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The framework for reform
���� $ 1HZ 7D[ 6\VWHP LV EDVHG RQ FRQVLVWHQW WD[ WUHDWPHQW RI HQWLWLHV

XQGHUWDNLQJ EXVLQHVV DFWLYLWLHV DQG D KLJK OHYHO RI LQWHJUDWLRQ ZLWK LQGLYLGXDO

WD[DWLRQ� 7KH DFKLHYHPHQW RI WKH EHQHILWV LQWHQGHG E\ WKH *RYHUQPHQW·V

HQWLW\ UHIRUPV DUH RI FHQWUDO LPSRUWDQFH� IRU ERWK HIILFLHQF\ DQG HTXLW\

UHDVRQV� LQ D IXQGDPHQWDO UHIRUP RI EXVLQHVV WD[DWLRQ�

A strategy for reform

An intermediate category of taxation treatment

���� (VVHQWLDOO\� WKRVH HQWLW\ UHIRUPV GLVWLQJXLVK WZR FDWHJRULHV RI

WD[DWLRQ WUHDWPHQW IRU LQYHVWPHQWV ³ LQGLYLGXDO WD[DWLRQ DQG HQWLW\ WD[DWLRQ�

(ODERUDWLQJ RQ DQG FRQVLVWHQW ZLWK WKH *RYHUQPHQW·V SROLF\ DSSURDFK LV DQ

LQWHUPHGLDWH FDWHJRU\ RI WD[DWLRQ WUHDWPHQW ³ IORZ�WKURXJK WD[DWLRQ RI FROOHFWLYH

LQYHVWPHQW YHKLFOHV �&,9V�� 7KLV UDLVHV WKH TXHVWLRQ RI KRZ GLVWULEXWLRQV IURP

&,9V ³ UHSUHVHQWLQJ DUUDQJHPHQWV ZKHUH LQGLYLGXDOV MRLQ WRJHWKHU LQ ZLGHO\

KHOG LQYHVWPHQW YHKLFOHV WR XQGHUWDNH LQYHVWPHQWV GHOLYHULQJ D IXOO

IORZ�WKURXJK RI LQFRPH LQ HDFK \HDU WR SDUWLFLSDQWV ³ VKRXOG EH WUHDWHG�

���� 0RVW &,9V DUH HVWDEOLVKHG DV XQLW WUXVWV LQ $XVWUDOLD� 7KH\ DUH

W\SLFDOO\ ZLGHO\ KHOG� GLVWULEXWH SURILWV IXOO\� DQG RIIHU PDQDJHG SRUWIROLR

LQYHVWPHQWV DFURVV ORFDO DQG RYHUVHDV HTXLWLHV� SURSHUW\ DQG ERQGV� 7KH\ DUH D

ZLGHO\ XVHG IRUP RI LQYHVWPHQW E\ UHWLUHG $XVWUDOLDQV DQG E\ QRQ�UHVLGHQW

SRUWIROLR LQYHVWRUV� DV ZHOO DV RWKHUV� 6RPH &,9V LQ $XVWUDOLD DUH LQ WKH IRUP

RI FRPSDQLHV� 7KHVH DUH XVXDOO\ IRFXVHG RQ HTXLW\ LQYHVWPHQWV�

���� 7UHDWLQJ &,9V RQ D IORZ�WKURXJK EDVLV IRU WD[DWLRQ ZRXOG SURYLGH

LQGLYLGXDO WD[SD\HUV ZLWK WKH VDPH FDSLWDO DJJUHJDWLRQ DQG ULVN SRROLQJ EHQHILWV

DV WKH DOWHUQDWLYH HQWLW\ WUHDWPHQW GLVFXVVHG LQ &KDSWHU ��� EXW ZRXOG RIIHU

GLIIHUHQW FRPSOLDQFH EHQHILWV UHODWLYH WR WKDW WUHDWPHQW�

���� :KHUH WD[HG RQ D IORZ�WKURXJK EDVLV� &,9V ZLWK DSSURSULDWH GHVLJQ

