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Small business: Decisions for your end-of-year planning

There are a variety of decisions that are required to be made at year end to manage your tax bill. Your choice will be
based on your businesses activities both past and future and also when you are looking to exit.

In relation to deductions, the general rule is that you can
claim deductions for expenses your business incurs that
links to making or trying to make income. Many of these
deductions are obvious — rent, materials, and supplies
are common examples. This year, small business owners
are spoilt with the increase in the instant asset write-off
amount to $20,000.

There are also some often overlooked and not so obvious
tax deduction tactics you may be able to take advantage
of in the run-up to the end of this financial year. These
may not suit every business, so check with this office to
ensure they are applicable to your situation.

Interest on loans

You can deduct interest charged on money your
business borrows, including interest paid on business
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loans, overdrafts and other finance facilities. But there
are some other aspects related to interest deductions
that can easily be overlooked.

Any interest that is accrued on a business loan but not
physically paid by June 30 may be deductible in that
year. It is a fact of life that many sole traders fund some
business activities through their personal credit card or
a personal loan. Because the interest costs are not being
incurred under the business name, but in the name of
the business owner, many operators have unfortunately
assumed that a deduction cannot be claimed. But
remember — the tax of a sole trader’s business activities
is dealt with through the personal taxes of the business
owner, so the interest on borrowings made for business
purposes, even on the personal credit card, still may
qualify to be claimed as a deduction.
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Manage the value of your trading stock

Tax time is a good opportunity to do a stocktake on your
business to see if you can uncover any deductions from
your trading stock that you have on hand — anything
you produce, manufacture, purchase for manufacture,
or sell for your business.

If your stock level changes by more than $5,000, you
must take into account the change in value of your
trading stock when you work out your taxable income
for the year. If the value of the trading stock is higher at
the end of the year than at the beginning, then the rise
counts as part of your assessable income. But if your
stock is worth less (or worthless), that decrease is an
allowable deduction.

There are three different methods of valuing stock: the
price you bought it for; its current selling value; and its
replacement value. You can choose which you use for
which piece of stock, providing you the opportunity to
maximise your deductions. You can also write down the
value of any damaged or obsolete stock (potentially to
nil) that hasn’t been sold.

Also, even if your stock levels change by less than
$5,000, you can still chose to revalue your trading stock
by one of the methods mentioned above. Note that the
value of trading stock does not include GST where you
are entitled to a GST credit. You should always keep
records of the reasons that you have valued or written
off your stock.

A CGT tactic

Consider whether you are sitting on a CGT gain for the
current financial year or you have prior year CGT losses
carried forward, and look at offsetting these gains or
losses.

If your business is due to sell some assets that will realise
a capital loss, try to crystallise these losses before June
30. Losses can be offset against taxable capital gains
that you may make on selling other assets. If however
the sale will produce a capital gain, delay crystallising
this gain until the 2015-16 income year so that you will
have a full fiscal year to get an offset for that gain.

And if there are assets that may produce a capital gain,
this could help your decision on the timing of making
any capital losses. It may even be worthwhile for you to
sell an underperforming asset, and realise a loss, if this
suits your CGT circumstances.

As a general rule, the disposal of a CGT asset occurs at
contract date — this could help in your planning if you
sell an asset where settlement and/or payment takes
placein 2015-16 but the contract is executed in 2014-15.
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The good news about bad debts

It’s a problematic fact of running any small business on
credit that sometimes customers simply fail to pay for
the goods or services you’ve sold them. But you can
claim a tax deduction for the bad debt.

A bad debt is any owed amount that you have genuinely
written off by year-end that you have previously
been taxed on. It might pay to go back through your
outstanding invoices to identify any doubtful debts to
determine whether that have actually gone bad and
write them off before the tax year ends on June 30.
Contact this office for information on what constitutes
a write-off for deduction purposes.

Also, if you calculate your GST on an accrual basis, don’t
forget to claim a refund for the GST you paid to the Tax
Office when you issued the original invoice on your June
BAS. If the debt is settled later, record this as assessable
income in the period it is paid.

Commit to employee bonuses and director
fee bonuses

Many businesses are entitled to claim a tax deduction
for an expense in the year in which the business has
committed to the liability regardless of whether it has
actually been paid.

If you have committed to pay employees end-of-year
bonuses and followed the appropriate steps, the
accrued expense can be claimed as a tax deduction
even though it is physically paid next financial year. A
company can also claim director bonuses in the year the
expense is accrued in the same way. Contact this office
to have the process explained.

Take advantage of the $20,000 depreciation
cap while you can

Small businesses shouldn’t forget to claim for
depreciation — a deduction for the loss of value and
wear and tear on assets. Larger assets have usually had
to be depreciated over several years, but new rules for
small businesses mean that you can get an immediate
tax write off for any asset costing up to $20,000.
Importantly, this applies for assets acquired from
Budget night (i.e. 7:30pm AEST, 12 May 2015).

For example, if your business bought a business asset
worth $4,000 post-Budget night, the business could be
eligible to claim an immediate tax deduction.

That said, this immense leg-up is set to expire on June
30, 2017, so if you're planning to buy any assets for your
business, consider making the purchase before then to
take advantage of the new cap. And, most importantly,
any assets bought and used before June 30 can be
included as a write-off in this year’s tax return.
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Instant asset write-off also applies to cars

The $20,000 instant asset write-off in this year’s
budget also means there’s never been a better time to
consider purchasing a vehicle and getting an immediate
deduction. Under the rules, a $14,000 car can attract a
deduction on that whole amount. But note that it starts
from Budget night and finishes on June 30, 2017, so
you’ll have some time to consider your options.

Planning for this year due to budget changes
coming next year

Immediate deductibility for start-up costs

If you are considering starting up your own enterprise,
it could pay to bide your time. Small businesses
starting out from the 2015-16 income year will get to
immediately deduct a range of professional expenses
associated with starting a new business.

Legal and accounting costs are included, which will
allow businesses to avoid deducting expenses over a
five-year period and improve cash flow straightaway.
For example, ask this office for advice in this area and
our fees will be immediately deductible.

Tax rate changes

The 1.5% small business tax rate cut to 28.5% —
assuming it’s passed into law — comes in June 30,

2016. You're paying more tax now, SO any savings you
can make may be potentially worth more if you deduct
them in the 2014-15 year rather than after. Talk to this
office if you have any questions.

Dividends

Dividends will continue to be franked at 30% even
though the tax rate for small business will be 28.5%, so
going forward make sure you have enough tax paid to
fully frank your future dividends. Ask this office for a
review of your franking account.

FBT changes for work-related electronic devices

If you're a small business and provide employees
with more than one qualifying work-related portable
electronic device — even if the devices are similar in
utility, like a laptop and tablet — you can now get an
FBT exemption on those devices from April 1, 2016.

CGT roll-over relief for changes to business structure

This year’s budget included a CGT rule change for small
businesses that change the type of business entity
under which they operate. From the 2016-17 income
year, small businesses with an annual aggregated
turnover of less than $2 million will be able to change
legal structure without attracting a CGT liability at that
point. If you are considering changing structure, also
consider whether you can wait a year and save on that
possible future CGT.

Last-minute tax planning tactics for individuals

LI Y 2w

This financial year is almost over, but there are still
tactics you may be able to employ to make sure you
pay the right amount of tax for the 2014-15 year. While
the best strategies are adopted in July (that is, as early
as possible in a financial year and not at the end), it’s
worth remembering proper tax planning is more than
just sourcing bigger and better deductions. The best
tips involve assessing your current circumstances and
planning your associated income and deductions. Not
all of the following tips will suit your specific situation,
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but should provide a list of possibilities that may get you
thinking along the right track. Of course, check with this
office if you need further information.

Investment property

Expenses stemming from your rental property can be
claimed in full or in part, so it can be helpful to bring
forward any expenses that can be undertaken before
June 30 and claim them in the current financial year. If
you know that your investment property needs some
repairs, some gutter clean up or some tree lopping,
for example, see if you can bring the maintenance and
(deductible) payments into the 2014-15 year.

