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INVESTORS

Important — This booklet is simply a collection of Newsflasharticles relevant to investors. The
articles are transferred from Newsflash into this lmoklet so it is best read from the back page forwals to

ensure you are reading the latest article on the foc first. Note that the information contained in this

booklet is not updated regularly so it is importantthat you seek professional advice before acting an
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Deductibility of interest
Interest on a loan is tax deductible whenniomey borrowed is used for income producing purposgase
J54 (1958) 9 TBRD established the principle thaérest is apportioned according to the ownershiphef
investment purchased. Accordingly, a couple aamowv money jointly for an investment that is heidust
one name. The whole amount of the interest attltdatto the investment will be deductible to thetrmer in
whose name the investment is held.

Refund of franking credits

On 229 March, 2001 the Treasurer made a Press Releas@{i§pdiscussing the deferral of many areas of
tax reform. He specifically stated that “refundseercess imputation credits will be available ug@sessment
for dividends paid from L July 2000”. So the refund of franking credits Ivépply to tax returns for this
financial year. This means that it may now behm interest of many people who, received dividendime, to
lodge a tax return even if their total taxable imeois under the threshold, because they may gdgtiad of the
imputation credits on the dividends.

How to pay off your home sooner

Make triple the repayments

This may sound a little extreme but it emphasizry dramatically the power of accelerating yourangpents.
For example $100,000 paid off over 25 years at &&8alts in a monthly repayment of $675.24 which tstal
amount repaid of $202,572! More than double héf $100,000 was repaid over 5 years at 6.5% treynepnts
would be less than 3 times as much, $1,957 perhmwith the total amount repaid over the 5 yearsiced to
$117,420. The best part of this strategy is thekbanly make $17,420 rather than $102,572, figtukband
enjoy your $85,152 saving over the next 20 years.

This strategy may sound extreme but if you are @ngocouple intending to have children and live o o
income for a while, why not start now and use ttieoincome to pay off the house. This will makeng a lot
easier when you have children. With interest rates$ deposits so low you could start early and owwur ywn
home completely by the time you are 25. This wiMegyou an excellent start in life to hit the grourunning
and win.

Dollar cost averaging

On average over a reasonable period of tirmevéthue of a diversified portfolio will increasd.he trick is
not to try and pick the market but just go for theerage, not too hard at all. Firstly you needvardified
portfolio. If you are buying direct shares thisvexy difficult to achieve as the minimum purchaskeany one
parcel of shares on the stock market is $500. aFmaller amount you can buy units in a managed Wrich
will combine all the other unit holders’ income goarchase a wide variety of shares. Generallyrtimmums
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of these funds are $500 up front and $100 per mioatlyou can stop these monthly payments at ang. tifrhe
idea of paying monthly is to further the averageffect. While the share market travels in an uplwar
direction it has many peaks and troughs. By pugicigashares on a monthly basis you ensure thaverage
you do not purchase at a peak or trough but ogé¢heral upward curve over a larger period of time.

By investing in a master fund you can switetveen high and low risk managed funds withoutyeatrd
exit fees. High risk funds should only be investeavith a long term goal in mind. Again the awgrg out of
their returns over a long period will usually produa better result.

Averaging is the key, the above strategy ayesan time, on a wide variety of shares and oida wariety
of purchase dates.

Let’'s take as a practical example the coupléHow to Pay Your Home of Sooner” above. Theydav
reached year 5 at 25 years of age and own their loome completely. All their friends are still magi
repayments of $675.24 per month, they are not. tWhhey placed this money each month into a madag
fund for the next 20 years? The performance woealdomewhere between the following, which is based
the performance of these funds over the past Sy@smuming on average it will continue.

Medium Risk Based on BT Wholesale Balance Retufgerage return of 12.14% over the last 5 years.
This performance over 20 years would result in $68D High Risk Based on Colonial First State Whalkes
Imputation. Average return of 26.4% over the Bstears. This performance over 20 years wouldlrésu
$5,659,106.

