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Tax Planning

Maximising Deductions

Simply put, tax planning is the arrangement of
a taxpayer’s affairs so as to comply with tax
laws at the lowest possible cost which
involves objectively assessing and actively
managing tax risk.

Common tax planning techniques are
deferring the derivation of assessable income
and bringing forward allowable deductions.

Deferring Income

e Income received in advance of services
to be provided will generally not be
assessable until the services are
provided.

e Taxpayers who provide professional
services may consider, in consultation
with their clients, rendering accounts after
30 June to defer the income.

e Consider whether the requirements to be
classified as a small business entity
(SBE) are satisfied. A SBE can access
various tax concessions such as the
simpler depreciation rules and the
simpler trading stock rules.

¢ |[ndividuals operating personal services
businesses should ensure that they
satisfy the relevant test to be excluded
from the Personal Services Income
regime. Alternatively, a determination to
be excluded can be sought from the
Commissioner.
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Business Taxpayers

Debtors should be reviewed prior to 30
June to identify and to write off any bad
debts.

Capital assets costing $100 (GST
inclusive) or less are eligible for an
immediate deduction.

Review the asset register to identify any
low-cost and/or low-value assets that
may be pooled to access an accelerated
rate of depreciation.

Business-related capital expenditure may
be deductible, including establishment of
business premises, research into likely
markets or profitability of a business and
due diligence reports.

Write off any depreciating assets which
are no longer being held for use because
a deduction may be available.

Employees’ superannuation contributions
should be paid before 30 June to obtain a
deduction and to avoid the
Superannuation Guarantee Charge.

Review trading stock for obsolete stock
for which a deduction is available.

A one-off bonus deduction for eligible
tangible depreciating assets purchased
between 13 December 2008 and 31
December 2009 may be available. (This
measure has not received enactment).
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Non-Business Taxpayers

Investors should consider prepaying
interest on margin loans to obtain a
deduction.

QOutgoings  incurred  for  managed
investment schemes may be deductible
following a Full Federal Court decision.

Assets costing $300 or less may qualify
for an immediate deduction subject to
certain conditions.

A deduction for personal superannuation
contributions is available where the 10%
rule is satisfied.
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arising from the disposal of an asset
which has been used by an entity in the
course of carrying on its business.

Companies

Capital Gains Tax

Consider deferring the disposal of an
asset to the 2009/10 income year to take
advantage of the changes to the
individual tax rates.

Consider deferring the disposal of
shortly-held assets to access the CGT
discount, where available.

Consider crystallising any unrealised
capital losses in the income vyear if a
significant capital gain is anticipated.
Individual taxpayers can consider
contributing some or all of the gain to her
or his superannuation fund because a
deduction may be available for personal
superannuation contributions.

Consider whether a rollover relief is
available to defer any capital gains.

Consider the availability of the small
business CGT concessions which can
disregard, reduce or defer a capital gain
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The franking percentage for distributions
to shareholders should be the same for
each franking period to avoid a franking
deficit tax.

A private company has four months after
the end of the income year to provide its
shareholders with a distribution statement
for dividends paid.

Loans, payments and debt forgiveness
by private companies to their
shareholders and associates may give
rise to unfranked dividends assessable to
the shareholders and associates. As
such, loan or payments should be repaid
by the earlier of the due date for
lodgement of the company’s return for
the year or the actual lodgement date.
Alternatively, appropriate loan
agreements should be in place.

Trusts

A minor (ie aged under 18) can receive
up to $2,667 in non-taxable distribution
for the 2008/09 income year.

Avoid retaining income in the trust
because the income may be taxed at
46.5%.

If a company is owned by a discretionary
trust, consider whether a family trust
election (FTE) is needed to ensure any
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losses or bad debts incurred by the
company will be deductible.

If shares are owned by a discretionary
trust, consider the necessity for the
trustee to make a FTE to ensure any
franking credits attached to the dividends
will not be ‘wasted’.