IHDWXUHV ZRXOG DOVR SURYLGH D VXLWDEOH LQYHVWPHQW YHKLFOH IRU QRQ�UHVLGHQW

SRUWIROLR LQYHVWRUV� 7KHLU DYDLODELOLW\ ZRXOG VXEVWLWXWH IRU WKH LQWURGXFWLRQ RI D

VSHFLDO LQYHVWPHQW YHKLFOH RWKHUZLVH UHTXLUHG IRU VXFK LQYHVWRUV XQGHU WD[DWLRQ

DUUDQJHPHQWV EDVHG VROHO\ RQ LQGLYLGXDO RU HQWLW\ WUHDWPHQWV�

���� ,Q VXPPDU\� DV LOOXVWUDWHG LQ )LJXUH ����� VXFK D IORZ�WKURXJK

DSSURDFK WR &,9 WD[DWLRQ ZRXOG UHVXOW LQ PRVW LQYHVWPHQWV IDOOLQJ LQWR WKH

IROORZLQJ FDWHJRULHV RI WD[DWLRQ WUHDWPHQW� LQGLYLGXDO WD[DWLRQ� HLWKHU GLUHFWO\ RU

WKURXJK IORZ�WKURXJK WD[DWLRQ� RU HQWLW\ WD[DWLRQ�
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Figure 16.1:  An intermediate category of taxation treatment
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���� $V QRWHG LQ WKH 5HYLHZ·V 'HFHPEHU ���� LQIRUPDWLRQ SDSHU�

$Q ,QWHUQDWLRQDO 3HUVSHFWLYH� PDQ\ FRXQWULHV KDYH GHYHORSHG VSHFLDO WD[ UXOHV IRU

&,9V� ZLWK WKHLU OHJDO IRUP YDU\LQJ ZLWKLQ DQG EHWZHHQ FRXQWULHV� 7KH

5HJXODWHG ,QYHVWPHQW &RPSDQ\ PHDVXUHV DSSO\LQJ WR 86 PXWXDO IXQGV DUH DQ

H[DPSOH RI VXFK UXOHV� 7KH 86 UXOHV DUH GHVLJQHG WR DOLJQ PRUH FORVHO\ WKH WD[

WUHDWPHQW RI LQYHVWRUV LQ WKHVH W\SHV RI IXQGV DQG LQYHVWRUV PDNLQJ HTXLYDOHQW

GLUHFW �WKDW LV� QRQ�LQWHUPHGLDWHG� LQYHVWPHQWV�

Key policy issues

Advantages and disadvantages of taxing collective
investment vehicles on a flow-through basis

Retention of character facilitates non-resident investment

���� 7D[LQJ &,9V RQ D IORZ�WKURXJK EDVLV ZRXOG UHVXOW LQ GLVWULEXWLRQV

RI WD[DEOH LQFRPH UHWDLQLQJ WKHLU FKDUDFWHU ³ IRU H[DPSOH� DV FDSLWDO JDLQV RU

LQWHUHVW LQFRPH ³ LQVWHDG RI DOO VXFK GLVWULEXWLRQV EHLQJ UHFHLYHG DV WKH

HTXLYDOHQW RI GLYLGHQGV� DV ZRXOG EH WKH FDVH XQGHU HQWLW\ WUHDWPHQW �VRPH
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GLVWULEXWLRQV RI &,9V FRXOG EH GLYLGHQGV IORZLQJ WKURXJK WKH &,9�� 7KLV LV

