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The Taxation of Financial Arrangements, or TOFA, is one of the most 
significant changes to occur to the Australian Taxation Act over the past 
two decades. Its aim is to reduce existing taxation distortions for Australian 

taxpayers and it broadly affects medium to large organisations across the breadth 
of the financial services industry. 

While at face value the TOFA Act appears to be straightforward, in reality it is a 
complex regime to implement and it will pose many challenges for taxpayers, their 
record keepers, tax accountants and auditors.

For a financial services firm to succeed in the post-TOFA era, from 1 July 2010 
onwards, it must address the mandatory reporting requirements for its investment 
administration systems. Firms will need to enhance their existing systems to manage 
the complex data and calculation services required by their clients and the Australian 
Taxation Office. 

Information technology is the enabler for the processes that will be needed to 
produce these new tax reporting requirements. ‘TOFA-Ready’ project teams are 
currently assessing the system modifications required to allow financial services 
organisations to capitalise on the opportunities new legislation offers, and in so 
doing, avoiding the charges and fines for failure to comply with the Act. 

DST Global Solutions understands the opportunities and challenges posed by 
transformation of Taxation Acts such as TOFA. We are in the midst of addressing 
how financial services firms will engage with their clients and better understand 
how they should operate when TOFA comes into effect. Due to the lead times 
required for preparation, this is not an activity that can be left until the preparation 
of tax reports after 1 July 2010. We are already working with firms to ensure that 
they are ready for the impact that TOFA will have on their products, policies, 
processes, technology and data. 

Now is the time to be preparing for TOFA as time is running out.
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TOFA: The beTTer AlignmenT OF TAxATiOn
The objective of the TOFA Act is to reduce tax distortions, to 
tax financial arrangements based on economic substance and to 
enhance financial risk management (especially for hedging).

It seeks to do this by aligning taxation more closely with the 
commercial recognition of gains and losses, allocating these gains 
and losses throughout the term of an arrangement and, generally, 
recognising gains and losses on revenue account.

The TOFA Act defines financial arrangements as, broadly, 
“cash settle-able” legal or equitable rights or obligations to 
financial benefits – for example debt instruments (e.g. loans, 
bonds, debentures) and risk shifting derivatives (e.g. swaps, 
forward and options).

As with most taxation legislation there are many qualifications, 
exclusions, specific rules and clauses that make TOFA highly 
intricate. It poses further challenges in that it is required to sit 
alongside existing taxation rules. 

TOFA’s TArgeTs
TOFA will broadly affect:

l	 Financial institutions (including ADI’s and securitisation 
vehicles) with a turnover greater than AUD$20M

l	 Superannuation funds and managed funds with assets greater 
than AUD$100M

l	 Other businesses with a turnover of greater than 
AUD$100M

In practice this will mean, that ,within financial services, banks, 
financial institutions, asset based finance providers, managed 
funds (e.g. property, infrastructure, equity and cash trusts, hedge 
funds), superannuation funds and insurers (e.g. life and general) 
will have to be ready for TOFA.

TOFA’s impOrTAnce TO The TAxpAyer
Firstly TOFA is important to taxpayers as it mandatory for 
those who hold, or intend to hold, financial arrangements as 
described above). 

Failure to comply with the tax legislation could result in interest 
charges and fines being levied by the Australian Taxation Office 
(ATO). How this will play out in practice is unclear at this stage. 
However it is very likely that we will see penalties being imposed 
when firms start (or rather don’t start) to report under TOFA.

Where TOFA could make the most impact is around Capital 
Gains Tax (CGT) discounts for profits made on equities. Where 
a taxpayer holds equities at fair value (for accounting standards 
purposes) their entry into TOFA needs to be carefully thought 
through, as an inappropriate entry could result in the loss of the 
CGT provisions for discounting. 

Obviously, with any changes in tax legislation, the way in which 
taxpayers conduct their businesses and the way in which they 
comply with the legislation will impact the amount of tax they pay. 
TOFA continues this ‘truth’ and adds new complexity and nuance 
with its many methods and its coexistence with other tax regimes.

Lastly how TOFA is entered is irrevocable. Choose and then 
live with it. This is a hotly debated topic at present and may 
force revisions to the TOFA Act in the future.

is TOFA A mAjOr cOnsiderATiOn FOr TAxpAyers?
Well actually it is, and more people need to understand its impact 
for it to become a commonly discussed tax minimisation strategy. 
For those who have to provide tax figures to taxpayers, it is a big 
deal and subsequently is a large proportion of their focus. 

The adaptation of a complex regime

On the face of it, the TOFA Act seems relatively simple but in 
reality it will be a complex regime to adapt to for certain 
taxpayers, their record keepers, tax accountants and auditors.

So what are the complexities in addition to the usual qualifications, 
exclusions, specific rules and clauses? With the TOFA Act, in 
effect there will be six methods of bringing gains and losses to 
account, supported by a balancing adjustment to arrive to the 
final result when you cease to hold the arrangement. Four of 
these methods are optional and the remaining two by default.

