSUyisasauxne.d to be perfectly ,inelastic so that the 
ndlincident(fof a,dw:lgein: the ,~ .. egUne iflQn stteval~~ 

7 



TAltlS; "'~PQtt45i~' V.Juea f9t '~tive,lrtcom •. TaxRegimes~ 
, .' 

",) 

'RotaUoftShuDpast: 
l*iQdV,lllf:' ' 

f " 

1 a15O: 
S' 10.7'J 

10 144.53,; 
15 263~: 

20 4S4.56 
25, 762.60 
,$5 ~057~68 

SO 8,154.31 

I. "', '.!" .., 

DoUarI 
., .; '" 

50 63 
50 70 
50, 83' 
50 -9$ 

50 117 
50 142 
50' 21S: 
50 40l 

I~ 
in~;tax; 

5.0 
58: 
10 
85 

105 
130 
200 
392' 

The lMSt$trikira.3: 'PQint tt()1'Dthea11ove' ~ll$bthe;slze ofthe'ln~~ tn site, 
values and ,,~, assodatedtax-lnQuce<l biutowatdslongerrotationper!odtt when an 
~.i11come bP,(,isreptace<l, witllafuU~8 Qf' reaU;ed incometp. ,Fora 
5O-y-.r rotatiOl\ cyde,~gingthetimingQnlY'Qf Wdn8inco~and' aUQwins the 
tax dedWt,tibility of prodw:tion.' cost$',res\ilwman apprQ~tdyeight£old inaeastlin 
,1te'V"~~ 

It. tel.~exampleistlle case of ~ysternatic(apita1 gains'a«twng on, land in tlle 
c:ent:al ;bUsine$S,distric:t of an~dJng'dty 'QJ:'an adjacentfarml-md.,Assurne that 
~annual capitalgatM iU'e' It):percent a:nd ~ ,~ate ,Qf I\come tax is50prcent .. 
n. •• ,;$hctwn:inT.bl4!;2'compare an. a~ ..... ' with .te~tionba$is 
(apital,~ tax Illd Il'low'the ,tax r.tereq~~fot'a t.x at realization tQbe 
.v~t to. SO percentacctQals tax. 

8 



~. , 

~fJ8«by.whid1 
Mt-of-"·e4pitll.g~ 
on·.~tion, buiI. 
ex~.~ 

'y~ ..... W<. 

o 
10 
"n' 
46 

11.3 
214 
'4#1 

so· 
55 
61 
71 
SO 
86 
91 

tn theiotelttyexaml'ie (1.1>10 .2),.th~ rtliltlvelY'$nW!; diff~teS,~twee:n . 

. bnpqtQ4at~ val'tJe.s tQrthefuU~~mg 'and re~income taxtshQW tb~tth~ 

majotWluencetin .'tbiS.ex.mple,$temfUotR 'the' ,poefpOnelDeJlt ofthtttaxaUonQ£ 

in~' 1U\tUreal~tiQn .~harve$t ratbertllan;differellCf$in ~ timingQftheiW<~ 

d.td\ldibiUty of plantbtg .<oIts. 1l\e 'highet tlW.bnp1.tted:slte vtlue, relative to 

plantbls· (.'QSts the. 1l10ft:' tbeiontleJ: eff~ 'wiU'be~ 

1bept$nt1ncometaxtreC\~t o£ fOft$tryiIl AU$ifaliaappecu:s to ,p?tmit·-U 

mabUslunent. and· plai'tting costJ tQ be. dedll~ from t~abl~ income en ~ accmilb 

'.ba$l.$. whU$t ;postpo~ taxatiOll. of fQtest revt!lt.ue ~ntil realiiation,thu$ 'providing 

asipmcant tax .. collCt'$$ion to lorestry. SomeinvestQ\ent outlays, e.g .. road$,):'node at 

·tbe, t1tne mmnial_tabU~nto£ afQl.'e$t create, '~'. ha\dI.'lS •. ~ 

~()ro1c Ufeofa Uf~sp~anwnberoffotest rQtaUoU$.Thertll~ that such 

~$howdbe writtenwO,ft·Qvertheir econonUc life applies totheseassets~ The 

bnpomnce of the timing of the 'Wc~edQcdbUity· of expendltuteQ~tlcly$ isdeatly 

~~.1n ·the· New ;ZQlcn~d. (l986)$tudy·oIfol'e5try taxa.tiOlt 

AfUr~~vant .b$qe. tha1ts beyond tbescope (l.f thispa~ is' the 

appropriate choice, of .di$CQunt!il.te 'or tl\e largepubUcto~~U'y sector. 11Ussector 

iJlnot'~toincome ttx qd: CQlnpeteswlth the .private, forestry~r. It would 

9· 



A)re~~·anayety lInporW\t&rOllpof ,n¢.tii.lv_t;me~tlqjvldl$indtJde 

irtCte .. m:fl~, ftl1,~het4 ·~m M~:iJ;\~m :av.~anQ.tibUslunent" 