SDUWLFXODUO\ UHOHYDQW IRU QRQ�UHVLGHQW LQYHVWRUV ZKHUH GLIIHUHQW ZLWKKROGLQJ WD[

UDWHV FXUUHQWO\ DSSO\ WR GLIIHUHQW IRUPV RI LQFRPH� $OORZLQJ LQFRPH WR UHWDLQ

LWV FKDUDFWHU RQ GLVWULEXWLRQ ZRXOG DFKLHYH� LQ WKH DEVHQFH RI WD[DWLRQ RI

GLVWULEXWLRQV RI WD[�SUHIHUUHG LQFRPH� WD[DWLRQ WUHDWPHQW FORVHU WR WKH WD[DWLRQ

RI GLUHFW LQYHVWRUV� 7KH LVVXH RI ZKHWKHU GLVWULEXWLRQV RI WD[�SUHIHUUHG LQFRPH

VKRXOG UHWDLQ WKHLU FKDUDFWHU LV GLVFXVVHG EHORZ�

Flow-through taxation avoids cash flow detriments

���� 8QGHU WKH DOWHUQDWLYH HQWLW\ WD[ WUHDWPHQW ³ GLVFXVVHG LQ

&KDSWHU �� ³VRPH &,9V ZLWK XQFRPSOLFDWHG LQFRPH IORZV� VXFK DV FDVK

PDQDJHPHQW WUXVWV� ZRXOG IDFH H[WUD DGPLQLVWUDWLYH FRVWV LQ RUGHU WR DYRLG

FDVK IORZ GHWULPHQWV�

����� 7KHVH FRVWV ZRXOG DULVH IURP WD[ DSSO\LQJ DW WKH HQWLW\ OHYHO DQG DQ\

FRQVHTXHQW PHFKDQLVPV IRU HDUO\ UHIXQGV RI LPSXWDWLRQ FUHGLWV� 7D[LQJ FDVK

PDQDJHPHQW WUXVWV DV HQWLWLHV FRXOG GLVDGYDQWDJH VRPH ORZ PDUJLQDO WD[ UDWH

LQYHVWRUV LQ WKHVH IXQGV FRPSDUHG ZLWK LQYHVWRUV LQ EDQN DFFRXQW SURGXFWV�

6XFK LQYHVWRUV ZLWK PXFK RI WKHLU VDYLQJ LQ WKLV IRUP RI LQYHVWPHQW DUH UHO\LQJ

RQ WKH IXOO GLVWULEXWLRQ RI SURILWV IURP WKH &,9 DQG FRXOG KDYH WKHLU FDVK IORZ

UHGXFHG GXULQJ WKH \HDU E\ WKH HIIHFW RI WD[ DW WKH HQWLW\ OHYHO� 7KH RYHUDOO WD[

SDLG IRU WKH \HDU ZRXOG EH XQDIIHFWHG ³ WKH SURSRVHG UHIXQGV RI H[FHVV

LPSXWDWLRQ FUHGLWV ZRXOG HQVXUH WKDW� %XW LI WKH UHIXQG ZHUH RQO\ DYDLODEOH RQ

DVVHVVPHQW WKHUH ZRXOG EH D GHOD\ EHIRUH UHIXQGV ZHUH UHFHLYHG� DV ZHOO DV

DGGLWLRQDO FRPSOLDQFH UHTXLUHPHQWV�

����� 2QH ZD\ RI KDQGOLQJ WKLV LVVXH ZRXOG EH WKURXJK HDUO\ UHIXQG

PHFKDQLVPV� 7KHVH DUH GLVFXVVHG LQ &KDSWHU ��� 6XFK PHFKDQLVPV ZRXOG

QHFHVVLWDWH LGHQWLILFDWLRQ RI SHRSOH HOLJLEOH IRU HDUO\ UHIXQGV DQG DGG WR WKH

QXPEHU RI WLPHV LQYHVWRUV ZRXOG KDYH WR LQWHUDFW ZLWK &,9V RU WKH $XVWUDOLDQ

7D[DWLRQ 2IILFH GXULQJ WKH \HDU� )ORZ�WKURXJK WD[ WUHDWPHQW RI &,9V GLUHFWO\

VLGHVWHSV WKHVH FDVK IORZ DQG FRPSOLDQFH SUREOHPV�

Existing compliance costs would be maintained

����� $ GLVDGYDQWDJH ZLWK UHWDLQLQJ WKH FKDUDFWHU RI LQFRPH LV WKDW LW

ZRXOG PDLQWDLQ WKH FXUUHQW FRPSOLDQFH FRPSOH[LW\ IRU IXQG PDQDJHUV �ZKR

KDYH WR UHSRUW WKH VHSDUDWH FDWHJRULHV RI LQFRPH WR XQLW KROGHUV� DQG IRU XQLW

KROGHUV ZKHQ FRPSOHWLQJ WKHLU WD[ UHWXUQ�

How would collective investment vehicles be defined?

