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The Product Disclosure Statement (PDS) accompanying the
Equity Options and Approved Options with Loans on ASX
listed Securities (the Products) includes a summary of the
main Australian income tax consequences which arise for
taxpayers who enter into an Option Transaction or Loan
Transaction. That summary is dated 10 June 2010 (the 2010
Taxation Summary).

The purpose of this document is to supplement the 2010
Taxation Summary. This document has been prepared with
the assistance of King & Wood Mallesons, as tax advisers

to NAB.

For convenience, terms capitalised and not otherwise defined
have the same meaning as in the PDS. Unless otherwise
indicated, legislative references are to the Income Tax
Assessment Act 1936 (Cth) (ITAA 1936) and the Income Tax
Assessment Act 1997 (Cth) (ITAA 1997).
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1.1

Division 247 Commentary

Division 247 of the ITAA 1997 was amended after 2010.
This letter sets out the relevant changes to the
legislation.

Benchmark rate

Interest is generally deductible under section 8-1 of the
ITAA 1997 where itis incurred for the purpose of
deriving assessable income. However, a deduction for
interest may be denied, limited or deferred to the
extent that the interest is attributable to a “capital
protection feature”.

The Loan Transactions are treated as “capital
protected borrowings” for Division 247 purposes.
Division 247 may therefore operate to preclude a
deduction for a portion of interest payable on
borrowed funds under a Loan Transaction.

Under the current section 247-20, the amount
reasonably attributable to the cost of capital
protection for an income year is calculated by
reference to the “adjusted loan rate”. The “adjusted
loan rate” is defined in section 247-20(5) as the sum of
the RBA’s Indicator Lending Rate for Standard Variable
Housing Loans and 100 basis points.

The benchmark rate referred to in the 2010 Taxation
Summary (the RBA’s Indicator Rate for Personal
Unsecured Loans) has been replaced by the
benchmark rate referred to above and is no longer
published by the RBA.

1.2

1.3
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Timing rules

Under the current law, the fixed rate benchmark is the
adjusted loan rate at the first time an amount covered
by step 1 of the method statement in subsection
247-20(3) (i.e. “the total amount incurred by the
borrower under or in respect of the capital protected
borrowing for the income year, ignoring amounts that
are not in substance for capital protection or interest”)
isincurred in any income year during the term. The
variable rate benchmark is the average of the adjusted
loan rates applicable during those parts of the income
year when the capital protected borrowing is at a
variable rate. The current formulation differs from the
position described in the 2010 Taxation Summary.

Method statement and timing categories

The current subsection 247-20(1) contains three timing
categories for capital protected borrowings entered
into in different periods. The category relevant to the
Products is that in subsection 247-20(1)(a), being “a
capital protected borrowing entered into after 7:30 pm
on 13 May 2008 (the 2008 Budget time) or an
extension of the capital protected borrowing”.

Subsection 247-20(3) contains a three-step method
statement for calculating the amount of interest
reasonably attributable to the cost of capital
protection in respect of the loan.

The Income Tax (Transitional Provisions) Act 1997 (Cth)
also contains transitional rules (sections 247-75, 247-80
and 247-85) dealing with pre-2008 Budget borrowings.

These timing categories and transitional rules are
relevant to investors who entered into Loan
Transactions in earlier periods and have rolled
them forward.

Explicit put fee reduction

The Division 247 calculation is adjusted where an
Investor pays an Option Premium for an explicit put
option under or in respect of the capital protected
borrowing. In such circumstances, subsection 247-20(6)
of the ITAA 1997 requires the capital protection amount
to be reduced by that payment.
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