If a FTE has been previously made, avoid
distributing outside the family group to
avoid the family trust distributions tax.

If a trust has an wunpaid present
entitlement to a corporate beneficiary, the
unpaid entitlement should be paid by the
earlier of the due date for lodgement of
the trust’s return for the year or the actual
lodgement date.

Superannuation Strategies

A re-contribution strategy may produce
tax benefits for taxpayers under age 60.

Low-income earners (including self-
employed persons) should consider
making a personal superannuation
contribution to qualify for the government
superannuation co-contribution payment.

Consider splitting contributions between
spouses to effectively transfer
concessional contributions to the older
spouse who will reach age 60 first.

A tax offset may be available to
taxpayers who made eligible
contributions to a superannuation fund on
behalf of their low-income or non-working
spouse.

BUSINESS AND FINANCE BRIEFINGS BY v McGarryPartners

chartered accountants and business advisers

May - June 2009

e Taxpayers who have reached their
preservation age should consider the
benefits of a transitional to retirement
pension.

e The government has introduced a
measure allowing pensioners the option
to draw half of the year’s minimum
required pension amount.

Developments Since 1 July 2008 |

Taxpayers should note recent tax law
changes, which include:

e The Education Tax Refund - eligible
families can claim a tax refund for
qualifying expenses incurred on their
children’s education, subject to a
maximum limit;

e The Medicare levy surcharge thresholds
for individuals and families have
increased; and

e The Fuel Tax Credits Scheme has been
expanded thereby most business
taxpayers can claim credits for fuel used
in their businesses.

| Proposed Amendments to the Tax Law |

The Federal Government has introduced Tax
Laws Amendment (2009 Measures No 2) Bill
2009 into Parliament. The amendments
contained in the Bill include:

e Increasing access to the small business
CGT concessions for taxpayers owning a
CGT asset used in a business by an
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o affiliate or entity connected with the
taxpayers, and for partners owning a
CGT asset used in the partnership
business.

e Providing a general exemption from CGT
for capital gains arising from a right or
entittement to a tax offset, deduction or
similar benefit; and

e Exempting from tax the Clean-up and
Restoration Grants paid to small
businesses and primary producers
affected by the recent Victorian bushfires.

Small Business CGT Concessions

The bill will allow a taxpayer who holds a
passively held CGT asset which is used in a
business by the taxpayer's affiliate or a
connected entity to access the small business
CGT concessions, subject to certain
conditions.

The Bill will also allow partners in a
partnership to access the concessions for
CGT assets owned by the partners that are
used in the business of the partnership but
are not interests in the assets of the
partnerships, provided certain requirements
are satisfied.

Further, the bill will refine and clarify aspects
of the existing small business CGT
concessions, including:

e Expanding the range of circumstances
when a taxpayer’s spouse or child will be
considered to be an affiiate of the
taxpayer;
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e Exempting small business operators from
satisfying the basic conditions for capital
gains arising from certain CGT events;

e Ensuring the small business CGT
retirement exemption applies
appropriately to  capital proceeds
received by individuals in instalments.

The Bill will also clarify that a partner in a
partnership cannot be a small business entity.

Generally, the amendments will apply to CGT
events happening in the 2007/08 and later
income years.

Tax Benefits and Capital Gains Tax

The Bill will ensure that a capital gain or loss
that a taxpayer makes from a CGT event
arising from a tax offset, deduction or similar
benefit will be disregarded.

For example, the exemption will apply if a
taxpayer has a right to receive a reduction in
land tax available under an Australian law.

The amendment will apply to the 2009/10 and
later income years.

Tax Exemption for Certain Grants

The Bill will exempt from income tax the
Clean-up and Restoration Grants paid to
small business and primary producers
affected by the recent Victorian bushfires.

This amendment will apply to grants paid in
the 2008/09 and 2009/10 income years.
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| Deductibility of Self-Education Expenses |

In a recent decision, the Federal Court held
that a taxpayer who was receiving the Youth
Allowance was entitled to a deduction for self-
education expenses incurred.

The taxpayer was studying a teaching degree
and did not derive any income from
employment as a teacher.

The court said that the taxpayer’s ultimate
motive in undertaking the degree was
irrelevant to the characterisation of the
expenses. Rather, its opinion was that the
expenses were incurred as a necessary
incident of deriving the Allowance.
Accordingly, the court held that the expenses
were deductible.

The Commissioner’s established view is that,
generally, recipients of Commonwealth
educational assistance schemes payments
are not entitled to a deduction for self-
education expenses. This is because the
expenses are not incidental and relevant to
the payments.
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The Tax Office says that such arrangements
may involve superannuation regulatory issues
and taxation issues.

Broadly, the in-house assets rules restrict a
regulated superannuation fund from having
more than 5% of the total market value of its
assets in a related party of the fund.
However, transitional provision may apply to
exclude an asset from the in-house asset
rules.

» Trustees of SMSF should review, in
consultation with their professional
advisers, pre-1 July 1999 investments in
related trusts.

PAYG Instalments

The Federal Government has announced that
it will cut the quarterly PAYG instalments for
the 2009/10 income year for taxpayers who
calculate their instalments using the Gross
Domestic Product method. The reduction will
also benefit businesses that pay their GST
quarterly.

Superannuation Warning

Data Matching Projects

The Tax Office has released a Taxpayer Alert
in which it warns self-managed
superannuation funds (SMSFs) with pre-
existing interests in unit trusts of
arrangements involving the transferring of
benefits associated with the in-house assets
transitional provisions.
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The Tax Office has released details of three
data matching projects it will carry out.

The information collected from the projects
will be electronically matched with the Tax
Office’s data holdings to identify non-
compliance with lodgement and payment
obligations.
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Motor Vehicles

The Tax Office will request and collect details
of individuals and entities that have acquired
a motor vehicle valued at $10,000 or higher
from relevant state and territory departments.

Personal Services Income

The Tax Office will request and collect
information on amounts paid to personal
service entities from labour hire firms,
placement agencies and computer
consultancies.

Contract Payments from Mining Companies

The Tax Office will also request and collect
information on amounts paid by mining
companies to contractors and  sub-
contractors.

| Superannuation Rates and Thresholds |

The Tax Office has released key
superannuation rates and thresholds for the
2009/10 income year.

The concessional contributions cap will be
$55,000 ($50,000 for 2008/09). Concessional
contributions are essentially contributions that
are included in the assessable income of a
receiving superannuation fund.

The non-concessional contributions cap will
be $165,000 ($150,000 for 2008/09). Non-
concessional contributions include
contributions that are not included in the
assessable income of a receiving
superannuation fund.
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Reminder: Individual Tax Rates from
1 July 2009

The resident individual tax rates will change
for the 2009/10 income year. The new rates
are:

Taxable Income ($) | Tax Payable ($)

0-6,000 Nil

15% of excess over

6,000 — 35,000 6,000

4,350 + 30% of

35,001 - 80,000 excess over 35,000

17,850 + 38% of

80,001 — 180,000 excess over 80,000

180,001+ 55,850 + 45% of

excess over 180,000

Low-Income Tax Offset

The maximum amount of offset an individual
resident taxpayer will be entitled to will
increase to $1,350 for 2009/10 ($1,200 for
2008/09).

We are sometimes asked if we are able to help additional
clients. We are a growing firm and do appreciate your

referrals. We consider it a compliment when you
recommend us to your friends and business contacts.

Important Note: This is not advice. Clients should not act solely on the
basis of the material contained in this bulletin. Items herein are general
comments only and do not constitute advice per se. Also changes in
legislation may occur quickly. We therefore recommend that our formal
advice be sought before acting in any of these areas. This bulletin is
issued as a helpful guide to clients and for their private information. It
should therefore be regarded as confidential and not be made available to
any person without our prior approval.

Liability limited by a scheme approved under Professional Standards
legislation.
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