����� &,9V ZRXOG EH GHILQHG DV ZLGHO\ KHOG YHKLFOHV XQGHUWDNLQJ

LQYHVWPHQWV GHOLYHULQJ D IXOO IORZ�WKURXJK RI DQQXDO SURILWV WR SDUWLFLSDQWV�

6XFK LQYHVWPHQWV DUH OHVV RI DQ DFWLYH EXVLQHVV QDWXUH DQG PXFK PRUH RI D
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SDVVLYH SRUWIROLR� RU LQWHUPHGLDWHG� QDWXUH QRW LQYROYLQJ FRQWURO RI EXVLQHVV

RSHUDWLRQV�

����� 8QOHVV WD[�SUHIHUUHG GLVWULEXWLRQV ZHUH WD[HG� &,9V ZRXOG QHHG WR

PHHW HOLJLELOLW\ FULWHULD WR HQVXUH WKH\ DUH QRW DEOH WR GHOLYHU FRPSHWLWLYH

DGYDQWDJHV RYHU RWKHU HQWLWLHV HQJDJHG LQ ¶DFWLYH· EXVLQHVV� :LGHO\ KHOG IL[HG

WUXVWV� LQFOXGLQJ FDVK PDQDJHPHQW WUXVWV� WKDW DUH UHTXLUHG WR GLVWULEXWH DOO WKHLU

JDLQV DQQXDOO\ ZRXOG TXDOLI\� VXEMHFW WR DQ\ UHVWULFWLRQV DSSO\LQJ WR LQYHVWPHQW

DFWLYLWLHV� 'LVFUHWLRQDU\ DQG WUDGLQJ WUXVWV� RU FORVHO\ KHOG HQWLWLHV� ZRXOG QRW

TXDOLI\ DQG ZRXOG EH WD[HG DV HQWLWLHV DV $ 1HZ 7D[ 6\VWHP SURSRVHV�

����� &,9V ZRXOG EH UHTXLUHG WR PDNH IXOO GLVWULEXWLRQV RI DOO LQFRPH�

2QH ZD\ RI WUHDWLQJ DQ\ GLVWULEXWDEOH SURILWV ZKLFK DUH QRW SDLG RXW DQQXDOO\ WR

LQYHVWRUV ³ WKXV GHIDXOWLQJ RQ HOLJLELOLW\ FULWHULD ³ ZRXOG EH WR DSSO\ WD[ DW

WKH FRPSDQ\ UDWH WR WKRVH UHWHQWLRQV� 7KH EHQHILW RI LPSXWDWLRQ ZRXOG QRW

DSSO\ ZKHQ WKH SURILWV DUH VXEVHTXHQWO\ GLVWULEXWHG� 7KLV ZRXOG UHVXOW LQ D

FODVVLFDO WD[DWLRQ RXWFRPH� WKHUHE\ SUHYHQWLQJ WD[ GHIHUUDO EHQHILWV IRU WKRVH

LQYHVWRUV RQ KLJKHU PDUJLQDO UDWHV ³ DQG VR UHPRYLQJ DQ\ WD[�GULYHQ LQFHQWLYH

WR GHIDXOW RQ IXOO GLVWULEXWLRQ�

How would ‘widely held’ be defined?