Pre-pay investment loan interest

If you have some spare cash, then see if you can
negotiate with your finance provider to pay interest
on borrowings upfront for the investment property
or margin loan on shares (or other loan types), and
allow a deduction this year. Most taxpayers can claim
a deduction for up to 12 months ahead. But make
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sure your lender has allocated funds secured against
your property correctly, as a tax deduction is generally
only allowed against the finance costs incurred for the
purpose of earning assessable income from investments.

Be aware that a deduction may not be available on funds
you redraw from a loan of this type that is put to other
purposes. Also, a component of the National Rental
Affordability Scheme payment is not assessable income
and therefore the deduction on these properties may
need to be apportioned. Ask this office if you want to
know more.

Bring forward expenses; defer income

Try to bring forward any other deductions (like the
interest payments mentioned above) into the 2014-
15 year. If you have planned that next year you will be
earning less due to maternity leave or going part-time,
for example, then you will be better off bringing forward
any deductible expenses into the current year.

An exception will arise if you expect to earn more next
financial year. In that case it may be to your advantage
to delay any tax-deductible payments until next financial
year, when the financial benefit of deductions could
be greater. Tax planning is the key, as your personal
circumstances will dictate whether these measures are
appropriate.

It’s probably leaving it a bit late to adopt this strategy
now, but consider for July a tactic that can take advantage
of this sort of timing — and place money into a term
deposit that matures after June 30. Then interest accrues
to you in the next tax year.

Use the CGT rules to your advantage

If you have made and crystallised any capital gain from
your investments this financial year (which will be

added to your assessable income), think about selling
any investments on which you have made a loss before
June 30. Doing so means the gains you made on your
successful investments can be offset against the losses
from the less successful ones, reducing your overall
taxable income.

Keep in mind that for CGT purposes a capital gain generally
occurs on the date you sign a contract, not when you
settle on a property purchase or share transaction. When
you are making a large capital gain toward the end of an
income year, knowing which financial year the gain will
be attributed to is a great tax planning advantage.

Of course, tread carefully and don’t let mere tax drive
your investment decisions — but check with this office
to determine whether this strategy will suit your
circumstances.

Final reminders

You can claim up to $300 of work-related expenses
without receipts, provided the claims are reasonable for
outgoings related to earning assessable income.

No-one knows your affairs better than yourself, so you
will recognise if any of the above tax tips applies to your
circumstances. But no-one is better informed as to what
is appropriate, or indeed allowable, than your tax agent
(and don’t forget, any fee is an allowable deduction in
the year it is paid).

Every individual taxpayer is required to lodge their return
before October 31, but tax professionals are generally
given more time to lodge, which can be a handy extension
to a payment deadline.

Of course, if you're sure you are going to get a refund
there is no use delaying, so in these cases it is worth
getting all of your information to this office as soon as
you can after July 1.

End-of-year superannuation planning

To get your superannuation into its best tax position, for
this year-end and into 2015-16 and beyond, consult this
office on which strategies suit you best. But to start with,
the following tips may help point your thoughts in the
right direction.

Maximise after-tax contributions

Double-check  your  non-concessional (after-tax)
contribution figures to make sure contributions are made
up to the allowable cap — now $180,000 — before the
end of the 2014-15 financial year. Generally, unused cap
amounts are not carried over to future financial years.
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Consider salary sacrificing

Salary sacrificing is never a bad consideration to make.
If you are likely to receive a bonus before year-end, you
can always salary sacrifice it into superannuation rather
than receiving it as cash to take advantage of the 15%
concessional tax rate. However, don’t forget about excess
contributions tax risks.

Remember directed termination payments
into super are non-concessional

Since June 30, 2012, employment termination payments
can’t be directed to superannuation as directed
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termination payments. All employment termination
payments are now treated as personal contributions, and
therefore may count toward your non-concessional cap
for the year.

. -
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Using personal deductible contributions to
offset a capital gain

If you satisfy super’s “10% rule”, you may be eligible to
claim a deduction for your personal super contributions.
A deduction could be used to possibly offset a capital gain
from the sale of one or more assets. Personal deductible
contributions are subject to the general concessional
contributions cap. For 2014-15 this cap is $30,000, but
from July 1, 2014 a higher $35,000 cap also applies for
people 50 and over. Individuals over 65 will also need to
meet the “gainful employment test”.

Split super contributions with your spouse

If you decide to go down this route, note the full
amount of the original contribution counts toward your

concessional contributions cap. Any amount over the cap
will be included in your assessable income and taxed at
your marginal rate, making you also liable for the excess
concessional contributions charge. In this case, you will
get a non-refundable tax offset equal to the 15% tax paid
by your fund on this amount.

In general, it’s good practice to monitor your super
contributions to make sure you don’t inadvertently
exceed a cap — especially contributions made quarterly,
which may result in a payment bridging two financial
years and affecting the caps of the latter year.

SMSFs: Keep within in-house asset rules

If your fund’s holding exceeds 5% limit on in-house
assets, reduce it by June 30 this year.

SMSFs: Make insurance more affordable

Purchase life and total and permanent disability
insurance via your SMSF to benefit from the general 15%
tax concessions.

SMSF in pension phase drawdowns

Make sure you have drawn down the required minimums
by June 30, or the investment income derived from the
assets supporting that pension may no longer be exempt
from tax. If you're almost 60 and want to cash out some
of your super, consider waiting until over 60 to minimise
potential lump sum tax.

The role of auditors: An SMSF essential

Auditors play a crucial role in the compliance regime
of self managed superannuation funds (SMSFs). The
legislation that governs the SMSF sector requires that
accounts, statements and all compliance needs of an
SMSF be audited every year by an “approved auditor”.

Further, this auditor must be a third party that operates
“at arm’s length” to the SMSF being audited. Failing to
have an audit completed can lead to punishing penalties
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being imposed by the regulator (the Tax Office) as well as
risk having your fund deemed non-compliant and losing
its tax concessions.

You cannot lodge your SMSF annual return until you
have had your SMSF audited. This is because you need
information from the audit report to complete the
regulatory information in the return.

The first step is to appoint an SMSF auditor. What you
need to do is:

e check the auditor you intend to appoint is registered
with the Australian Securities and Investments
Commission (ASIC). ASIC will issue approved SMSF
auditors with an SMSF auditor number — otherwise
known as SAN — which you will need to fill out your
annual return. Even though you may have previously
used the same auditor, double check that they are
registered
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e contact the auditor early to allow sufficient time to
conduct the audit (and for this office to have enough
time to lodge the SMSF annual return on time on
your behalf).

Some of the criteria that must be satisfied by an auditor
are that they:

e must be independent and show freedom from bias,
personal interest and association

e must not be a trustee or member of the fund

e must not have prepared accounts and statements
for the SMSF

e must not be a relative or close associate.

Before an SMSF auditor can start an audit however, you
(or this office on your behalf) must provide information
about your accounts and transactions for the previous
financial year as well as statements and forms. Any
additional information requested by your SMSF auditor
must be provided within 14 days.

Below are examples of what you should have on hand in
case your auditor wants to have a look:

e minutes of all meetings for a minimum of 10 years (or

since the establishment of the fund if it is less than
10 years old) with details of all major decisions made
including:

- asset purchases

- commencement of pensions

- appointment of new members, and

- review of investment strategy

e accounting records for a minimum of five years (or
since the establishment of the fund if the fund is less
than five years old)

e signed trustee declarations

e proper accounting records such as statement of
financial position and an operating statement

e copy of trust deed

e election or notice to be a regulated fund

e trustee representation letter which is a statement by
the trustees that to the best of their knowledge, they
have approved and taken responsibility for the correct
presentation of the financial statements

e investment strategy that gives consideration to risk,
return, liquidity and diversification

e financial report on the fund, and

e working papers including copies of all relevant
documents that are important in providing evidence
that support your findings and opinion.