.~~,~u~~e,o.f'~.q4:~~tt. ana~CGT·$"dl., 

'~,m, .Ya1u~, ~ qf'procluctiotlC06ts,woui(i, be· $ub~ fO"tIx M tbey, 

'~~ ~fiS,J>~~;fOf.' va1~~tutatinc;r~ m liv.tock,J\tunbef8, 

tequke 'tba ,tdr.llv.tock:m~'~ 'V'a1WJd(Qr~tp;,~ ,.t nof;lts$ than 

~«tWNmUJn'VI1".. rth\1J in tiU·areaAQ$tr.nan(arn;\etS,h.v~ long befm: 

QUbject'to a <fot:tt\of;a«tU.'(GT~ ~w~.~the,$et; ~um li~~valu. ,~, 

tulbU".t ht~'N1te,~ ,extr~¥low . .nd., were r~ !c.l1.uiol.d;fof ·the·t9.89 

in@1"JPN.", The ~\Ul.!\, ~uea (or ~: -.nd. tllttle; .e DO"" andS20, 

~peaiteiy~ the. ~ v"\Ie$:woUld'8$ ap~lf'tQbe, JignUiC£mt :~es6.matel 

of'nlatket livest«kya1ue& M.~· CGTw~~,pp11sin:uladrtotbe 

"'~~ and.·~Qllof~,4U\d,'~. ')U Au~tfd.:these " 

$:Q~adi.vJtie$ .~tQ be tf_tea Ukefotet~ forpUl"pQ8e$ ofin(OD\e ,tex 

~t'with .• ,JimUar 'l$1letltol~~Il(elSi()n. 

Many ~econowstshavE!$ttoll$lY empbM~ '.tl\e pr$cUc414d.vantage&.' of 

acCf\lal taxailonin ·:terms· 01 inc:ometax ,$inlpliQltio~/e.g~ ShQup (1937),. Vlclcrey 

.(l947)(t<'r.evtr (1984). The ,l'eal~ti()O crlte.don, on the otl\erbaild, ~. Sl-t 

(.'OJIlplexlti~ill de:PgninS~""to(Ontrol·tAx. avoidance which :at the same, 

.tin\e do; .not ;u,ll\ibit .J.WtJnal bU$lness tTan$actiol\$.i.I\d .. ~rg~tions'. 

Th~ rndn sb1n\bUng.bIQck usuaUyoffered ;tQtbe.~se of em· a~$ ,baSE!.d CGT 

'i$va1uaUM diffiCUlties"Howevert as Krev~ ·(l984) pomtsoutthi$ iss1.leseems to 

poee liltk: or noproblemfQl' countrieslmposblg Wf:alth taxes or for thf! fair Jnaf.ket 

Vidue,: .thnates·QfpJ1 ~that .are,a1MO$tur4v~ym.de ,as a valuiltion ':bQe for 

~~Iting ta~ and variOQ$ .teU:.~te, taxes" The valuation of n:umy~tsQn 

which c.pW .ga.ln$·ate e.med.are quoted in dauyneW$papm.Some~ts, like 

'.$haff$ inpri,/atf: ccmpanie$, though do pose ~dgnifica1\tya1uatiot't, l'roblem$. 



A'~·~. tbat it'~~"slYel\£otthepU.d.icat IUperioritY··~a"~tiQn 
'L. .... .;:-\O~,.thatltts~J, .. '. 'UI"ftIl •• :Ukr tob

'
_-th "fJ'., .. ' ..... ;· .. ~ ........ ,d ~~~". ,.<, .• '~6~YOV~~~W"'" P .'~~ .. Jt"~ ~yet'$ .~~ . 

_wltl\In'~bWI·CGT~ SUd\'~typ~#kaybe~,~~·f9r 
, ~.whkb:*,) I~~t: to:"~~)'Q~to~~;f1tt~tlO,Mi:n value~ Anat;d'U~tax 
"ltem~' oq.·~v~l13tiM··eYIfY twoitluw, '« 'evenfive, )'~,. W'oultt 'h~p 
~"s\Wh.pfPbl"'· .n4.ma1Mvepelter .• ~trati:ve'f'l$ibiUty~ 

1be mam; ~t\ltes'Q£ tt.·AU$,uallan.CGT are: 
.,. IdOpl$.l··~tiQn,ratller thanaCQ1.lalf,· ~of ~~t; 
• appUe,$QNft.oteal caplta1·galnJ:.made,on .... atqulred;'~ 19Septel.nber, 

19$5; 
.. .~ capitalS.m I., ·~ftn~dp .. the net, proceed$ 01 ~ sale le$l,Qrlghl4l(Q$t 

'in4exe4fofbtfl.tionl~;fndex~CO$.tSl of any ,improVetller\ts ntadeduring 
L'L. .... bOld'" ,~~ .... t the:·, .. ' .. '. ~~ ... "mgr""~ ~ . ",~, 