����� ,W ZRXOG EH QHFHVVDU\ WR GHILQH VXFK ZLGHO\ KHOG HQWLWLHV� 8QGHU

FXUUHQW WD[ ODZ� D SXEOLF XQLW WUXVW LV D XQLW WUXVW ZKHUH DQ\ RI WKH XQLWV DUH

OLVWHG IRU TXRWDWLRQ RQ D VWRFN H[FKDQJH� WKH XQLWV DUH KHOG E\ �� RU PRUH

SHUVRQV� RU DQ\ RI WKH XQLWV DUH RIIHUHG WR WKH SXEOLF� $ XQLW WUXVW ZKHUH �� RU

IHZHU SHUVRQV KROG �� SHU FHQW RU PRUH RI WKH EHQHILFLDO LQWHUHVWV LQ WKH

LQFRPH RU SURSHUW\ RI WKH WUXVW LV VSHFLILFDOO\ H[FOXGHG IURP EHLQJ D SXEOLF XQLW

WUXVW� �)RU WKH SXUSRVHV RI VSHFLDO WD[ WUHDWPHQW LW ZRXOG DOVR EH QHFHVVDU\ IRU

WKH WUXVW WR EH D UHVLGHQW XQLW WUXVW�� 7KLV GHILQLWLRQ� VXLWDEO\ PRGLILHG LI

DSSO\LQJ WR HQWLWLHV RWKHU WKDQ XQLW WUXVWV� PD\ EH DQ DSSURSULDWH ZD\ RI

GHILQLQJ ZLGHO\ KHOG YHKLFOHV�

����� 7KH GHILQLWLRQ RI ¶ZLGHO\ KHOG· ZRXOG QHHG WR EH FRJQLVDQW RI WKH

LQWHUHVW ZLWKKROGLQJ WD[ DUUDQJHPHQWV ³ WKDW� IRU H[DPSOH� SURYLGH UHODWHG

H[HPSWLRQV IRU ZLGHO\ GLVWULEXWHG ERQGV� 7KDW ZRXOG UHPRYH WKH QHHG IRU D

VSHFLDO YHKLFOH WR KDQGOH WKH HIIHFWV RQ QRQ�UHVLGHQW LQYHVWRUV RI WD[LQJ WUXVWV

OLNH FRPSDQLHV� GLVFXVVHG LQ &KDSWHU ���

How would tax preferences be treated?

����� 3UHVHUYDWLRQ RI WKH FKDUDFWHU RI SURILW GLVWULEXWLRQV IURP &,9V

XQGHU IORZ�WKURXJK WD[ WUHDWPHQW SRVHV WKH IXUWKHU TXHVWLRQ DV WR ZKHWKHU

WD[�SUHIHUUHG LQFRPH GLVWULEXWHG IURP &,9V VKRXOG EH WD[HG LQ PHPEHUV·

KDQGV� &DVK PDQDJHPHQW WUXVWV� IRU H[DPSOH� GHULYH OLWWOH WD[�SUHIHUUHG SURILWV
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VR WKDW YLUWXDOO\ DOO RI WKHLU SURILWV ZRXOG EH WD[DEOH� 2Q WKH RWKHU KDQG�

SURSHUW\ WUXVWV GLVWULEXWH WD[�SUHIHUUHG LQFRPH ³ IRU H[DPSOH� SURILWV IUHHG

IURP WD[ E\ GHSUHFLDWLRQ DOORZDQFHV� 7KH IROORZLQJ GLVFXVVLRQ DGGUHVVHV D

QXPEHU RI LVVXHV DV D EDVLV IRU FRQVXOWDWLRQ RQ WKH DSSURSULDWH WUHDWPHQW RI

WD[ SUHIHUHQFHV�

Option 1:  Not taxing tax-preferred income

����� $ IORZ�WKURXJK WUHDWPHQW IRU WD[ SUHIHUHQFHV GLVWULEXWHG E\ &,9V�

XQGHU ZKLFK WD[�SUHIHUUHG GLVWULEXWLRQV ZRXOG QRW EH DVVHVVDEOH LQ LQYHVWRUV·

KDQGV� LV RQH SRVVLEOH DSSURDFK�

����� 2Q WKDW EDVLV� GLVWULEXWHG WD[ SUHIHUUHG LQFRPH ZRXOG EH

QRQ�DVVHVVDEOH LQFRPH IRU LQYHVWRUV� 7KLV ZRXOG HIIHFWLYHO\ SUHVHUYH WKH HIIHFW

RI DQ\ WD[ SUHIHUHQFHV ³ DV LV WKH FDVH IRU GLUHFW LQYHVWPHQWV E\ LQGLYLGXDOV ³

EXW ZRXOG KDYH UHYHQXH FRVWV DV ZHOO DV VLJQLILFDQW LPSOLFDWLRQV IRU FRPSHWLWLYH

QHXWUDOLW\ EHWZHHQ RSHUDWLQJ HQWLWLHV DQG &,9V�

Revenue cost

����� $OORZLQJ IORZ�WKURXJK ZRXOG UHVXOW LQ JHQHUDOO\ PRUH IDYRXUDEOH

WD[DWLRQ WKDQ SUHVHQWO\ DSSOLHV� $V H[SODLQHG LQ WKH 2YHUYLHZ� WD[�SUHIHUUHG

LQFRPH RI XQLW WUXVWV LV FXUUHQWO\ XVXDOO\ WD[HG YLD D UHGXFWLRQ LQ WKH FRVW EDVH

RI WKH XQLWV ZKHQ WD[�SUHIHUUHG SURILWV DUH GLVWULEXWHG� 7KXV� WD[ DSSOLHV ZKHQ

WKH XQLWV DUH VROG RU ZKHQ WKH FRVW EDVH RI WKH XQLWV LV UHGXFHG WR ]HUR �WKDW LV�

ZKHQ DFFXPXODWHG WD[ SUHIHUHQFHV H[FHHG WKH XQLWV· RULJLQDO FRVW�� &HUWDLQ

IRUPV RI WD[�SUHIHUUHG LQFRPH DUH QRW VXEMHFW WR WKH FRVW EDVH DGMXVWPHQW ³

PRVW QRWDEO\ SURILWV RI SURSHUW\ WUXVWV IUHHG IURP WD[ E\ EXLOGLQJ GHSUHFLDWLRQ

DOORZDQFHV�

����� 7KH PRUH IDYRXUDEOH WUHDWPHQW RI DOORZLQJ WD[ SUHIHUHQFHV WR

IORZ�WKURXJK &,9V XQWD[HG ZRXOG DOVR LQYROYH D FRVW WR UHYHQXH� 7KLV FRXOG

EXLOG XS WR DURXQG $��� PLOOLRQ SHU \HDU ��� SHU FHQW FRPSDQ\ WD[ UDWH�� 7KDW

UHYHQXH FRVW FRXOG DOVR DIIHFW FRQVLGHUDWLRQ E\ WKH 5HYLHZ RI WKH VFRSH IRU

UHGXFWLRQV LQ WKH FRPSDQ\ WD[ UDWH�

Competitive neutrality would require investment criteria

����� 7DNLQJ WKLV DSSURDFK ZRXOG UDLVH WKH IROORZLQJ FRPSHWLWLYH

QHXWUDOLW\ FRQVLGHUDWLRQV�

� 7R JXDUG DJDLQVW &,9V FRPSHWLQJ DJDLQVW ¶DFWLYH· EXVLQHVVHV� IRU

H[DPSOH� LW ZRXOG EH QHFHVVDU\ WR FRQVLGHU KRZ WR GHILQH WKH

DFWLYLWLHV WKDW &,9V FRXOG XQGHUWDNH�

� )XUWKHUPRUH� LW ZRXOG DOVR EH QHFHVVDU\ WR FRQVLGHU WKH

FRPSHWLWLYH SRVLWLRQ RI OLIH LQVXUDQFH RIILFHV� 6XEMHFW WR HQWLW\
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WD[DWLRQ� DV SURSRVHG� OLIH RIILFHV ZRXOG EH XQDEOH WR SDVV RQ WD[