The methods employed will be determined by a number of 
factors including: the nature of the arrangements, the type of 
vehicle they are held by and the record keeping processes and 
information technology (IT) systems used.

To add to the decisions that need to be made, the TOFA Act 
also allows you to choose whether to apply TOFA methods to 
financial arrangements held on 1 July 2010, or only to those 
acquired from this date forward.

Some taxpayers have the choice of entering TOFA from 1 July, 
2009. This has some advantages in certain circumstances, 
especially where hedging is being practised.

So, all in all, TOFA requires many choices to be made to 
maximise advantages for the taxpayer, whilst managing associated 
operational risks.

The Time is righT FOr TOFA
The clock is ticking. Decisions need to be made about how 
firms, and their clients, will want to enter TOFA and how they 
are able to operate once there.

There are firms who have not started to look at TOFA with any 
urgency yet, seeing it as a 09/10 FYE activity. It is likely that 
these firms have overlooked the potential impact that TOFA 
could have to their business, and the amount of time they will 
need to adequately prepare for its arrival.

For those firms providing services to taxpayers, the client 
relationship and sales teams need to have the information about 
their company’s TOFA capabilities in order to retain and win 
clients in the post-TOFA landscape. Existing clients will be 
demanding answers to ensure they are not disadvantaged by 
their current provider’s TOFA capabilities. New client 
opportunities exist for those able to demonstrate a credible 
TOFA story.

How the industry will adjust to supporting client switches (e.g. 
from one fund manager or custodian to another) when TOFA is 
in force has yet to be determined. There will be significant data 
and reporting hurdles to overcome to ensure the administration 
of assets can be transferred post-TOFA.

Operationally firms need to be clear about what aspects of 
TOFA they are going to support, what is needed to provide the 
support, and what needs to be done to be ready to deliver.
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Key factors such as the information they hold (or can obtain) for 
TOFA eligible assets they already hold (or may hold in the 
future) will need to be considered. Do they have the necessary 
information to perform TOFA calculations? Is the information 
they already have complete and accurate? How will they ensure 
that they collect the right data going forward, each time and 
every time?

The competence and capacity of operational teams to adapt and 
adopt TOFA reporting requirements will need to be assessed. It 
is highly likely that processes and procedures will need to be 
revised, training given and recruitment considered as TOFA will 
(in most cases) increase operational workload (in both the short 
and long term).

TechnOlOgy As An enAbler
The capabilities of IT systems that produce the tax numbers 
need to be reassessed by both industry and taxpayers. TOFA 
introduces specific data and calculation requirements that may 
not be catered for in existing trading, asset management, 
accounting and tax systems. 

Many firms trickle tax numbers through many systems before 
final publication to their clients or the ATO. Are all these 
systems ready to handle data, processes and reporting that comply 
with the TOFA Act?

Changes to IT systems need to be considered early to allow 
development, testing and implementation to be concluded 
before the TOFA start date. Many organisations have enforced 
IT ‘quiet periods’ leading into year end so the deadlines for 
system changes may be well before 1 July 2010.

mAking The TrAnsFOrmATiOn TO TOFA
To ignore the positive effects of addressing the TOFA Act can 
pose significant issues in the near future for financial services 
firms. The early adopters of TOFA will benefit from the gains 
that both preparedness and taxpayer returns provide. 

This is an issue larger than any other operational or Taxation Act 
change we have seen in many people’s working lives. Being 
introduced as the economy moves away from the impact of the 
global financial crisis means taxpayers will listen to its benefits 
and expect more from industry. This is not a time to delay the 
possible transformation to being TOFA–ready. 

If your firm hasn’t started thinking about TOFA then it needs to 
… right now.

speeding The TrAnsFOrmATiOn prOcess
DST Global Solutions’ market-leading asset servicing software, 
HiPortfolio/3, is being enhanced to support TOFA.

For almost two years, DST Global Solutions has been 
collaborating with key Australian custodians and fund managers, 
as well as with firms specialised in strategic taxation services, to 
ensure that its market-leading HiPortfolio solution supports the 
TOFA Act.

With continued investment in strategy and software development, 
DST Global Solutions and its TOFA-Ready Project collaborators 
have introduced a range of significant benefits to HiPortfolio/3’s 
taxation capabilities. Operational processes and IT system resources 
are now better able to support TOFA and provide staff with the 
information needed for internal and external calculations. 

HiPortfolio/3 will help firms support TOFA in a number of 
areas including its tax, reporting and transaction engines. The 
solution is also designed to provide added flexibility and 
operational efficiency when administering TOFA eligible 
entities (e.g. instruments, portfolios, positions and tax lots). 

The TOFA-Ready Project has built on HiPortfolio/3’s existing 
comprehensive taxation capabilities to provide a platform for 
accurate and efficient taxation administration within TOFA. l
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