~·~ow rejUt~nQmilUll,l08sesto ~ o~t against capittllgatns ,r~mthe, 
QtJ1'ent.yeaforbe~~d fQrWard~doffset.~ '-i1lst.gain$ insu'bsequenf 
y~; 

.. ~pts.gai:N ontaxpal,tetft ptbldpalreslden~' Ondu.d.b"lgup tQ 2 h~aI'e$ 
eurtilag~); 

• exempts (larse1y) piN. wUh,respect tosuperatml.lQtion anci.li{ein$1.U"ance; 
an4 

• UbE!q1roUol'efprovislontJ, particularly at death. 

ferl\apsthe nRlSt$~weakl\esa oftlds' COT i6 lhe extreme "lQclc~int'effects 
it&enet.te$~TQbt.~with ·tbegnmdf61therbt~ con~on wher~y -ulasBets 
acquifE!Clprior'to .20· $ep~ 19$$ are coQ\pletely ~pt from CGTprovides a 
sttQn,g IQCk ... in:effect..Thl$ concesSion ;intrCKlllcetlseveteinequitiE.1J andinelfidendes 
hom. the outRf: oithe CGTin Australia. Mo@va-,there ap~arsto be little 
~titlcaij()l't 'E()~tbe CQJ\ce$$1Qnon. 'ihegro1lnds of eltherpoUtical expedi,enc:y or 
admiMtu.tlV(¢~tf.! TheCanadlan gov~ent, for instance, when it introdu~da 



icat~l~Wl1$ ~to.appl1 the·fj)C.to teal esttte,~ ,applying'ftont :theda.,O( 
;~uctionofthe CGT.A list··ot·aU·'" .tate 'ttarula~~3, ()Vet '. 
~nabk! period prior to valuadon 'date wucoxnJ'iled·:an4 •• CO~%1te;'t¥.asthen 
'usedtQ detennlne.p, ;appfOXiJnate.alue:fot~ost 1lI\1 property ·in.the , 
(Oun~er,.l984). ,Such .lIsk 'would ~hive·betnmQfe straightforward in 
. .A,U3tn1U. where/Ul\lilce Canad~, valul$fof.u property $Iles6f¢.re¢;,)t~ tor stamp . 
dQty~. 

FC)l' ~lcqutted,after19 ·$epWtnber·l~ ·~''1(d;-u.'' ··~ect resUlts,frOtrl ·the 
U$eof a ,~t1on basi$. 1be JM3nl~ ~,f.~.~veintfm:St~fteeloan, lOa 
ta.xpa~l"VariE$direCt1y with :tIIe length oI··tha ~ :~f :defe~1'al.lI\the Draft White 
'Paper (l9aS)itwas,cl,arlyl'~ tbatitw~··~ti)plaO!JQ~Ultimate 
Umitsontl\eextent of defa1"iil~\Ush d~ 'reaJit,ationupon death or dispo$a1 
Qf~1 by gift. .However/8ovemme.n\tJeSpond~tQ$f;r.QJJg Itbbying,pattfal!atly 
ftmn the far1n and, .. sm.all business &,ectON, and a dedsitll\, ~f!\9$rnacie not wtreat th~ 
death of an asset holder as GiVing rise ,to· a deemt-d.mal'zctjLn~'i?·lSS his or her 
a5Seti are actually realil~by the.! .adminis'fratQt'·oe·the d~ased esta~ .ordlspooed of 
by a bene11dary·of the estate. 

The~tingCG1dearly '~lef, strongly a~tfanner$ heb-s wlv.. .. d.o 
\lot 'Wish, to cQntin~f~ It shQuld '~no~ Jlerethatthere is a ,proms!QU ia'· 
theCGTlegislationthat p~itsro.llover ()f~pita1 ,gainsmto a\lother buslne$s 
which 1$ 'Judged: 'to be s$~;f 'This roUoverprQvi$ionante1iora.tes some of the. 
lllOStsevete n$)urQ! ,di$torting effeds.·of the lock-in ~edSa$socia.ted with ,8 

~tion basis. But,titere .1$.a$igniftcanttl1ementofarbittarirtess m determining 
.rihat ,tsand what l$ not. a ~t'bU$in~.M()reQve1t in terms of ~dentr~urc¢ 
dUocation it ,is,notat aUobviou.$ v!;~" L clnv~ting capital L~ a similar busUless is 
better than reinvesting L.'1.'" diHerentbu$ine$S .. 