Pretty impressive to have such a large surasted and no debts by the time you are 45 yeaagef The
only time in their life that they borrowed moneyssaetween 20 and 25. Imagine the impact if theydveed
against their home to invest more. Note, thislwawlone on just an average income and the onlyttimelive
a little tighter than their friends in the sameipos was from 20 to 25 years of age when theydiwéf one
income and paid off their house with the otherisTi& what I call hitting the ground running.

Investment loans

Traditionally, interest is claimable only onl@an where the actual money borrowed is used ttjréc
produce income i.e. buy the income producing priyper

It is dangerous to use a line of credit facility @ rental property loan when you will be drawingds
back out to pay private expenses. Based on tmeiple that the interest on a loan is tax deduetiblthe
money was borrowed for income producing purpogesjriterest on a line of credit could easily becoroe-
deductible within 5 years. For example: A $100,084h used solely to purchase a rental properfinéaced
as a line of credit. To pay the loan off sooner lorrower deposits his or her monthly pay of $2,00o the
loan account and lives off his or her credit cardiolr has up to 55 days interest-free on purchasdse
Commissioner now considers there to be $98,000 gwim the rental property. In say 45 days when the
borrower withdraws $1,000 to pay off his or herditreard the loan will be for $99,000. However tlas extra
$1,000 was borrowed to pay a private expense,hdzctedit card, now 1/99 or 1% of the interestas tax
deductible.

The next time the borrower puts his or her $2,089 packet into the account the Commissioner deems
it to be paying only 1/99 off the non-deductibletpm i.e. at this point there is $96,020 owingtba house and
$980 owing for non-deductible purposes. When, @fsdater, the borrower takes another $1,000 opayothe
credit card, there will $96,020 owing on the hoasd $1,980 owing for non-deductible purposes so ooly
98% of the loan is deductible, etc, etc.

In addition to the loss of deductibility, the anoting fees for calculating the percentage dedlectib
could be high if there are frequent transactiongh® account. The ATO has released TR2000/2 which
confirms this and as it is just a confirmation loé faw it is retrospective.

To ensure deductibility and maximise the bengditsvided by a line of credit you will need an offse
account that provides you with $ for $ credit. 3heare two separate accounts — one a loan andhee &
cheque or savings account. Whenever the bank ehamu interest on the amount outstanding on yaam |
they look at the whole amount you owe the bankyoerr loan less any funds in the savings or chegaeunt.
This type of account is offered by several banks.

A loan setup incorrectly will lose all dedumlity within 5 years on average. If your loannst set up
correctly it is important that you act to changarimediately as every day erodes your interest clemiu The
man to talk to about this is Don Sutherland as idetstands what loans are appropriate, what loansmll
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qualify for and best of all his services dree. Contact our office or Don direct on his mobi&l@ 246 821.
Don can see you at our Ningi office or in your omome if you prefer.

Tax deductions for small investors

Contrary to claims made by many Investment Adsgisthe fee they charge for the initial drawingafpan
investment plan is not tax deductible. Only ongdiees for monitoring your portfolio are deductiblecording
to TD95/60.

Fees paid to a registered Tax Agent in regatdtation advice are always deductible under Sed&tn But
this does not include the preparation of an investrportfolio by a registered tax agent.

Travel expenses incurred in maintaining your fodd are deductible (IT39) but if there is alsopavate
motive the expense will need to be apportioned.is ThAn include meals when away from home overnight,
accommodation and transportation. If claiming lgss 5,000km for a motor vehicle, it is most likéhat the
kilometre method will give you the best deductioAll this requires is a detailed reasonable eseénudtthe
kilometres being claimed. But you must own the car

Investment magazines and papers such as theckahRsview are deductible providing there is nivge use
(Case T96). Less specific publications such asCiverier Mail are less likely to be deductible hesma it is
difficult to prove there is no private use.

Interest paid on a loan where the money borrowad used to buy an income producing investment is
deductible. It is a very strict condition that tin®ney borrowed must have been used to purchageame
producing asset. It is not acceptable to use gour funds for the purchase then take out a loaauss you
want your “own funds” back for a holiday etc. Sotvenks offer offset accounts to help you overcohie t
problem. But be careful to check that the offsetiollar for dollar, not 3% interest on your sawngffset
against 5% interest on your loan. ANZ One is atei&nt offset account. Borrowing costs are debtlecbver
the lesser of 5 years or the term of the loan.s Tigludes mortgage insurance when it is a corditicthe loan.

Bad habits

Did you know that, if, instead of consuminge tfollowing items over a 25 year period you invdstee
money on a monthly basis in a well diversified gttowortfolio you would achieve the following retgrplus
tax credits depending on the performance of thiéfqimr:

Bad Habit Avg 9% Avg 12%
20 packets of cigarettes per month @ $8 $181,000 $304,000
A monthly subscription to cable TV @ $45 5100 85,000
Buying your lunch on weekdays say 22 days per m@in

increased cost per day of $4 compared with bringifrgm home 99,000 167,000

It is the small but regular expenses thatlyeaist in the long run. Likewise a small but rkegunvestment
that compounds will really add up over time. luyexpect your working life to be 40 years and yoo'tlbuy
your lunch too often and invest the money instead gould have between $417,000 and $1,050,00@artd
of your working life. So by not buying your lun@md investing the money you could have over a omilli
dollars when you retire if your portfolio averageX/opa.

Tax minimisation schemes alert

The ATO is investigating these schemes. More m#dron is available on its web site:

ATO scheme investigation
The ATO has issued PS2001/15 which outlines thtufes of a scheme that would cause them to igasti
the scheme, these are:
1) Atrtificial and contrived arrangements with little wo underlying business activity.
2) A significant part of the return on investmenthe tarrangement stems from tax benefits.
3) Little or no risk.
4) The transfer of a tax benefit in a contrived fashio
5) Limited or non-recourse financing associated witbund-robin flow of funds.
6) Little cash outlay associated with borrowing ofdgrunder a capitalising debt facility.
7) The investor can exit the arrangement or it is vebup before a profit is generated.
8) Assets over valued resulting in inflated deductions
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9) Use of tax exempt entities such as charities todatuincome.

10) Use of tax haven countries.

This is a new segment for the lead up to tHB Btne when all the tax minimisation schemes stacbte
out. Each month we will check the ATO web site &dlist of the schemes the ATO is currently in\gesing
and publish them. This month the ATO has listetch@doan unit trust arrangements. Typically theseilad/
involve the family home being owned by a familystr@and rented back to the family. The property lfou
effectively be negatively geared by the family loaving to invest in the units of the trust. Thestrwould use
the proceeds from the sale of its units to buyféneily home. After paying all the expenses asdediavith the
home and claiming a deduction for depreciationtthst would distribute a profit to the unit holdexgainst
which they would be able to claim the interest lo@irt loan, which would be more than the incomeisTbss
can then be offset against other income, includiages income, of the family.

Please note, a scheme listed under theislerily being investigated by the ATO they mayl stdprove of
the scheme. On the other hand just because a scisert listed under the alert doesn’t mean theyeha
approved it. It is safer not to enter into anyesulk unless it has a product ruling from the ATO.

This month the ATO web site has list the falilog schemes it is currently investigating:

1) Arrangements to access superannuation before bb.example, you roll your superannuation over iato
self-managed fund which invests the money offslaoi@ then lends it back to you. There are consitiera
fees involved in this arrangement and you stillehvpay the interest on the money.

2) The movement of franking credits from one taxpageanother. There are considerable fees involved a
there are provisions in the Tax Act preventing thading of franking credits which may catch this
arrangement.

Please note a scheme listed under the alertlysbeing investigated by the ATO, they may siplprove of
the scheme. On the other hand, just because anscisa’t listed under the alert doesn’'t mean thayeh
approved it. It is safer not to enter into anyesulk unless it has a product ruling from the ATO.

Franking Credit Trading

Taxpayers are offered shares that are cum divigetidan option to sell them straight back to therpoter
once the dividend has been paid. Loans are alstable to cover the cost of the shares and adrdios fee is
charged (claimed to be tax deductible) to coverctgh portion of the dividend. The lender has robmif the
shares as security for the loan. The taxpayerdesithe dividend and the franking credit as inctwnehas a
corresponding deduction for the transaction feeffset the dividend. Therefore the only increaseaixable
income is the value of the franking credit andtdegayer gets the advantage of the full offsehat tredit.

Prepaid Service Warrants for Wealth Creation Seminars
More information is available owww.ato.gov.awnder Aggressive Tax Plan for investors, entitlecepaid
Service Warrants for Wealth Creation Seminars

A taxpayer creates a loss for the current yearrepaying for service warrants that are redeematl¢hie
provision of financial and wealth creation seminarsrefundable if not used. Further, the prepaymen
financed by a loan from the service provider.h# tvarrants are cashed in for a refund in the fireamcial year
they are assessable income but this is a methgdifbing income from one year to the next. Toulkilise
this scheme you cannot be in business — refer pnegat rules in Newsflash 37 and the expense must be
incurred in respect of investment income otherviddasion 35 could prevent loss from being offsetiagt
other income.

If the service warrants are cashed in | fael ATO would have very little trouble applying P& as it

would become nothing but an artificial arrangement.

Investors making PAYG instalments

Many investors who know they will have to gay on their investment income that also have wagssne
have asked their employer to take more tax ouhe@i fpay packet to cover themselves against aithatlihe
end of the year. This worked well under provisidaa but will not work at all under the new PAY&gime.

Section 45-340 of the Tax Administration Aetjuires the ATO, when calculating how much tax yoll
pay on your wages, to look at the wages you eamd#tk previous year and work out how much tax \adag
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payable on that figure. There is no provisionha talculation to take into account the fact yoa making
extra payments in your pay nor is there any waygauhave that taken into account.

What is happening this year is that taxpapesge been paying the tax all year in their wagekvemen they
make their annual PAYG installment about this tiofigrear they are paying the tax again. When thetheir
income tax return they will get the extra paymeatkoas a tax refund but in the meantime things beatyght.

The best remedy is to stop your employer @khre extra tax out and put it aside for next yeannual
PAYG installment. If you really can’t afford theoable tax payment this year you will have to vaoury
PAYG installment. This can be achieved by ringthg ATO on 132861. But be careful, if you are byt
more than 10% you will be fined.

Sold your business or investment but still have aabt?

Two recent cases (Namely Jones 2002 ATC 4185a&n 99 ATC 4600) opened the door for interedbeo
claimed on a loan after the business or investnteatated to ceased to be owned by the taxpakeoviding
you use the proceeds of the sale of a businesalhitsl assets or the sale of the investment togiag loan in
relation to it, any further amounts are outstandiniy) continue to be tax deductible. The deduditipistatus
will be compromised if the loan is acted upon ipway that is seen to preserve it beyond reasort. it Bsi ok
to refinance the loan into repayments you can dftwrin order to secure a lower interest rate.

Now, you may have realised that division 36n(rtommercial businesses) may effectively quarantms
deduction anyway but, the ATO web site states dlsahe business has ceased and Division 35 onliegp
businesses, it will not prevent this ongoing deructAs the business has ceased the interest sheutthimed
at D13 rather than in a business schedule. Notesibn 35 does not apply to loans for rental pripsrand
shares if they are not considered to be a business.

Reader’s question — Claiming interest on a loss

A reader has sold an investment propertydss than the amount he borrowed. He wants to kihbevcan
still continue to claim the interest on the balantéhe loan. The ATO has lost a few cases inrdggrd lately
so there is a good chance that the reader willifgual a tax deduction. The ATO states the camntta this in
TR 2000/17 but in light of FC of T v Jones, 20024135 and FC of T v Brown, 1999 ATC 4600 thislwil
have to be withdrawn. TD 95/27 has already beeenal®d as the ATO recognizes that an employee @sing
car for work purposes that sells for less tharotiistanding loan can continue to claim the interest

Everything you can do to bring yourself intoel with the positive points of the cases mentioabdve
should be done. Some of the relevant facts thatnyay be in a position to do something about are:

1) All the proceeds of the sale should be used toyrapanuch of the loan as possible.