SUHIHUHQFHV� +HQFH VXSHUDQQXDWLRQ IXQGV QRZ LQYHVWLQJ WKURXJK

OLIH RIILFHV PD\ SUHIHU WR LQYHVW WKURXJK D &,9 DEOH WR DWWUDFW

IORZ�WKURXJK RI ERWK WD[DEOH DQG WD[�SUHIHUUHG SURILWV�

����� ,I WD[ SUHIHUHQFHV ZHUH SUHVHUYHG WKURXJK &,9V� LW ZRXOG EH

QHFHVVDU\ WR FRQVLGHU ZKHWKHU WKH\ FDQ DFTXLUH FRQWUROOLQJ RU QRQ�SRUWIROLR

LQWHUHVWV LQ SDUW RI WKH DVVHW EDVH RI DQ ¶DFWLYH· EXVLQHVV ³ VXFK DV RIILFH

EXLOGLQJV DQG VKRSSLQJ FHQWUHV� <HW WKH GLVWLQFWLRQ EHWZHHQ VXFK DQ HQWLW\ DQG

¶DFWLYH· EXVLQHVVHV LV RIWHQ GLIILFXOW WR PDNH� $OORZLQJ LQYHVWPHQW YHKLFOHV

ZLWK VXFK FRQWUROOLQJ LQWHUHVWV WR EH H[FOXGHG IURP WKH HQWLW\ UHJLPH FRXOG

DOORZ WKHP WR REWDLQ D FRPSHWLWLYH DGYDQWDJH RYHU HQWLWLHV VWLOO ZLWKLQ WKDW

UHJLPH�

����� 5XOHV JRYHUQLQJ WKH WD[DWLRQ RI 86 PXWXDO IXQGV �IRUPDOO\

5HJXODWHG ,QYHVWPHQW &RPSDQLHV� SURYLGH WHVWV WR HQVXUH WKDW VXFK D IXQG LV

GLYHUVLILHG DQG WKDW LQGLYLGXDO LQYHVWPHQWV PDGH E\ LW DUH JHQXLQHO\ SDVVLYH

QRQ�FRQWUROOLQJ LQWHUHVWV� :KHQ VXFK WHVWV DUH PHW� WKH DFWLYLW\ RI WKH HQWLW\

VKRXOG FORVHO\ SDUDOOHO SRUWIROLR LQYHVWPHQWV PDGH GLUHFWO\ E\ LQYHVWRUV� 7KLV

VXJJHVWV D UHTXLUHPHQW� LI WD[ SUHIHUHQFHV DUH SUHVHUYHG� WKDW WKH &,9

XQGHUWDNH SRUWIROLR LQYHVWPHQWV LQ WKH VKDUHV RI RWKHU HQWLWLHV DQG�RU LQYHVW LQ

IL[HG LQWHUHVW VHFXULWLHV DQG RWKHU ILQDQFLDO LQVWUXPHQWV� VXFK DV GHULYDWLYHV�

Treatment of retentions of tax-preferred income

����� :LWK WKH IORZ�WKURXJK RI WD[ SUHIHUHQFHV� LQYHVWRUV ZRXOG EH WD[HG

RQO\ RQ WKHLU VKDUH RI WKH WD[DEOH LQFRPH RI WKH &,9� +HQFH WD[�SUHIHUUHG

LQFRPH ZRXOG EH QRQ�DVVHVVDEOH LQ WKH KDQGV RI WKH LQYHVWRU�

����� 7KH FXUUHQW FRPSOH[ FRVW EDVH DGMXVWPHQWV ZLWK IL[HG WUXVWV ZRXOG

QRW EH UHOHYDQW ZLWK WD[�SUHIHUUHG LQFRPH IORZLQJ WKURXJK XQWD[HG� ,W ZRXOG�

KRZHYHU� EH QHFHVVDU\ WR FRQVLGHU ZKHWKHU WKH SRWHQWLDO WD[DWLRQ RI FDSLWDO