If valuation andliquictity pfOblems .miti8'teag~f' universalappUcation of a 
dftect a.a:rual$ COT a po$$ibiUty'first proposed by He1liwell (1969) istbeapplication 
of Mindirect accrual'b\X adnU.nistered onareaUzationbasis~ The indirect accrw.t1 
~ \Jvould 'be paya.ble only at themne ()f deemed l'ea1ization,bllt the amount of the 
,tax ~dat that dine wouldinc1ud.e an, interest charges adjustment to make the 
pt'eS(m.t 17alue of the paym-mtcomtnensurate with that of an annual acaual tax 

12 



(f't',:, 
,C' II (, :) 

If' /y' 
)(Ii: (, , 

i::'Y'){, ,,',' \\ \ , , ," ,'" ,: , . " " ,: , , ' 

'i1""t.ly."6U~PUtthe, ~am;a\~'of ,~,,_
 Un4et thb~PPtoachthetewo1.tld be l\Q' 

".~v.n~.of 'tfX ~\, per $ein~~~sa r.u.ti~A, bQis~ Hown~~a 

, '~~ Of tt1eindir«f,~aJs~~W'~,pOinte,(j ~t to:the ,autbor:'b,.Matt 

'Be.n~.;(pers., ~ttttn.),i\"'~'e1Y,~~:~itWQu1d'provt
4~ '$tronF lncentlvelOt, 

.lnvesto.~ts,to~f~Y 1fl«ledl'mtl~a not ,~inv"~tnlent$. 

I 
,I 

ltil.l ~ ~~~ tlIIiffnVfllltltl~tathat!Ue. ~l
O ~.wcilpllal 

, ,g~ t01~tO\bl~' _ettl{~.ver.
 ,If.vetsof ,rislcU89dltedwith them., To 

: - - . ":, f" ,,:' :,' ~.: . ~ < ,- ,~ \. ~ ~ _ :,~ -,': , "//:, , " ,_. ",', 
\.!. , , " .-', ' ... . ~/:'" ' , 

, proceed i)"OD'~tbis daim "tc) ~1\ propoAl'~~t GoV~tWwldds
u~:$,ldt 

investme1~t4i~vttiesVi.li~t\tert~~?nQf ns
klet~, 'its an8fpet\t'Whlclt I 

':~eVf!t 'bI,liittle. :merit .. , Atlihes~elUnef it'w UnJX»n.ntthataCGTtreat reaU1.~' 

l~_d ,~ie;s' 'ilG ,synunetdltany asp'O$$ibl~ 

, 1111d~~ the' exi$til't$ ;CC;;T~ icapltallOssi$ ~ ,not trea~ synunetricauy Withg~ 

'bu'pfar .n~ll~llUU o,\plbd 1~,t,anbeofff$ftom1 againstcapital,~
 , 

'I, 
,"","

 

'~iZed.ln,the~t year 'Qi'icarriedforwar4iQ"u;l, ,offset,';lgaiNt gairts.in ~$ubsequent 

yeat,. As aQ.)1\sequ~ce, ,the,(teGT l'edu~esthe.~ tateClf.retum' ~nad$ky 

b\v ... tm.entby mo~ fhantheuate of tax. ',~, .reason,~·thtthe et.fectlvesubsidy rate 

on capital losses under the CC;rr,$ltout(i a bad: 'state ()f.na~' occur, is le$$ 'than the 

effectiveiaXrate for ;a: 8QOd.,·stj~teQfna;tutei.ln ~wQrd$;t a higher effective tax 

rate applle$to 'ris1del'lnvesbt!~ents. 

Someassetswhidt ~Jlteboth inCome' and.. expected, capitalsams may ~ 

negatively' 8~ed~ Under the present unindexed inCQmt! ·'tax $ystem,nQIDinal 

interest, payments ·on debt {ituJlDQ!d tnVf$tJnent ,~taX deduc:tible~ In ;inflatiQnaty 

'Ume$non~indexationof' inter.~$t~y
mentsPl'f)vides a strongincentivetow~~d debt. 

£inancedinve$ttnentfor 'which theIe is an impUdt $ubsi<iy" Th.i$ force tnay 

encourage!~~takiItg. 

'rite rnajorargup.tEm.tpul~ I01iwardbyfa.rm.et$ and. smaUbusiness, 'agaiItst the 

,CGT was tbat it would, QUSEJtfr/lgtnentation' of bU$ine5$e$ 41$. a ,result of bavingto 

meetCGTpaymenC$at the ti:meofas:set, transfer. The very favoutablecapitalgains 



i' 
/, 

toUover :~.tutd.er·JtheexlGtitt~·CGT l.y::qjlect ·Uwd'ledl~ of the 
~ye,~t .'in theP::h1ltk&l~. 