Once they have all the relevant documentation, some of
the compliance issues that your auditor will keep an eye
out for are:
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e was the fund maintained for the “sole purpose” of
providing benefits to either members on retirement
or dependants (in the case of a member’s death)?

e does the fund meet the definition of an “SMSF” and
has it chosen to be a regulated fund?

e does the trust deed and character of investments
reflect this?

e does the fund have an investment strategy that
complies with investment restrictions?

e did the fund give financial assistance to a fund
member or relative?

e are the fund’s SMSF assets separate from those held
by trustees personally?

e do trustees adhere to contribution and benefit
payment standards?

e were any assets sold, and was this at market value?

e do trustees carry out administrative obligations?

More broadly, your auditor is required to:
e examine your fund’s financial statements

e assess your fund’s overall compliance with the super
law

e provide you with an audit report by the day before you
are required to lodge your SMSF annual return, and

e provide you with their SAN as it will be required to be
disclosed on the annual return.

After the process is finalised, be sure that your auditor
provides you with the following documents:

e a letter of audit engagement — confirms the
appointment of the auditor by you and the scope of
the audit to be conducted

e audit working papers — documents that record
the planning, nature, timing and extent of the
procedures of the audit process

e a management letter or audit finalisation report —
provides a summary of the audit findings

e a copy of final, signed financial report of the fund
and relevant accounting records that support the
statements for the income year under review, and

e a copy of the audit report on the approved form —
this includes the auditor’s opinion and qualifying
remarks if any (you should keep copies of this for at
least seven years).

Note that an audit is required even if no contributions or
payments are made in the income year. It is worth noting
however that when it comes to an annual return, the Tax
Office’s system will not accept one if at the end of the
financial year, the SMSF has no assets or no members
unless that is the year the fund is wound up. l
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Working from home — the tax implications

In general terms, the Tax Office takes the view that
expenditure associated with a person’s place of residence
is more likely to be of a private nature. However if you
produce assessable income at home, or some of it, and
you incur expenses from using that home as your “office”
or “workshop”, you will generally be in a position to be
able to claim some expenses and make some deductions.

Deductions may be available from the use of your home
to earn income in two circumstances. First, if it is used
in connection with your income earning activities but
isn’t a place of business (that is, your home is not your
principal place of business, but you might do a few hours
of work there). The second situation in which you may
be able to claim a tax deduction is when the home is also
being used as a place of business. The tax implications
are different depending on which of these circumstances
applies.

In broad terms, expenses fall into the following categories
— depreciation on equipment, running expenses, and
occupancy expenses (if the home is used as an actual
place of business).

Depreciation

There are deductions available for a “decline in value”
(depreciation) of items such as electrical tools, desks,
computers and other electronic devices, as well as for
desk, chairs and so on.

If you use your depreciating asset solely for business
purposes, you can claim a full deduction for the decline
in value (generally over its “effective life”). Remember
however that if you qualify as a “small business
entity” (less than $2 million a year turnover) you could
immediately write off most depreciating assets that cost
less than $1,000. Note after the Budget announcement
this write off has increased to $20,000 (pending
becoming law). You may also be able to pool most other
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depreciating assets and claim a deduction for them at a
rate of 15% in the first year and 30% thereafter.

However, if you also use the depreciating asset for non-
business purposes, you must reduce the deduction for
decline in value by an amount that reflects this non-
business use. Talk to this office for more information
about claiming depreciation expenses.

Running expenses

You can generally view running expenses as those costs
that result from you using facilities in your home to help
run the business or home office, so these would include
electricity, gas, phone bills and perhaps cleaning costs.
But again you can only claim a deduction for the amount
of usage from the business or home office, not general
household expenses.

Using your floor area may be an appropriate way of
working out some running expenses. For example, if the
floor area of your home office or workshop is 10% of the
total area of your home, you can claim 10% of heating
costs. An alternative can be to compare before and after
average usage for each cost. Another possibility is to keep
a representative four-week diary to work out a pattern of
use for your home work area for the entire financial year.

Instead of recording actual expenses for heating, cooling
or lighting, it may be easier to use the acceptable Tax
Office rates for these expenses of 34 cents per hour
based on actual use or an established pattern of use.
This rate is based on average energy costs used in home
work areas.

To use the 34 cents per hour method of claiming, keep
a diary to record the amount of time you use your
home office for work purposes. The diary must show a
representative period of at least four weeks to establish
a pattern of use for the whole year. Remember to always
keep these diaries with your tax return paperwork as you
may be required to support this deduction should the
Tax Office review your return.

Telephone

If you use a phone exclusively for business, you can claim
a deduction for the phone rental and calls, but not the
cost of installing the phone. If you use a phone for both
business and private calls, you can claim a deduction for
business calls (including from mobile phones) and part of
the rental costs.

You can identify business calls from an itemised phone
account. If you do not have an itemised account, you can
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keep a record for a representative four-week period to
work out a pattern of business calls for the entire year.

Mostly what the Tax Office wants to see with all of the

that is used to make income, and again one common
way to work this out is to use the floor area put aside for
work as a proportion of the floor area of your home as

a whole (as can be used for some running expenses, as

above expenses is that an effort has been made to .
mentioned above).

establish a reasonable claim, and that the private or
domestic part of these expenses has been excluded. Talk
to this office about what will be most appropriate to your
circumstances.

So if for example your home office is 10% of the total
area, then you may be able to claim 10% of rent costs or
mortgage interest, council rates and insurance. In some
situations it may be necessary to adopt a basis other
than floor area, for example where say a huge workshop
attached to the home may take up a great amount of
floor space but contribute much less to the value of the
overall property.

Deductions for occupancy

Occupancy expenses can only be claimed if you are
using your home as a place of business, not just
conveniently working from home as a salaried employee.
This means that the Tax Office expects you to have an
area of your home set aside exclusively for business
purposes. Occupancy expenses are those expenses
you pay to own, rent or use your home. These include:

Note that where you are running a business from
home rather than having a home office you can opt to
claim occupancy expenses, such as mortgage interest.
However, you’ll be expected to account for any capital
gain attributable to the business area of the home when
you sell the house. Generally the family home is exempt
from capital gains tax (CGT), but if you’ve carried on a
business based on the above, that portion of the home
attributable to the business activity will be subject to
CGT. There are however some CGT concessions for small
businesses, which we can detail for you should this be
relevant to your situation.

e rent, or mortgage interest
e council rates

e land taxes

e house insurance premiums.

You can generally claim the same percentage of
occupancy expenses as the percentage area of your home

Did yow know...

Reward program benefits can be tax-free

Many companies, or even whole industries, offer their customers loyalty award-based incentives programs. These
programs, such as the “Frequent Flyer” and “Fly Buys” schemes, are designed to reward customers for purchasing or using
a company’s goods and services (or indeed, those of its affiliates).

As a result of one particular court case, the Tax Office has come to accept that flight rewards received by employees in their
personal capacities in respect of expenditure paid by their employer are not assessable income.

The tax treatment is based on the court’s decision that flight rewards received by an individual who provides services, or
who has received the reward because of “business expenditure”, are not assessable as the reward arises from the personal
(that is, non service/non business) contractual relationship with the rewards program administrator.

The case in question dealt with the situation where an employee who had accumulated points as a result of travel on
behalf of her employer converted those points into airline tickets for her parents (the points were not convertible to
cash). The court held that the points related to her membership of the program, and there was no contractual relationship
between the employer and the program administrator. Consequently it was irrelevant that the employer had paid for the
cost of the original travel.

An exception to this tax treatment however would be where a person renders a service on the basis that there will be an
entitlement to a flight reward — that is, a person enters into a service contract understanding they will receive rewards.

The Tax Office also accepts that with consumer loyalty programs such as Fly Buys, aimed primarily at domestic purchases by
an employee, no amount is assessable income. It has however stated that it may take a different view of situations where
the reward accumulated in a year exceeds 250,000 points as a result of a business relationship or business expenditure,
and the arrangement has no commercial purpose other than to allow the recipient to receive reward points. ll

8 I PTAS Accountants l June 2015 Fax: 03 9844 1768 Il Tel: 03 9844 2409

Information provided is of a general nature only, is not personal financial or investment advice, and we accept no responsibility for persons acting on information contained herein. Clients
should not act solely on the basis of material contained in this document. We recommend that our formal advice be obtained before acting on the basis of the topics presented here.