JDLQV EHIRUH D GLVWULEXWLRQ RI QRQ�WD[DEOH SURILWV LV PDGH ZRXOG GLVUXSW WKH

PDUNHW IRU LQWHUHVWV LQ &,9V� ,QFUHDVHV LQ WKH FRVW EDVH RI LQWHUHVWV LQ WKH &,9

DV WKH LQFRPH EXLOGV XS LQ WKH &,9 GXULQJ WKH \HDU ZRXOG GHDO ZLWK WKLV ³ EXW

VLJQLILFDQW FRPSOH[LWLHV ZRXOG EH LQYROYHG�

Option 2:  Taxing tax-preferred income

����� $V QRWHG� GHVSLWH DUJXPHQWV IRU IORZ�WKURXJK RI WD[ SUHIHUHQFHV�

WKHUH DUH FRPSHWLWLYH QHXWUDOLW\� HTXLW\ DQG UHYHQXH UHDVRQV WKDW ZRXOG VXSSRUW

QR VXFK IORZ�WKURXJK�

����� $GRSWLQJ D ¶QR IORZ�WKURXJK· DSSURDFK WR WD[ SUHIHUHQFHV ZRXOG

DFNQRZOHGJH WKH RWKHUZLVH XQDYRLGDEOH SUDFWLFDO GLIILFXOWLHV RI GUDZLQJ

ERXQGDU\ OLQHV EHWZHHQ SDVVLYH LQYHVWPHQWV FRQGXFWHG WKURXJK FROOHFWLYH YHKLFOHV

DQG DFWLYH LQYHVWPHQWV FRQGXFWHG WKURXJK RSHUDWLQJ HQWLWLHV�
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����� 8QGHU WKLV RSWLRQ� WD[�SUHIHUUHG LQFRPH GLVWULEXWHG E\ D &,9 ZRXOG

EH WD[HG LQ D ZD\ HTXLYDOHQW WR GLVWULEXWLRQV E\ HQWLWLHV� +RZHYHU�

GLVWULEXWLRQV RI WD[DEOH LQFRPH ZRXOG UHWDLQ WKHLU FKDUDFWHU� ZKLFK ZRXOG

UHVXOW LQ GLVWULEXWHG FDSLWDO JDLQV DQG IRUHLJQ VRXUFH LQFRPH EHLQJ WD[HG LQ D

GLIIHUHQW PDQQHU WR VLPLODU GLVWULEXWLRQV E\ RWKHU HQWLWLHV� 7KLV WUHDWPHQW

ZRXOG SXW &,9V� DQG EXVLQHVV VWUXFWXUHV LQFRUSRUDWLQJ D &,9� RQ D VLPLODU

FRPSHWLWLYH IRRWLQJ WR RWKHU HQWLWLHV�

����� 8QGHU WKLV WUHDWPHQW� LQYHVWPHQW YHKLFOHV WKDW PHW ZLGHO\ KHOG DQG

IXOO GLVWULEXWLRQ FULWHULD WKHQ ZRXOG TXDOLI\ DV &,9V� 7KH WD[DWLRQ RI

WD[�SUHIHUUHG LQFRPH ZRXOG REYLDWH WKH QHHG� RQ FRPSHWLWLYH QHXWUDOLW\

JURXQGV� IRU &,9V DOVR WR KDYH WR PHHW LQYHVWPHQW FULWHULD� 5HODWLYH WR RWKHU

HQWLWLHV� &,9V ZRXOG UHFHLYH QR FRPSHWLWLYH DGYDQWDJHV IURP GLVWULEXWLQJ

WD[�SUHIHUUHG LQFRPH EXW FHUWDLQ IRUPV RI WD[DEOH LQFRPH ZRXOG UHWDLQ WKHLU

FKDUDFWHU�




