
Page 1 of 3 

QTB Number QB19-000003 Adviser   

Contact Officer  Contact Number (02)  

Division responsible Individuals and Indirect Tax Division 

Office Responsible Treasurer Date of Update  
 

GOVERNMENT ACTION TO ADDRESS THE INTEGRITY OF 
TRUSTS  
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Tax Integrity — extending anti-avoidance rules for circular trust distributions  

• The Government announced, as part of the 2018-19 Budget, that it will extend to family trusts a specific 
anti-avoidance rule that applies to other closely held trusts that engage in circular trust distributions, from 
1 July 2019. 

• Currently, where family trusts act as beneficiaries of each other in a ‘round robin’ arrangement, a 
distribution can be ultimately returned to the original trustee — in a way that avoids any tax being paid 
on that amount. 

• This measure will better enable the ATO to pursue family trusts that engage in these arrangements by 
extending the specific anti-avoidance rule, imposing tax on such distributions at a rate equal to the top 
personal tax rate plus the Medicare levy. 
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Hi  
 
As discussed, can the team please do a quick fact check of the below. 
 
For the  highlighted ones can you please update if leg has been released for consult, or introduced into 
Parliament. 
 
Thanks 
 

 

• Other tax integrity measures the Government has announced and is implementing include:  

– as part of the 2018-19 Budget, from 1 July 2019, extending anti-avoidance rules that apply the top 
marginal tax rate for circular trust distributions that engage in round robin arrangements to avoid any tax 
being paid. 
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From:   
Sent: Thursday, 17 January 2019 2:01 PM 
To: Maloney, Matthew;  
Subject: RE: Trusts example [SEC=PROTECTED, DLM=Sensitive] 
 
Many thanks Matt and  
 

 
 
From: Maloney, Matthew  
Sent: Thursday, 17 January 2019 1:42 PM 
To:  
Cc: Mrakovcic, Maryanne; Purvis-Smith, Marisa; Fraser, Bede; RG TAD SES;  
Subject: FW: Trusts example [SEC=PROTECTED, DLM=Sensitive] 
 
Hi  
 
Please find below an updated version of the Trusts example. IITD have made some technical changes to the wording 
and we have corrected some of the calculated numbers. 
 
We note that that this has been prepared under the assumptions in the second last paragraph, specifically that Ryan 
and Joe continue to receive trust distributions rather than be paid salary or wages. 
 
In practice, were we to consider policies of this kind, any behavioural change would be an important feature for us 
to consider from a costing perspective. We note that this example is prepared on the basis of no behavioural 
change. Assumptions used to build this example are not a reflection of those used in costing a similar alternative 
policy, and as such no linkage should be drawn between these. 
 
Regards 
 
Matthew Maloney 
Division Head (a/g) 
Tax Analysis Division 
The Treasury, Langton Crescent, Parkes ACT 2600 
phone:  +61 2 6263 2556 
email:  matthew.maloney@treasury.gov.au 
 
 
------------------------------------------------------------------ 
 
 
Father and son, Ryan and Joe set up a carpentry business through a discretionary trust. In 2019-20 their business 
makes $110,000 of profit (net income) 
 
Due to the uncertainty around the profits of the business in its first year of operation, Ryan and Joe don’t take a 
wage and instead, the trustee resolves to make distributions from the trust at the end of the year to reward Ryan 
and Joe for their work. Ryan receives $70,000 and Joe, $40,000. 
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Ryan and Joe are taxed on the income they receive from the trust at their individual marginal tax rates and, as the 
trust has not retained any net income, it does not pay tax. Ryan and Joe have no other income or deductions.  
 
Ryan and Joe will both receive tax relief from the Government’s legislated personal income tax plan and the 
unincorporated tax discount. Ryan receives $1,530 tax relief and will pay $14,167 net tax. Joe also receives $654 tax 
relief and will pay $4,293 net tax. 
 
In the example above if, if all trust income was taxed at a minimum 30 per cent rate, withheld by the trust from 
distributions (with top up tax on that income if the beneficiaries marginal rate was above 30 per cent) and Ryan and 
Joe continue to receive trust distributions rather than be paid salary or wages: 
 
- In 2019-20, $21,000 of tax would be paid on Ryan’s distribution from the trust and $12,000 of tax would be paid on 
Joe’s distribution from the trust. In effect, Ryan and Joe would no longer benefit from the tax free threshold and the 
19 per cent rate that would be available to other tax payers including wage earners. 
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