Tax and super planning checklist

The Federal Budget has come and gone, and the weather is getting colder... it must be nearly time for financial year end work! To
help you get through this busy time, we present the following Tax and Superannuation Planning Checklist. This checklist outlines
some salient year-end tax and superannuation matters to consider before 30 June 2015, and some planning tips for the 2015-16
income year.

This list of tax and super issues is not exhaustive and all items should be considered in light of your circumstances. Specific tax,
legal and commercial advice should be sought where necessary.

Legislative references are to Income Tax Assessment Act 1936 (ITAA36) and Income Tax Assessment Act 1997 (ITAA97).

INDIVIDUALS

DIVIDEND INCOME

Has all dividend income been included in the individual's assessable income on a receipts basis?
e Have dividends received been correctly grossed-up for all attached imputation credits?
e [fthe individual is an Australian tax resident:

= Has the individual taken into account all franking credit offsets?

= |s the individual entitled to a refund of any excess franking credits?

¢ |f the individual is not an Australian tax resident, have all Australian unfranked dividends
been included in assessable income?

O o0od OO

Note: Excess franking credits are typically refundable to individuals where their basic tax liability is less than
the total of their imputation credits (after taking into account any other tax offsets). Non-resident individuals are
ineligible. Note that certain eligible trusts may be entitled to a refund of excess franking credits.

BONUS INCOME

Can the receipt of bonus income be deferred until the following income year? L]

NON-COMMERCIAL LOSSES
Has the individual incurred losses from a non-commercial business activity under Division 35 of the ITAA97? ]

If so, tax losses cannot be applied against other income of the individual and is to be quarantined.

The non-commercial loss rules would typically not apply if at least one of the following tests is passed in
relation to 2014-15:

e the business has assessable income of at least $20,000
e the business had a profit for tax purposes in three out of the past five years (including the current year)
e the value of real property, or of an interest in real property used in the business was at least $500,000, or

e the value of assets (excluding real property, cars, motor cycles and similar vehicles) used in carrying on
the business were at least $100,000.

Note: Application of the $250,000 income test may prevent tax losses from being recouped against other income.

SALARY SACRIFICE ARRANGEMENTS

Has the taxpayer salary sacrificed unrelated business expenses of an employee in order to negate n
the operation of the non-commercial loss rules?

The indlividual can still exceed the $250,000 threshold in these circumstances. See TR 2013/6 and TD 2013/20.
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INDIVIDUALS (conm)

PERSONAL SERVICES INCOME (PSlI)

Has the individual derived income from personal exertion either as a sole trader
or through a business structure (eg a company or trust)?

If so, does the individual satisfy the ‘results test’ under the PSI rules?

If ‘no’, does the individual satisfy the ‘80% test’ and one of the following:
e the unrelated clients test

e the employment test, or

oOoo oo

¢ the business premises test?

The PSI rules do not apply to a ‘personal services business’ (PSB).

Has the application of the general anti-avoidance rules contained in Part IVA of the ITAA36
been considered notwithstanding that entity is a PSB?

For example, PSI being streamed to different taxpayers where the PSB is conducted using a trust structure —
see tax rulings IT 2330 and TR 2001/8. Also see TR 2001/7 for the meaning of PSI.

(]

SELF-EDUCATION EXPENSES

Has the taxpayer incurred self-education expenses that have a relevant connection to the taxpayer’s H
current income earning activities?

Some expenses which are typically allowable as a self-education expense deduction (subject to certain
conditions) are as follows:

e accommodation and meals (if away from home overnight)

e computer consumables

e course fees

e decline in value for depreciating assets (cost exceeds $300)

e purchase of equipment or technical instruments costing less than $300

e equipment repairs

e fares
e home office running costs
e interest

e internet usage (excluding connection fees)

e parking fees (only for work-related claims)

e phone calls

® postage

e stationery

e student union fees

e student services and amenities fees

e fextbooks

e f{rade, professional, or academic journals, and

e travel to-and-from place of education.

See TR 98/9 for further details on the deductibility of self-education expenses.
Is the taxpayer required to reduce certain allowable self-education expenses by $250 per s82A ITAA36? ]

Note: Certain non-deductible expenses can be offset against the $250 reduction first (eg travel from home to
the place of education).

»WARNING! The Tax Office is currently undertaking reviews of self-education claims (including travel costs such as
airfares). The individual will need to maintain adequate documentation and travel diaries (where necessary) to support these
claims - see below.
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INDIVIDUALS (conT)

DEPRECIATING ASSETS USED FOR WORK

Has the taxpayer acquired depreciating assets with a cost of $300 or less? ]
Note: An immediate deduction may be available if the asset is being used to derive non-business income

(eg salary and wage income).

WORK-RELATED TRAVEL: EXPENSES, REIMBURSEMENTS AND ALLOWANCES
(i) Travel expenses

Has the individual incurred work-related ‘travel expenses’? ]

Note: Work-related travel expenses are travel expenses (such as airfares, accommodation and food)
which are incurred in the course of the individual’s employment; eg a trip interstate to attend a business
meeting with clients.

Has the individual maintained the correct records? ]

If the cost is incurred by the individual — the necessary evidence must be maintained to support the claim
(eg receipts and travel diaries).

(ii) Travel reimbursements

Has the travel expense incurred by the employee been reimbursed by the employer? L]
If yes, then the reimbursement is not assessable income and not an allowable deduction to the employee.

(iii) Travel allowances

Has the individual received a travel allowance from their employer? Ol
Alternatively, is the allowance paid to the employee a ‘living away from home allowance’ (LAFHA)? Ol
See MT 2030 for differences between a travel allowance and LAFHA.
If a travel allowance:
= s the allowance a bona fide travel allowance? See TR 2004/6. Ol
= Has the travel allowance been included in the employee’s PAYG payment summary? Ol
= |s the individual entitled to use the ‘substantiation exception’ and therefore, claim deductions n
for work-related travel expenses using the Commissioner’s reasonable amounts?

P IMPORTANT! As a general rule, all allowances must be shown as assessable income in the employee’s tax return.

However, the allowance received is not required to be shown as assessable income in the employee’s tax return, where:

e the allowance is not shown on the employee’s payment summary

e the allowance received is a bona fide overtime meal allowance or a bona fide travel allowance

e the allowance received does not exceed the reasonable amount; and

e the allowance has been fully expended on deductible expenses.

If an employee receives a bona fide travel allowance, they do not have to keep written evidence of their expenditure provided

the claim does not exceed the reasonable allowance amount prescribed by the Commissioner annually. This is referred to as

the ‘substantiation exception’.

Written evidence must be maintained if the expenditure claimed exceeds the reasonable allowance amount. Note: The

substantiation exception does not apply if the allowance received is not a bona fide travel allowance. See TR 2004/6 for

detailed commentary on the exception.

If a LAFHA:

o The allowance is not assessable to the individual, and

e Deductions cannot be claimed with respect to the costs of accommodation.

P IMPORTANT! The Tax Office is currently undertaking reviews of travel expenses claims (including travel, accommodation

and foods costs). Individuals should ensure that they have claimed the correct amounts and maintain records if they are

ineligible for the substantiation exception (see above).
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INDIVIDUALS (conm)

PREPAYMENTS
Did the individual incur non-business expenses where the period to which the expenditure relates:

e is 12 months or less, and U
e ends no later than the last day of the income year following the year in which the expense was incurred? L]
If so, a deduction is available for the current income year.
These conditions also apply to a ‘small business entity’ except that the expenditure does not have to be in
relation to non-business expenses (see below).
DONATIONS
e Have donations been made to a Deductible Gift Recipient? U
e |If so, are there any restrictions placed on the taxpayer being able to claim a deduction? L]
(eg the donation cannot exceed an entity’s taxable income after disregarding the donation,
carry forward tax losses and farm management deposits— see $26-55 ITAA97).
¢ (Can the deduction be claimed over 5 years instead (see Subdivision 30DB ITAA97)? L]

WORK-RELATED CAR EXPENSES

Is the individual entitled to claim a deduction for work-related car expenses for use of their own ‘car’ ]

(typically either owned or leased) in performing their duties as an employee?