(I , -, \\ ' 

G. , . In my ~.~ 1iq~ldity-sument ;_i\~perSWglve. Iit··the fimt ·place, 
altllDuSh~wedo Mt ha~e hardda., it~,Q1\Ubly that long-run capital 'saiAs. .jJft. 

v Jl'KiI.$t:/ariTdanct, WO\ltd .-,tcrue.t ar~te mvdl tbove;a.·ta_~·:Jnflation~With an .' 
:~tion rate,of"l.per .~t, for lns.~irur.l ,bul4valuea would .ha.~ toliQuble 
evcyten 'ygrs. Ju$t tolnta1nWna~treU1talQe •.. Po" rurAlhutd,. 'withnQ 
(OU\peting ~:\oUl$i(~ a8riCUl~t~a,,~~ "',OlpJ~ ~,on, farnWlnd wo~d 
'requiJe ~)tto- fbf:contlnuowdy ... ~ . fEAll commodilYpricetJ~ortlus~: 
~logi~f adV'tn.;e b(AQStr.nan.,~l~lltqte .t. fatemgnjfi~t1yabovethat';of 
QUJ1: ov~ t;Oun~ '~alcapiW ·gah:us··ua.. res\llt ()ftb~ forces .~·JJtatCh~ 
b1'in~ in realtatJn.in~out'of w~d\ ,CGTpayments: .:oUld ~mad.e. 
P\U~i :the~d~8Qf :the.ine»Dle ,tax base .is pan, ·of .CUlQveraU tax package 
toteduce tafe$ ol::inCOQ.\«·taxbe1Ow'w~t they·wouldoth~,·'btl~ CGT ,payment$: 
woUld be offset, .t least 'to SQIne. d~. by'~' U\COPle:taxpay.ments" Fmally,as 
Lloyd ~(1985) .hQ ·.ed,.giventhefbce41~d ·base· in~t1.U'etbe ~eaJid 
;hasrn~tali()ntof 'some fartn$. sener-.uy assists' adjus.tr.nent: in.agrtcuJ.t'iJ¥e and 
allows souiefatmel'$to ~d·their lanctbqe .. 

So lobS as teal ,~pibU8lUJiS on f~~ are· ,~atdteg;b1m~jn ~fartn 
~COlll~1 pa~~Qf CGT on CU) accnt~ basis. shoWQ not 'pose UqUiditypJ'obleDl$. 
Norsbou1d. CGT'()n.reaUzatlon~.obstru.ct stnooth U'at\sferoffiU'D\$,froltt one 
.g~.atiootothe next p~QVidbtg,that adequateprovisiQnislllacie,fQfpayment. 
Untike death duties. wlU(h 1U'e.' based .on. totalvalut:1S, ,a ec;F' .h;. based, 9ndumgein 
.~. 'vi)}lle$~ AndwhUe it bdiftlcult. to phmon a date known well Ut· .dvance for 
tltefotmer payments, planning can. proceed on ·tbebasisQffirJn 'knQwndate(s) for 
tb#'latter. 

FJ'Om ·im'efficiency viewpoint,theexemptiQnQf owner!"OCcupied real estate 
:ftom a CGTcombined with. the non-taxation QfimpuJed r~t .has 'undoubtedly led 
tOf)Vef~inYe$b'lU'nt Utexpen$ivehQusmg and real estate, Thi$ disc:rimina~· 
~ttanners who by Virtue Qf Uteir rural: l()CationgeJleJ.'allyown less expensive 
hQU$ingalt4agaillst thoe;e who ·.-eun~ble ··ot di$indined to investin$Uchassets~ 
One~ure: would be to ~ the CQT $0 that ataxpaya-'sprindpal residence 
WO$ubject ·toCGT "With an exemptiPn of~$aYt$5;OQO. That is, to say, t'dX 'Would be 
,paid ,only,on:realcapital_ exceedinS$S,OOO' ,per ye8l'~ Thec:ase fotremovingthe 
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~·foWs:of ,tlUS .~ .. 11 on howdepl\~~·af"··sbc>uld. ~b:'e ... ted so 

, , ,tblt an mconte tax wtnnofdistOl~'lnVestrD.t;rntQe,~()M.. :11\'1.antlJ$ls.· draws from 

Chishc»m (1916) andcomp~l$the .ppredatb\"'tlSSef,~. , 
The {9Uow1ngtwodefinldonsof~ble inC»ll\~ptovlde alogicaJ..pointof 

cleput1lte: 

1. Fundatnental :~ Qf ··tax· rate mvariance~if,and onlyu, true Ipssof 

~(! value, 'is perJDitted a$ a tax-dedudibleexpense: will tbepteSent 

diKOUnted valW!of .cash~receipt stream be independent of the,ta~ of 

tax.. (Sautuelsolt, 1964, p,6{H)-., 

.2. furthermore, .there·.~toexlstl\C)ad.1tninl$;tratively feasible way to 

spedfy' neu.tral Write-off l'UIes except to deline tal,(ableinCQJl)e as .gtQS$ 

mcomemmJ1Sall: ·cashoutlayainduding investment. This cunounl$to 

permitting businesles to ·~f'ullyat~pital,expendit\1.refor' tax pwposes 
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. ,~_'!,~. ·th2~~rllieof~~F.~ 4~tion.(SJni~ 
., 1963~p.tiOI}./ ,," . ,';"~;:;; ,I», "... , 

,~ /~ 
",,1 

'n.~~\ .~.lQr bothti.l·tNe.~: depredailon .UKI" r 

~te·~ (uwtantawoua ,.ptedatiaN'~~ Or .taxlbl¢,~,tU"e 
~,~'but Q1d., -.t;aat1MptkxtlQnd •• dt .. Itt. $hO~}n ~ 
"latter ...... , .. "olthe A~dixd.. ... t>' "!al":~--.n.~ f.axt'li.at ~Its~" . te, ,. 

"" r-, ,II!, , " "", ~r-~. "~/'~' .~~" ~\UoAl"". '" . , .r:"~"'" '" ,,'.',' .,', 
.. I,' -, . ,I 

·~.;of.aB· .in~c)utllys ia'~~vtly •. tax 01\ p~ ptOfUs.~ '~' p-oJits' 

., be,·~ .. thoIe·~· to al\:~(if·my)thlt.are 'net oleconottt:.ic 

depredatlon'plUJthe expUdt,or'impttdt,. in~ ~toE boldlnsa c:apiW .,~,·On!! 

tfu!"Qtber· .... 4i ,a):l ~ 'We: tllJt l?~'" the wri~ Qf.)trUe ~c' 

depJedatiOlt ~.both ,·tht·"~," m~t ·Qmtdonm_~tsplUi.,p1#e 

proa~n i$:durlyiotended, 'pr~yon~ty' srounds,'(~f&ilta :(OIl\preh~fi1ve 

~,'tU ¥Sbou1.4,indude' in.t;Yete$tb\(.'OIlle eamed;on,~tycaplta1. (a:v •. thiS' 

4edsiot)" it iJc:tf~'notpciulblfl to apedfy.~ '~.taXbase wblch'dqes., 

nQtdi$tortUtdlvidtJali$l~ OJN1UnpUon, Cbol~. 

In ptanual discrete titne'l~JncK.lelttrue ec:onQn\lc: 'depreda.lion ',1$' d~ 

M."the,:ditference 'betw'. tiw'prt$entvalue' of the· ~.recdpt·~ PIlet.at~by. 

ell,ttaf,'iL",* at'~ t~mmg at~ __ ot _: aM~lpmod.Jn,:JU\Y lUUlual~od, 
'~q ~tiQn,.cm .J:t·$hown to ~~: totl\e .mull net'~pf$J'te. 

annualin_t c)ti~value'QftheQplW; gC>Od.Dmotirlg,the .pte$el\t valueof>tbe 

~£Uture·.~ ·s~JQl·o£the Qset.atthe,··~of,·the 'kth year' as Vic, 

a:nru.tJ! net ~pb_ Nk; -.d·l.thel.l'tJiket,n.~.of interest, e<:OnQuUc depred&ti()n 

'1$. thetefore defined • 

tI) Vl¢.'Vk+t..·Vk,·~ lVk(t+ 1) -N~ 

• N't;; .. iVk. 

whete:'Nk~·can be,.interpreted as the implicit ret\talpri~(tJset cost) of capital, 

NUne1:y, thell1ln of e«momie: depredationplustbe market rate of hli'erest on the 

~iU!·ofthe capiWasset~, For •. in~l1nenttltatis whoUy debt-.finan(ed, it follows, 

that m investor wm be indUferent 'between ali UtC:OJi\e ;tax whlthallows tax-
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'J~ ·u-..a- . ··~'I'WO'hafti:~ve 1 ... __ .. , tax ··;L.~dt· ... ', .. ·• ... 6, .... h; ....... ~"' ....t:~ .... _l ... 
. ,~ . ., ~~~ .. """!'>_~ " .. lI4lJ\.Y1U!ljVIc,: 1'14111,.' ~\)iII1f;'Q4&~ 1offii'~~IIIoIU~~ 

;1~.d ................. """whith ls.lulI .· .. "thbv,tt----..I ............ \0;.,.... ... .... . .. ,'Yl..,.;.k-h __ ..:J ., .. 
MT!ir~~i;4&~'·· "', ' :. . '., y ~ ... " W~~·~ Ul~., .« .. qJ'ucu.ilCQa$ 

t.) 

y -,N" ~(Vl,~Vk+l) , 
• tVk·, 

A: ..... ...... t, faX . '. .... '''ofti~i': ' ........ ..1- .. _...J ... t'I....;a~tax~----... "'IJi'.' ,ari..a¥t~., .. paymenJ« '., .' \ ,,,k." ~~.~ \tq~ ..... ' ,.Q~Wf..~.1 1$:; 

,(4); ytt,. ll· .. t)lNk·":(Vk,·V~+t») 
• i<l-t)Vk 

Th •. when.hUe .econoa:d~ :dep~tiOJi,fa .penrdttecl, .ilQl(-d.e<il1¢tible 
expmse,l1.~t. 'Val\ltola~ .. ~pt:'~ 'will be in~t"oftbe·tate of 
tQ.·eadt inVe.s~ "·~.tO. if,. ancl·0i\l1if .. a~ft:~ l\d-of~~ ~t·fate eqUal 
to 1(1 ~t)is .~ ... tQ, evalu.telU .inv~~Under • fully Q')~prel1ensivein~ 
'W¢ wttn'WJite-dE o£'.~xmcd~~ !heQlOUltt ;oI·the:~.tax r.teof 
.tetun\··tiph00e4 ,dfa tlXatiOniS,i1way,pte$ely 'proporti~:tQ et.dt,b\VE!StQtt, ' 
·~.tl.Ie.,.A.dopdonby :~·investot of ,tl\e.it·net-ol-tIX ra~ o~·.murn i(t-I). the i," 

'relevant,rateof~t wUll..,.ve .the JS~e .9£ ppt;ittt~ ded$ionnUe$ 
unaltetea~, 

,In ·~.·presenteol.infJatiOtl, lQ·convert tbe taxbue&oDln~:to real 
.~ it is ~tQ ·alloW'an Idditionaldedlldionineadt J?f!riod for the (apital 
appredltlonh\, .tI\e . .rnoneyv-alueoftllt ~t atfributabJ-'.!w lnfl.ttQn.ll\additloaF 
fOr debt~firuulced inv.tmentstl\QQlinal ,inlete$i' PlfIl'entsshQUld, '~. deflated $0. 

that tdy rea1in~ payments, are t.x~\1dibte, 

1l\e. tiUte·plften\.ot·~mic depredation is. hutdiol\, of thet:iDlepathof the 
flQwofannual cash-r«eipt&. FQr instance;. capl~,a$$et yielding a constantreaJ: 

, annuityof« ilslifetpanand havin8·~scnp v'a1ue'iha, e¢onomic: depredation 
~ •. at.a te1at1vdyloWrate and ri$ing. exponentWIy~ For such ,assets, 
applbtiOno£' .the· ,sttalgbt-Une Qe~.tiOl\ fQrmula would penNi too .taptdwrit~ 
,0« and ~.invafll1lmttoWardlQns~livedassets.l1otmarty ~~ incteasiug 
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(~<:;::W.~tJ· bla;tl\t, lQllysll.of' ~tt,'~(iN*,taneouJ, 
~-~~;,\~~ fordUin'V.tiMntQUtla~ , ''11le. W.,..tI)(i .~ .. ~. ' ....... '" ... ·t vlllM!/.Pi·ofan 
~~'~. 'f' ."... r~--" 

in7'~t, 'butt.ythatprovl. a. ·flow·ofannql"net.~ts~Nkt.ov.'a time $~ 
of"n"'J$.;'~., . 

. (5) 

w~ ,e. ·the:priceof the,capl~gQOdf·1ntI 
'i . • ,the lIWketra. of inmest., 

~,',DOw'tMtan ·'~taxis :lmpO$ed at ,.·uN!ortntale" Tt , and: ~t WtlaU)r , 
tb_ls.~.ta)( allowance ,fot,~.tion.Tb. 'IIter~ttx l\et~tv.uet inth~ 
~ce of~ydepredatiQn,.uowan~I" pct·4·~·.by' ' 

(6) 

Using .tion (S)itshoQl<l 'be l\Qte4foJ: .fu,~.w;e thAt :equation (6)m.ay be 
rewritten in ·the following; 'fonn:; . 

Expandin$m.tlon ,(6) to .inc»rporatea po$itive :-.nn\Ulltax-ded~ctibledeptgdation 
~~~,~ thea.ftf!t~ta.x ·rtetp~t. value, P"iSnow definedby" relation (8) 

It :.: 1Wlpful·.tth!l,~tto 'define, .puam~,k, whtJ:e 1< deftn~the tatio·of the 
.a1Uf:D.ltM,cumUlativedi~'»unted depredation, .uQwance to ,the pdce of'tl\e 
:ClplW SOOd:: 
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1\ 

r;:, () . ....' ) ".' 

No.Wti~'''~{6.)~':m·.Qd·(9);;~(&)'ma1J)e,reWd •• 

(t(), .P":. p(t~ln ~ TC ~'tCK, 

whldt·~~tQ 

(11) :,-.;1'(1 ~1') ~t¢U +?lQ 

lbe.~,(t· IO~ prowd€t ..• m_~oI·tMra.at'Whtcb.,_~tion .(iQ\.~ 

Wtilta\f)lS,tot·tup~. U.no .. ~tioo··wri~~pennl~.,thev"ue,dlC 

equNs~·=o,·aIKI~tioa (lllsitnply ~pM$ .to,~UOnM, At··~·~~ 

~"whelll(hu.;valqe eq~"lo' unlty~:a.. ~~ p~t valueo£: the 

~ .. aUowance'~.t&. the ~~tb\ ipdceof·the Qpita1; .~~ ·one· tneU10d 

of deptedati()ft, ~. whldl the v.x,. ·of'K. ll, "lWto unity" is '~tt 

~!f __ t'i'f .·Wcdep~tJQn •• poUcfwhtch '~mitsthe fW1 pri~·qf·;al'eW 

capibll_tobededitcted ftoIn·. taxabIe:l1itomeatthe tUM Qflt$,~~ 

~te,"expensinat:hQ$~ts ;.tl\e'mQtltextreM, fortn,of.cceler~ 

d~tbl. 

Undet,Q."geMr~ tax:thatpmnitalnunedi~~~g o{·aU ,caplt,lou,tIa)'J,'onIy 

pure.' ptOftts M1l~ ·t>e·taxed!' ·thisitnp>rtantpo1nt ismoreeasUy' explained: .by' noting, 

tMtwitJt;intrnedJI,t;e ~. eqgation(11) ,~\tces tQ: 

Now .fora ~inW$tment,.;pure profits ,and :thenetptelEmtva.!uej PII .~ zeto. 

Al$(Ii' the· 'net 'presentvalueo£' taxpayrnent. .ooatedwiththe inV$tment, will be 

;1.etO,., $nee the 'ltalue Qt'the tax $l'rint~'imade.t the limetheinvestrnent.o\ltlay is 

~ equall .the. present value 01 the sum of annual: taxPlyntents·a5$Odated 

wltl1 thecasb-re<eipt:ftow,Nk.Henc::e,. lnv.nnentl· thatwetE! marginal~foretil)( 

wUl(Ol\tinuet(l be ~af~ thelmpQSitio1\ofa~eraltaxthatpetmits 

immediate ~.How~vtt, fot all investments that eatnpure profltJf,and 

thutuvtaPQlitive net'~t; \'~ueitaxWil1.be pai<i in,proporti()l\,tQ the pure 

p;o.fil$: ~tandtbe 'after-tax.l\etpteaentvalu.e of .~ investmenl$ will equal 

.1'(1. ~,,<! As_rlt. bv(·wbith ;pennib immediate expetafing.of .n' .inve$~nt 
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O1ltllYJW.tbus /~Yn.eutttl ... ·tbM Qiterionthat ·thebefQte-tax ·net ·~t 

v.l_:ofaUia~ ~;reducecl1n. exact p~ to ,the hlxl"ate~ 

eo.tdetan'ownet,ol a ~ ·ac:qulted~ •. ao$eptesnbef, 1985; wl\o dk$_.1 

Ianl.W'J 1981. ~,.~~.~ ·the.pr<»,perty'unlil:1Ua death (MY, 30 June~ 2017> 

.~it~.on to·~ 8t~. ·'the.~·.~.fOUoYer thecapl{~~.pmu
ntU 

nee ,n.tlu!t9u:. ··or sdS,. ·tbeproJ*11. 

Af"~l'S'fOfn,eye,QQ the.~ ~.thIlt·hiJ ·btl.sinesJiJl~at$ 

·and .. \~ts·Ue ebeWhere~How~, it he $eIf~. the fann. ()Jt.11anQ"'f :2022,.,then··the 

indexed C05ttQtP~ofCGT~)~\·.I$ •. ~te<l b1~~ .~. the' 

~ VIl\Je when'the,gr~ther died·Of'i 1 IQ~ll981, '(35 Yeat'l_lier)~If 

·~Q,plll1.aiN hJ.d.teJGUr~Qla,ted fit/. '.),,2 ,per ~tptra1U\?~, and· tM; 

f'annWlS ~$SQO,OOQ; in '1967, .. 1 .. real, vlIue iJl.·2022; woW.d, beSl,OOOAOO. If'tbe 

grat\d$on were··tQ $ell·the·f.-m~d: WIt tM·'~·capita1fola .~t b~ .. 

'adivity, bf:ttersulte4tohisin~";,and bu.sineu.Jents, ... ·,WQUld.beUa'bl~for·it 

CGT ·~~t of$245,OOO,e(luivtllent' •. tQne.ly 25\~cent o;f tMva.lue of the 

propertyl:_\lmh\gthat ,hl.$ ~ .~ was 49'cenlsIOr each dQllarol.'captta1$aitt 

'In,ptaCdce, '~rafeof iaXto 't. appUeQ tQtbe· capital g~ .1$~e4 'by including: 

2O~,per centofthe.c..pital pin in lb. ~yer·.~lein~forthe ,~. of· 

dis~ of'the ~an<l.(al<=Ulatingth~ Jn~ tax. rate applicab1etothat 

amount~ The~'~: rate- is·~ appUid, to ·thetotalf;.pita1.$~ tQ .. 

:calCulate'the,CGT.. tbif··JI\eQutel$.d~iped to am~or'~~"bundUntproDlem 

that~;witlt.progre$$lYe inCOD\e tilX attcl a COT ona~tiQn ~. Fora 

com.ptehetudve~()n of averaging p~1Ue$ ~ leifery(1981)~ 
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