Examples include, but are not limited to:

e carrying bulky equipment

e attending conferences or meetings

e travel between two separate places of employment

e travel from an individual’s normal workplace to an alternative workplace and back to their normal
workplace or directly home, and

e fravel from an individual’s home to an alternative workplace and then to their normal workplace or directly
home (for example, travel to a client’s premises).

If so, the individual can choose one of the following four methods to claim work-related car expenses:

e cents per kilometre method

e 12% of original value method

e one-third of actual expenses method, or

e Jogbook method (refer to Division 28 ITAA97 for further details).

Note: A ‘car’ is defined as a motor vehicle (except a motor cycle or similar vehicle) designed to carry a load

of less than 1 tonne and fewer than 9 passengers. Taxpayers will need to claim the actual expenses incurred

(such as fuel, repairs and servicing, interest on a car loan, etc) for vehicles not classed as a ‘car’.

Also note that the “12% of original value method” and ‘one-third of actual expenses method’ can only apply if
the car has travelled more than 5,000 business kilometres in the income year.

» IMPORTANT! Budget 2015-16

In its 2015-16 Federal Budget,the Government proposed to abolish the ‘12% of original value method’ and ‘one-third of actual
expenses method'. Further, the ‘cents per kilometre method’ will be modernised by replacing the three current rates based on
engine size with one rate set at 66¢ per km to apply for all motor vehicles, with the Commissioner responsible for updating

the rate in following years. The ‘logbook method’ will be retained. At the time of writing, legislation has not yet been released.

Is the car jointly owned by individuals? Ol

Special rules apply in relation to the four available methods where this is the case. For example, under the
cents per kilometre method, where both joint owners use the car for separate income-producing purposes,
each can claim up to a maximum of 5,000 kilometres in relation to their income-producing use.

Is the car a borrowed car (ie. it is not leased or owned by the taxpayer)? U
If so, the individual can only claim the costs they actually incurred (eg fuel costs) as a travel expense.
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TAX OFFSETS AND LEVIES

Have all relevant offsets and levies been taken into account for the individual (eg low income tax offset)? L]
Common offsets and levies to consider for 2014-15 include the following.

DEPENDENT (INVALID AND CARER) TAX OFFSET ]

This offset applies from the 2012-13 income year onwards and replaces a number of dependant tax offsets.
A calculator is available on the Tax Office website.

SENIOR AND PENSIONERS TAX OFFSET ]

This offset is available for senior Australians who are eligible for an Australian Government age pension
(or similar) and whose rebate income is within the relevant rebate income thresholds.

NET MEDICAL EXPENSE TAX OFFSET O
Consider the impact of the phase-out of the new medical expense tax offset (NMETO) on an individual in
respect of the 2014-15 income year.

The phase out of the NMETO will occur through these categories of transitional arrangements:

e Category A: From the 2013-14 income year until the end of the 2018-19 income year: Taxpayers can
only claim the NMETO for medical expenses that both:
= meet the current definition and eligibility requirements, and
= relate to disability aids, attendant care or aged care.

e Category B: For the 2013-14 income year and 2014-15 income year: Taxpayers will be eligible to claim
the full range of medical expenses (as defined currently) but only if they have received an amount of the
NMETO in the previous income year (or in both 2012-13 and 2013-14 in respect to claims in the 2014-15
income year).

Note: The relevant income tests and eligibility requirements must still be satisfied in order to claim the offset.

MEDICARE LEVY ]

The Medicare levy for the 2014-15 income year is 2.0% of taxable income.
Consider the following:

e The Medicare levy rate increased from 1.5 to 2% of taxable income for the 2014-15 income year
(ie. from 1 July 2014) and later income years.

e As announced in the 2015-16 Federal Budget, the Medicare levy low-income threshold for 2014-15
income year will be increased as follows:

= For singles the threshold will be increased to $20,896.

= For couples with no children the threshold will be increased to $35,261 and the additional amount
of threshold for each dependent child or student will be increased to $3,238.

= For single seniors and pensioners the threshold will be increased to $33,044.

MEDICARE LEVY SURCHARGE ]
Consider whether it would be necessary for an individual to obtain private health insurance cover for the 2015-

16 income year so that the taxpayer will not be subject to the Medicare levy surcharge.

The Medicare levy surcharge applies where the income threshold of an individual for the income year is

exceeded (ie single or family amounts still apply) and the individual does not have sufficient private health

insurance cover. The surcharge rate ranges from 1% to 1.5% depending on the taxpayer’s modified income

amount (see table below).
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TAX OFFSETS AND LEVIES (conT)

PRIVATE HEALTH INSURANCE REBATE ]

Consider whether an individual would lose their entitlement to the full 30% rebate for private
health insurance cover for the 2015-16 income year based on their 2014-15 taxable income.

Note: There are income tests which impact the ability for an individual to claim the full rebate.

A full rebate is available if an individual’s income is below the Medicare levy surcharge threshold
(see table below).

The rebate no longer applies where the person’s income exceeds the upper threshold.

Singles <$90,000 $90,001-105,000 = $105,001-140,000 2$140,001
Families <$180,000 $180,001-210,000 = $210,001-280,000 2$280,001
Rebate — 1 July 2014 to 31 March 2015

Standard Tier 1 Tier 2 Tier 3
< age 65 29.04% 19.36% 9.68% 0%
Age 65-69 33.88% 24.2% 14.52% 0%
Age 70+ 38.72% 29.04% 19.36% 0%
Rebate — 1 April 2015 to 30 June 2015
< age 65 27.82% 18.55% 9.27% 0%
Age 65-69 32.46% 23.18% 13.91% 0%
Age 70+ 37.09% 27.82% 18.55% 0%
Medicare Levy Surcharge

Standard Tier 1 Tier 2 Tier 3
All ages 0.0% 1.0% 1.25% 1.5%

Single parents and couples (including de facto couples) are subject to family tiers.
For families with children, the thresholds are increased by $1,500 for each child after the first.

HECS-HELP DEBT

Does the taxpayer have an outstanding HECS-HELP debt? Ol
If so, determine the compulsory repayment amount for the 2014-15 income year.

Does the taxpayer wish to make a voluntary repayment of HELP for the income year? L]

If so, a discount equal to 5% of the voluntary repayment amount may be available for payments in excess of
$500. It would be best to make the repayment either before lodgment of the income tax return or before the
application of indexation (1 June).

»WARNING! Subject to the passage of legislation, from 1 January 2016, the Government will remove the upfront HECS-
HELP discount of 10% for eligible students who pay their student contributions upfront and the voluntary HELP repayment
bonus of 5%.

Is it still necessary for the taxpayer’s employer to withhold a HECS-HELP component of PAYG

for the remainder of 2014-15 or for 2015-167 O
If not, the taxpayer should advise their employer to reduce the amount of PAYG withheld.

Budget 2015-16! As announced, from 2016-17, HELP debtors residing overseas for six months or more will be

required to make repayments of their HELP debt if their worldwide income exceeds the minimum repayment

threshold at the same repayment rates as debtors in Australia. At the time of writing, this measure was not yet

enacted.

14 F PTAS Accountants fl June 2015 Fax: 03 9844 1768 Il Tel: 03 9844 2409

Information provided is of a general nature only, is not personal financial or investment advice, and we accept no responsibility for persons acting on information contained herein. Clients
should not act solely on the basis of material contained in this document. We recommend that our formal advice be obtained before acting on the basis of the topics presented here.



BUSINESS TAXPAYERS

CAPITAL ALLOWANCES

Balancing adjustments

Has the taxpayer written off any depreciating assets which have been scrapped or are lost, 0
destroyed or obsolete?

A deductible balancing adjustment event may arise to the extent that the asset had a ‘tax written down value’.

Has the taxpayer applied the Commissioner’s effective life rates (see TR 2014/4) in working out 0
the decline in value for depreciating assets acquired during the income year?

P TIP! Where the taxpayer has chosen to self-assess the effective life of the asset, it would be prudent to document the
reasons for adopting an alternative rate.

Consider whether it would be appropriate to implement:

e alow value pool, or

o

e a software development pool.

Consider whether the cost limit for motor vehicles of $57,466 for the 2014-15 income year has been
correctly applied (per TD 2014/17).

Immediate write-offs

Has the taxpayer acquired any depreciating assets costing $100 or less? L]
For taxpayers conducting a business (that is not a small business entity — see below), the Tax Office allows an
immediate deduction for assets with a cost of $100 or less (GST-inclusive), as an administrative concession.

See PS LA 2003/8 for details.

Business-related capital expenditure

Has the taxpayer incurred a business-related capital expenditure such as:

e business set-up and/or feasibility costs — see below for proposed changes for small businesses ]
e business restructuring costs U
e costs of raising equity or defending a take-over, or Ol
e business cessation costs? Ol
If so, such costs may be deductible over five years at 20% each income year (subject to the conditions
contained in s40-880 ITAA97). Also see TR 2011/6.
BAD DEBTS
e Are there any bad debts that can be written off prior to year end? (see TR 92/18 for comment) Ol
e s the debt prevented from being deducted due to a change in ownership or control of a company n
or trust structure?
If so, does the entity satisfy the same business test? L]
PREPAYMENTS
Has an immediate deduction been claimed for the following types of prepaid expenses:
* amounts of less than $1,000? ]
e amounts required to be incurred by a law, or by an order of a court, of the Commonwealth, H
a state or a territory (eg. car registration, worker's compensation insurance, etc)?
e payments of salary or wages (under a contract of service)?, or Ol
e amounts that are capital or private in nature? L]
Otherwise, the deduction is referrable to the ‘eligible service period’ to which it relates for the income year.
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BUSINESS TAXPAYERS (conT)

TRADING STOCK

Stock valuation

Consider whether it would be beneficial for the taxpayer to revalue trading stock at year end, noting that stock
can be valued at:

e cost
e market selling value, or
e replacement value (see s70-45 ITAA97)

Notwithstanding the above, has stock been valued or written off to take into account stock obsolescence
or other special circumstances (s70-50 ITAA97)? (See TR 93/23 for conditions.)

O oggd

Disposal outside the ordinary course of business

Has stock been disposed of by the taxpayer outside the ordinary course of their business?
If so, such stock is deemed to be disposed of at market value (see s70-90 ITAA36).

(]

Stock taken for personal use

Has stock been taken for personal use or used in the business instead? ]
If so, such stock is deemed to be disposed of at cost and reacquired for the same amount.

»EXAMPLE: You are a sheep grazier and take a sheep from your stock to slaughter for personal consumption. You are
treated as having sold it for its cost. This amount is assessable income, just like the proceeds of sale of any of your trading
stock. Although you are also treated as having bought the sheep for the same amount, it would not be deductible because
the sheep is for personal consumption.

Stock on hand

Has all trading stock been accounted for as being on-hand at year end? Ol

Trading stock is considered to be on-hand where the taxpayer is in the position to dispose of the goods
(see IT 2670).

PAYG INCOME TAX INSTALMENTS

Consider whether it would be beneficial to vary PAYG instalment rate downwards for the final quarter n
of the income year.

Note: General interest charge may be imposed where the varied instalment amount is based on an estimate
that is less than 85% of the actual tax payable on the company’s business and investment income.
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SMALL BUSINESS ENTITIES

MEANING OF ‘SMALL BUSINESS ENTITY’ (SBE)
Does the taxpayer satisfy the following requirements:

e itis carrying on a business, and

0O

e it meets the ‘$2 million aggregated turnover test’ (see $328-110 ITAA97)?
If so, the entity is a SBE and may be entitled to concessional tax treatment.

Note: Taxation Ruling TR 97/11 outlines some factors in working out whether an entity is ‘carrying on a
business’.

‘Aggregated turnover’ is defined under s328-115 ITAA97 and requires the inclusion of income of ‘connected
entities’ and ‘affiliates’ of the taxpayer.

SIMPLIFIED DEPRECIATION RULES

Has the taxpayer ensured that the following simplified depreciation rules have been correctly applied for the
2014-15 income year:
e Claimed an immediate deduction for depreciating assets costing under $1,000?
— see below for Federal Budget announcement in relation to $20,000 immediate write-offs.
e Where immediate deductions are not allowed, allocated depreciating assets to the small business
general pool?

e Correctly accounted for any additions, disposals and changes in business use of assets contained
in the small business general pool?

oo O O

* Applied correct depreciation rates (ie 15% for additions, 30% for existing assets)?

OTHER CONCESSIONS

e Prepayments: Are there prepayments made that are referrable to a period less than 12 months?
If so, an immediate deduction may be available (see Individuals — Prepayments above).

O

e Trading stock: Has a choice been made not to undertake a stocktake of trading stock because
the difference between the opening value of stock on hand and an estimate year-end stock value L]
is $5,000 or less?

PLANNING TIPS FOR SMALL BUSINESS ARISING FROM THE 2015-16 FEDERAL BUDGET

In its 2015-16 Federal Budget, the Government announced a number of measures that will assist eligible small
businesses. These measures include:

Small business measure Application date

1.5% tax cut for small companies From the 2015-16 income year

5% discount on tax payable on income from unincorporated

small business activity From the 2015-16 income year

Temporary immediate write-off for small business assets costing | Between 7.30pm (AEST) 12 May
less than $20,000 2015 and 30 June 2017

Change legal structure without attracting a CGT liability at that
point.

From the 2016-17 income year

Start-up costs — Immediate deduction for professional expenses

such as professional, legal and accounting advice. From the 2015-16 income year

P IMPORTANT: The measures apply to an entity which satisfies the meaning of an SBE (that is, the entity has aggregated
annual turnover of less than $2 million). At the time of writing, legislation was introduced into Parliament for some of these
measures.
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TRUSTS

DEFINITION OF INCOME OF THE TRUST ESTATE’ IN THE TRUST DEED
Have the following been considered when determining the meaning of ‘income of the trust estate”:

e How is ‘income’ defined in the trust deed?

e Are there discretions available to the trustee as to how income and capital items should be treated?
If so, what is required in order to effect an exercise in discretion?

e What is the effect of TR 2012/D1?

TR 2012/D1 concludes that the ‘income of the trust estate’ cannot exceed the net amount of income to which
beneficiaries could be made presently entitled or the trustee could accumulate. For example, where a trust
deed has an income equalisation clause equating ‘trust income’ with ‘net income’, notional amounts such as
franking credits grossed-up are not included in determining ‘income of the trust’.

Note: Labels 53A and 54W in the Trust Tax Return 2014 require that taxpayers disclose the ‘total income of
the trust’ and a beneficiary’s ‘share of income of the trust estate’ as defined by the Tax Office TR 2012/D1.
At the time of writing, 2015 tax return stationery had not been released by the Tax Office.

oogo

IMPLEMENTING THE TRUST DISTRIBUTION

What are the requirements of the trust deed to create present entitlement? Ol
Note: To establish a ‘present entitlement’, the Courts have held that the trustee must, under the terms of

the trust, be legally required to pay the trust income to the beneficiary, or deal with the trust income on the

beneficiary’s behalf. In the case of a discretionary trust, a beneficiary has no present entitlement to trust

income until the trustee exercises a discretion in the beneficiary’s favour.

IDENTIFICATION OF BENEFICIARIES

Are there different classes of beneficiary? U
Characteristics of the beneficiaries which may impact the distribution (eg minors, non-residents;
non-resident beneficiaries are not entitled to imputation credits from a distribution of franked dividends).

TRUSTEE RESOLUTIONS

e Has a trustee resolution been completed by 30 June (or such earlier date as is required by the deed)? Ol

e If no, are there ‘default beneficiaries’ who may become presently entitled to the income [
pursuant to the terms of the trust deed?

Further resolution?

Is any subsequent action required by the trustee to confirm resolutions in relation to income distributions? Ol

Proportional vs quantum approach?
Has the trustee resolution taken a ‘proportionate approach’ in distributing trust income H
(in accordance with the decision in Bamford)?

For example, the trust resolution specifies that ‘income of the trust estate’ be distributed on a percentage
basis.

Note: Only net capital gains and franked distributions may be streamed to beneficiaries to the extent the
beneficiary is made ‘specifically entitled’ (see below for details).

STREAMING OF SOME OR ALL OF THE DISTRIBUTION
Have the following been considered when streaming income:

e s itintended that classes of income be streamed? Ol
¢ Does the deed confer that power on the trustee? L]
e If not, should an amendment to the deed be considered to grant such a power? L]
e Wil the specific requirements of the tax law be satisfied? ]
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TRUSTS (con)

CAPITAL GAINS AND FRANKED DISTRIBUTIONS

O

Do franked dividends form part of the trust income?

Review definition of ‘income’ in the deed.

Some considerations if franked dividends are derived by the trust include:
e (Can franking credits be ‘distributed?

¢ Which beneficiaries can best utilise franking credits?

e Will the specific requirements of the tax law be satisfied?

Do capital gains form part of the trust income?
Review definition of ‘income’ in the trust deed.
Note: Capital gains and franked distributions can be ‘streamed’ where they are included in the net (taxable)

income of a trust. It is not necessary that there be an amount of trust income where the streaming provisions
are applied. It is however necessary for a ‘specific entitlement’ to be created by way of resolution.

O odgd

IS THERE TRUST INCOME?

If the trust income is nil, are there any steps which could be taken to appropriately classify other amounts
as income so that a distribution can occur (thereby avoiding the operation of s99A ITAA36 which taxes ‘net ]
income’ of the trust at the top marginal rate including Medicare levy).

ACCUMULATION OF INCOME

Does the trust deed allow income to be accumulated and, if so, are there circumstances which may warrant [
accumulating some or all of the income?

Accumulated income is typically assessed to the trust under s99A ITAA36; however, special rates may apply to

certain trusts (eg deceased estates under s99 ITAA36).

Note: The top marginal tax rate for 2014-15 income year (including the Medicare Levy of 2%) is 49%.

This rate applies for a three year period from 1 July 2014 due to the inclusion of the Temporary Budget Repair

Levy.
TRUST LOSSES
Does the trust have prior year losses and, if so, must they be recouped out of income? ]
o Will the trust satisfy the loss recoupment rules in Schedule 2F ITAA36? ]
The relevant tests that may require consideration (subject to trust type) include:
e the control test O
e the 50% stake test Ul
e the pattern of distributions test, and ]
e the income injection test. ]
Is it necessary for the trust to make a Family Trust Election (FTE) (see below)? L]
CORPORATE BENEFICIARY
e |f adistribution is made to a corporate beneficiary, will there be Division 7A implications? L]
Consider the implications of TR 2010/3 and PS LA 2010/4 (ie pre- and post-December 2009
unpaid present entitlements owed to a corporate beneficiaries).
e s it necessary to have certain unpaid present entitiements placed on a sub-trust arrangement? L]
e Are there any unpaid present entitiements in respect of prior years which have been formally [
converted into loans?
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TRUSTS (conr)

SMALL BUSINESS CGT CONCESSIONS

e How can distributions be made to maximise the benefit obtained from the small business [
CGT concessions?

e Are particular distributions required to ensure that:

= abeneficiary is a ‘controller’ of the trust, or ]
= a CGT concession stakeholder? ]
FAMILY TRUST
e Has a Family Trust Election (FTE) been made? Ol
e s an FTE required? L]

An FTE may be necessary for a trust for the following reasons:

e o provide a non-fixed trust (eg discretionary trust) with concessional treatment in recouping trust tax
losses. Certain trust loss tests do not apply or are modified (see Trust losses above)

e {o allow a non-fixed trust to apply a concession under the company loss recoupment rules so that a
relevant interest held by a family trust is taken to be owned by a single notional entity as an individual

e fo allow a non-fixed trust to satisfy the 45-day holding rule and be entitled to imputation credits when in
receipt of franked dividends, or

e o exclude from the trustee beneficiary reporting rules trusts that have made a FTE or interposed entity
election (IEE).

INTERIM DISTRIBUTIONS

Have interim distributions occurred during the year? Ol
If so, ensure that the year-end distribution resolution is appropriately worded to reflect the earlier distribution.
Tax File Number (TFN) of beneficiaries must be provided to the trustee.

Ensure that beneficiaries in receipt of a distribution for the first time have provided their TFN to the trustee by
the time of the distribution.

These rules apply to ‘closely held trusts’.

THE TRUSTEE DISTRIBUTES AN ASSET IN SPECIE TO SATISFY

A BENEFICIARY’S ENTITLEMENT TO INCOME OR CAPITAL

If the trust is registered for GST will a liability arise? (refer to GSTD 2009/1). ]
The GSTD considers that a supply by way of an in specie distribution of an asset that is applied in the

enterprise carried on by the discretionary trust is a supply made in the course or furtherance of that enterprise.
A GST liability would typically arise in these circumstances.

REIMBURSEMENT AGREEMENTS

Has the trustee considered whether there is a ‘reimbursement agreement’ under s100A ITAA36? U

Note: A reimbursement agreement generally involves making someone presently entitled to distributable
income of a trust in circumstances where both:

e someone else actually benefits from that income, and
e apurpose of a party to the agreement is to obtain a tax benefit.
The trustee may be assessed at the top marginal tax rate on that distributable income under s100A ITAA36.

Reimbursement agreements are a complex area of the tax law. For further information, refer to the Tax
Office’s guide entitled Trust taxation — reimbursement agreement available on its website.
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COMPANIES

DIVISION 7A

Is the taxpayer a ‘private company’ for tax purposes (see s103A ITAA36)? ]
PAYMENTS

Has the private company made a ‘payment’ to a shareholder (or an associate) during the income year? Ol

The meaning of ‘payment’ for Division 7A purposes also includes the provision of property for use by a
shareholder (or associate) (eg use of a holiday home) (see s109CA ITAA36). Certain exceptions apply.

LOANS

Has the private company made loans to a shareholder (or an associate) during the income year? L]
If so:

e Have complying s109N loan agreements been put in place by the lodgment date
(ie due date of lodgment of company tax return)?

OO

e Have minimum principal and interest payments been met for prior year s109N loans?

e Have unpaid present entitlements from a trust to a corporate beneficiary been appropriately dealt with
(see Corporate beneficiaries above)?

O

DEBT FORGIVENESS
Has the private company forgiven a debt owed by a shareholder (or an associate)? L]

Note: The commercial debt forgiveness rules would typically not apply to a debt forgiveness treated as a
dividend under Division 7A to the extent that dividend is included in the relevant entity’s assessable income.
The CDF rules may apply where some amount is not assessable.

REDUCTIONS AND EXCEPTIONS

Is the distributable surplus less than the deemed dividend amount?
The deemed dividend is limited to that amount.

Have the following payments been made:

e Payments of genuine debt?

e Payments of other companies?

e Payments that are otherwise assessable?

ooog o

e Certain liquidator's distributions?
These payments are not dividends.

Have the following loans been made:

e Loans to other companies?

e Loans that are otherwise assessable?

e Loans made in the ordinary course of business that are on commercial terms?
e (Certain liquidator's distributions?

e Loans to purchase shares or rights under an employee share scheme?

ooogodd

e Loans where undue hardship is caused?
These loans are not dividends.

OTHER INTEGRITY MEASURES

Have Division 7A integrity measures such as those related to interposed entity transactions
(s109XA ITAA36) and back-to-back loan arrangements (s109T ITAA36) been considered?

O
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COMPANIES (con)

DIVIDENDS
Has the application of s254T of the Corporations Act 2001 been considered in declaring

and payment of dividends (see TR 2012/5)? [
Have distribution statements for dividends paid been issued? ]
Have excess franking credits received by the company been converted into a tax loss? L]
FRANKING ACCOUNT
Has the taxpayer considered the following in respect of maintenance of its franking account
for the current year:
e Has the benchmark rule been appropriately applied in franking the dividend?
If not, has there been any over or under franking? Ol
* Have company tax instalments paid been credited at time of payment?
H tax instalments paid b dited at time of t? ]
e Have refunds of tax been debited to the franking account?
H funds of tax been debited to the franki t? L]
e Have distributions of franked dividends been debited at the time the distribution is made?
Have distributi f franked dividends been debited at the time the distribution is made? L]
¢ s there a franking debit at year end? If so, franking deficits tax may be payable and a n
franking account tax return may need to be lodged. A franking deficit offset is available.
e Has there been excessive over-franking (greater than 10%) that requires the H
franking deficit tax offset to be reduced by 30%?
COMPANY TAX LOSSES
If the company has prior year tax losses or wishes to recoup those tax losses:
¢ Have the conditions under the continuity of ownership test been satisfied for the relevant period? ]
¢ If not, is the company able to demonstrate that is satisfies the ‘same business test’ for the [

relevant testing times?
Note: The SBT is applied narrowly by the Tax Office (see tax ruling TR 1999/9 for comments).

RESEARCH AND DEVELOPMENT (R&D) TAX INCENTIVE
e s the company eligible for the R&D tax incentive for 2014-15? U

P IMPORTANT! With effect from 1 July 2014, a $100 million threshold applies to the R&D expenditure for which
companies can claim a concessional tax offset under the R&D Tax Incentive. For any R&D expenditure amounts above
$100 million, companies will still be able to claim a tax offset at the company tax rate.
The Government has announced its intention to change the rates of assistance to 43.5% and 38.5% respectively.
At time of writing, no legislation has been introduced to make this change.
¢ Have the relevant activities been registered with Ausindustry? Note that the application is due [
10 months after the end of a company’s income year (ie. 30 April 2015).
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CAPITAL GAINS TAX

GENERAL
e s the CGT asset acquired ‘pre-CGT’ (ie. acquired before 20 September 1985)?

e Consider whether Division 149 ITAA97 or CGT event K6 has possible application in n
stopping an asset from being a CGT asset.

(]

e Can a capital gain be deferred until the following income year? U
For example, it is possible to defer entering into a contract of sale until the following income year so that
CGT event A1 is triggered in that year instead?

e Are there any assets where a capital loss may be crystallised to be applied against capital gains derived n
earlier during the income year?
Beware of the application of TA 2008/7 which deals with the application the general anti-avoidance
provisions to ‘wash sale’ arrangements.

¢ Has the CGT asset been held for at least 12 months in order to access the general discount? Ol
This applies only to taxpayers who are individuals, trusts or superannuation funds.

Note: Non-resident taxpayers will no longer be entitled to the 50% discount on taxable Australian property,
such as real estate. Non-residents will still be entitled to a discount on capital gains accrued prior to 8
May 2012, provided they choose to value the asset as at that time.

¢ s there expenditure that can be included in the cost base (eg incidental costs — second element n
or certain interest costs — third element of cost base)?

e Have appropriate market valuations been obtained in working out capital proceeds n
where the transaction is not conducted at arm’s length?

e s the taxpayer entitled to any CGT roll-over in respect of the CGT event? (eg was the asset
compulsorily acquired? Was there a restructure from a sole proprietor to a company structure?) n
See Divisions 122 and 124 ITAA97. Also note proposed 2015-16 Federal Budget changes
which enable small businesses to change structures without adverse CGT implications.

¢ Have the rules in Division 128 ITAA97 been appropriately applied in respect of certain CGT assets n
following the death of an individual?
Note: As a general rule, a capital gain or loss in respect of an asset that devolves to the deceased’s legal
personal representative or passes to their beneficiary is disregarded. Special cost base and acquisition

rules apply.

SMALL BUSINESS CGT CONCESSIONS
Has a business CGT asset been disposed during the income year that has resulted in a capital gain? ]
If so, has the taxpayer satisfied the basic conditions for eligibility (eg maximum net asset value test)? ]
Note: Additional conditions apply if the CGT asset is an interest in a company or trust. A taxpayer may also
be eligible in respect of ‘passive’ assets that are used by a connected entity or an affiliate of the taxpayer in
carrying on a business.
Consider whether the taxpayer is eligible to apply the following concessions:
e the small business 15 year exemption U
e the small business 50% reduction Ol
e the small business retirement exemption, or L]
e the small business roll-over. U
Note: It is only necessary for the basic conditions to apply to access the 50% reduction and small business
roll-over. Additional requirements apply to the other two concessions — for example, the retirement exemption
requires that there be a ‘significant individual’ amongst other conditions.
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CAPITAL GAINS TAX (conm)

MAIN RESIDENCE EXEMPTION

e Has the individual disposed of a dwelling which is their ‘main residence’ during the income year? U

e Has a choice been made to apply the ‘absence rule’ to continue to treat the dwelling 0
as a main residence (s118-145 ITAA97)?
Note: The absence rule is limited to six years if the asset has been used to derive income.

e Has the ‘first used to produce income’ rule been applied to determine market value cost base 0
and a deemed acquisition date (s118-192)?

e Has the interaction between the ‘absence rule’ and ‘first used to produce income rule’ been considered? 0
See ATO ID 2003/1113.

e Has there been any use of the dwelling for income producing purposes that require 0
apportionment (s118-190)?

e Was the dwelling used as a main residence for only part of the ownership period (s118-185)? L]

e Does the four year rule’ apply in respect of the building, repair or renovation of the dwelling 0
to treat it as a main residence (s118-150 ITAA97)?

e Has there been a subdivision of land? If so, this does not constitute a CGT event. 0
However, the main residence exemption status of the subdivided block without the dwelling is typically lost.

Note: It is still necessary to disclose in the tax return that the CGT event had happened for the income year

notwithstanding that a capital gain may be fully disregarded.

SUPERANNUATION

SUPERANNUATION GUARANTEE CHARGE

Has the employer applied the correct superannuation guarantee rate? ]

From 1 July 2014, the superannuation guarantee rate increased from 9.25% to 9.5%. Note the change to the

schedule increasing the superannuation guarantee rate to 12% as outlined by Government in the 2014-15

Federal Budget.

CONTRIBUTIONS

Has the individual monitored their contributions caps to ensure that these have not been exceeded? ]

Note: Changes to excess contributions apply from the 2013-14 income year. Under the changes, individuals
can to elect to release an amount of excess concessional contributions from their superannuation interests.
Note that a charge also applies to ensure that taxpayers who have concessional contributions in excess of
their annual cap do not receive an advantage compared to taxpayers who have not exceeded their annual
cap.

CONCESSIONAL CONTRIBUTIONS CAP

Cap for those aged Cap for those aged
59 years or over 49 years or over
Income year = Amount of general cap on 30 June 2013 on 30 June 2014
2015-16 $30,000 $35,000 $35,000
2014-15 $30,000 $35,000 $35,000
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SUPERANNUATION (con)

NON-CONCESSIONAL CONTRIBUTIONS CAP

Income year Amount of cap
2015-16 $180,000
2014-15 $180,000
e Does the individual satisfy the “10% rule’ for the income year? Ul

Consider whether it would be beneficial to make a deductible personal contribution (again, beware of the
concessional contributions cap and note that a deduction is available when the contribution is received).

¢ Has the individual considered a superannuation salary sacrifice arrangement for 2015-167 ]
Note concessional contribution caps when making such contributions.

e s the taxpayer 64 years of age or under on 1 July of the financial year? O
If so, they can apply the ‘bring forward rule’ to make non-concessional contributions
of up to $540,000 over a three year period if this rule is triggered from 1 July 2015.

e s the individual eligible for superannuation co-contributions? Ul
This is subject to income testing. Note that for contributions made in the 2014-15 income year the
following will apply:
If your personal super contribution is:
$1,000 $800 $500 8200
And your income is: Your super co-contribution will be:
$34,488 or less $500 $400 $250 $100
$37,488 $400 $400 $250 $100
$40,488 $300 $300 $250 $100
$43,488 $200 $200 $200 $100
$46,488 $100 $100 $100 $100
$49,488 or more $0 $0 $0 $0
PAYMENTS
e Have the relevant caps been considered for lump sum payments 1
(low rate cap amounts and untaxed plan cap amount)?
e Has the taxpayer reached the correct preservation age? O
e Where relevant, has the correct tax been calculated on:
= superannuation lump sum, and L]
= superannuation income stream payments? L]
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