2) Endeavor to appear to be unable to repay the lman b6ther assets other than the family home. Titag
mean as a couple if only one member owned the propeld at a loss the other member should hold any
further investments.

3) Don't refinance the loan to extend its term or @age the interest rate. You must appear to be ddiithat
is possible to eliminate the loan. So refinandmgeduce the interest rate is ok. On the othadhfyou
have to change the loan from principle and inteteshterest only because that is the only way gan
afford the repayments you may be able to justifgnging the loan.

4) If the loan is already fixed at the time the inwesht is sold, then you have an argument that yoildaot
pay it out. This is a factor to consider if yoe aefinancing before the sale.

The above also applies if the investment was sharédsa business was sold for less than what isgwn it.

In the case of a business the ATO has issuedenstat that division 35 cannot work to quarantireittierest

in these circumstances as the taxpayer is no langeusiness. Division 35 is discussed in our Misoeous

Small Business booklet. But all you really needkitmw is that Division 35 will not stop you claimirtge

interest.

Secret plans and clever tricks

The rebate for making super contributionsyfmar spouse is $540 if you contribute $3,000, g your
spouse’s assessabt®f taxable) income is under $10,000 (shading promisipply after that). If your spouse
is retired from the workforce and over 55 yeara@é, he or she will be entitled to draw all thatnep straight
back out. Effectively netting you an 18% returnamovernight investment. Note if your spouse inager
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held paid employment they will have to wait untiéy are 65 years of age. Spouse super contrilsutiem only
be made until the spouse reaches 65 years of &lge.rebate is only available to offset tax so ifiytaxable
income is too low to pay tax this will not benefdu.

Non resident with Australian investments

It is a lot easier to become a non residentdgation purposes than it is for immigration pases. If a non
resident has a rental property in Australia theysiill subject to Australian tax at non residextes on it. If the
property makes a loss these losses can be caonedrfl and offset against future Australian inconeorder
to carry these losses forward an Australian inctareeturn must be lodged for each year.

The carried forward losses described aboveethgced by any exempt income received (sectioh(@@ut
section 36-20 states that this does not includenmecmade exempt by Section 128B - refer next papdgr

If a non resident has interest, dividend gafty income with an Australian source it will orthg subject to
Australian withholding tax and as a result willdéecluded from an Australian income tax return. Nditedend
withholding tax rates are 30% for residents of ¢oas with no double tax agreement and 15% for tiees
with a double tax agreement but if the dividendramked the withholding tax rate is effectively aeBection
128B.

Note if you are a non resident there is nmpoi negatively gearing any interest, dividendsrayalties
(other than considerations unique to your counfryesidence) as the withholding tax is calculatedyour
income before deductions and these deductions waatidbe claimable in your Australian tax returnsttaes
corresponding income is excluded under 128B scetweyuld be no link of cost of earning income under
section 8(1) of the 1997 Act. A non-resident magodbe liable for tax on a capital gain arising franCGT
event that occurs in relation to an asset thatasriected with Australia”, even if the gain does$ mave an
Australian source. But shares in an Australianlipidompany or units in an Australian public trugtere your
controlling interest is less than 10% are not sttiii@ CGT in Australia as they are not includedhia definition
of "connected with Australia”.

Becoming a non resident of Australia for tax purposs

IT 2650 examines the relevant factors in dep&enerally if a person leaves Australia for mibran two
years and sets up a home in another country thityogviconsidered not to be a resident of Austridratax
purposes right from the time they leave Australidlote it is possible to become a resident of mbam one
country at the same time.

Upon becoming a non resident of Australia IT?¥Asection 104-160 deems a capital gains tax ¢odmdve
occurred. This is that you are considered to hdisposed of all your assets that @@ "connected with
Australia” and acquired after %Beptember, 1985, at their market value. Accotgingou will be subject to
capital gains tax on any increase in value over ttest base. The following is a list of assetsriltected with
Australia™:

1. Land, buildings and structures in Australia

2. Aninterest or right in land in Australia

3. A strata title flat or home unit

4. A share in a company that owns 1, 2 or 3 abovegares the shareholder the right to occupy.

5. An asset that has been used by its owner at argytbnoarry on business through a permanent
establishment in Australia.

6. A share in a private company that was a resideAustralia when the share was sold.

7. Aninterest in a trust that was a resident of Aalgtirwhen the interest was sold.

8. A share in public company that was a resident oftralia when the share was sold and the

non resident and associates had control over nhare 10% of the shares at any time during
the last 5 years.

9. An unit in a unit trust that was a resident of Aaka when the unit was sold and the non
resident and associates had control over morel@@nof the units at any time during the last
5 years.

10. An option or right to acquire any of the above.

11.Various provisions associated with rollover relief.
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But Section 104-165(2) gives you the optidnigmoring the capital gain accrued when you letve
country but this will effectively mean you are tdxen any gain while you are a non resident. Th#&ng
offered by Section 104-165(2) are:

1. Defer the CGT and pay it when the asset is soldhmutax will be on the gain over the whole period
up to the sale including when a non resident.

or

2. Defer the CGT on the basis you will be returninghtestralian Residency before you sell it but when
you do sell there will be no exemption for the gaiade while you were a non resident.

So the choice is pay the tax when you leavekenfree of Australian tax on any gain you makdéend non
resident or defer the tax but widen the periodroétyou are exposed to Australian capital gains tax

As your home will be an asset "connected Witistralia" you will not be deemed to have disposégiour
home by 104-160 if you decide to keep a home intralia to return to and go overseas for longer thaears
and lose your residency for tax purposes. But yote will have to elect for it to be your main msnce
otherwise section 118-192 deems there to be a shspmyway, if it is first rented out after"2@ugust 1996.
If you elect for it to be your main residence bemtrit out during you absence the exemption wilydast 6
years unless you move back in again. You will dy#ébr another 6 years each time you move backlirit is
not rented out the exemption from CGT is unlimiteglection 118-145. Note the disposal deemed hyyosec
118-192 does not trigger a capital gain if the leobiad always been your main resident during the tmou
owned it but it will start the clock ticking on aggin from that date forward.

You may also have trouble if you are the #asdf your self managed superannuation fund asriiseee
needs to be a resident.

Interest, dividends and rent when overseas

This all revolves around whether you are &esg of Australia for tax purposes. Note you banworking
overseas and being taxed on the wages you ednaticduntry by that country. But if you are stilfesident of
Australia for tax purposes Australia gets to taxrymterest, Royalties, Dividends and Rent fromveimgre in
the world. It is only your wages earned overseakthat meet the requirements of 23AG i.e. 91 deys,
that are exempt in Australia. The interest onderseas bank account, that your overseas wagedsro, is
taxable in Australia even if the wage isn't. Wheethou are a resident of Australia for tax purpesa question
of fact but a big deciding factor is whether yowdégone overseas for a period of less than 2 years.

If you are not considered a resident of Auistrfor tax purposes then you are not taxed by ralist (other
than withholding tax) on your interest, royaltydividend income that has a source in Australiayout are still
taxed in Australia on your rental income if thepeady is in Australia.

Note if you make a capital gain on an assehtiected with Australia” you are subject to taxtiwet gain in
Australia whether you are a resident or not.

Non residents and Capital Gains Tax

Non residents are subject to tax on capitedsyamade on assets that are "connected” with AisiBAA97
Section 136-10 if the assets were acquired afterSe&ptember, 1985. But if the Australian assetsateally
owned by a non resident company the capital garswill not apply. Note the Ralph Review suggested
closing this loophole. To be "connected with Aab&" (section 136-25) the asset must be:

1) Land, buildings and structures in Australia

2) An interest or right in land in Australia

3) A strata title flat or home unit

4) A share in a company that owns 1, 2 or 3 alamekgives the shareholder the right to occupy.

5) An asset that has been used by its owner atiraeyto carry on business through a permanenbkstanent
in Australia.

6) A share in a private company that was a resioAustralia when the share was sold.

7) An interest in a trust that was a resident o$thalia when the interest was sold.
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8) A share in public company that was a residédtustralia when the share was sold and the nadersand
associates had control over more than 10% of theestat any time during the last 5 years.
9) An unit in an unit trust that was a residentAnistralia when the unit was sold and the non esgicnd
associates had control over more than 10% of niite wat any time during the last 5 years.
10) An option or right to acquire any of the above
11) Various provisions associated with rollovdiefe
Accordingly, a non resident will not be sulje¢o capital gains made on shares in Australiablipu
companies or trust if they control less than 1@at will be subject to CGT on the sale of a houskame unit
unless they are utilising the exemption availalidar section 118- 145 because they have lived in it
Note some double tax agreements can contrdmicibove and if so the double tax agreement ithsrity
over Australian tax law.
A non resident is entitled to the 50% capgiains tax discount if they have held the assetrfore than 12
months.

Residents of Australia with overseas investments

Note this also covers Australian Residentstéar purposes that are overseas at the time, éwbeyi are
working temporarily overseas and even if their veaigeome is exempt under section 23AG.
Dividend Royalty and Interest Income from Investmens Overseas -Under our double tax agreements this
should be subject to withholding tax in the couritrig earned. Nevertheless, the full amount yauehearned
before the withholding tax was deducted shouldrimduded in your Australian tax return as foreigname
with the withholding tax shown as foreign tax ctedi
Rental Properties —If your net rent income is taxed in the countrg groperty is located in you are entitled to
a foreign tax credit for any tax paid. Your nettrexcome is determined according to Australian ltax and
included as foreign income in your Australian taturn. Section 43 depreciation is available foitdings,
alterations etc which began aftef2ugust, 1990 section 43-20(1) or'?Bebruary, 1992 section 43-20(2).

The foreign tax credit can only be used teetftax payable in Australia on foreign incomehatt tparticular
class but unused tax credits can be carried fonaatdused to cover future foreign income of theesafass.
Interest income is in a different class to othesspae incomes.

There is no point in negatively gearing any seas investments (other than considerations urimulee
country you have invested in) unless you have dtireign income of the same class to offset the &gminst.

Residents of Australia will be subject to ¢apgains tax on any assets acquired aftél 38ptember, 1985
unless the applicable double tax agreement spaltyfiexcludes this. The 50% discount is availabthe asset
is held for more than 12 months. For the purpa$dke tax return this amount is recorded as chgéens not
foreign income. A capital loss is not quarantiasdoreign income is, a foreign capital loss caly be offset
against capital gains but they can be Australiafor@ign. Capital losses have special offset rubdsr IT2562.
In short this allows foreign capital losses to lifsai against Australian capital gains first thuaximizing any
other foreign capital gain and so maximising thearfunity to utilise the foreign tax credits froimetforeign
capital gain. If you are entitled to a credit foreign tax on your capital gain your tax returrilweed to be
lodged manually with a note detailing this as theneo facility within a normal tax return to redahe credit.

Australian residents and foreign losses

Foreign losses that cannot be offset agaorsign income in the year incurred can be carreeddrd and
deducted against foreign income of the same ciafigure years. The four classes are interesiecgpassive
income that is not interest, offshore banking ineand all other assessable foreign income.

A capital loss is not quarantined as foreigrome is, a foreign capital loss can only be oféggtinst capital
gains but they can be Australian or foreign. Capitsses have special offset rules refer IT2562.sHort this
allows foreign capital losses to be offset agasttralian capital gains first thus maximizing astier foreign
capital gain and so maximising the opportunitytibse the foreign tax credits from the foreign tapgain.

Unlike other partnership losses that are aatmally transferred to the individual partner, dign losses
made by a partnership are quarantined to be dfganst only foreign income of the same class ealyed by
the partnership (TD 92/113).
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If you are offsetting a foreign loss agairsieign income you are only permitted a tax creatitthe amount
of foreign tax that would have been payable onnéeamount. But this is not the case with Capdates
which have special offset rules refer IT2562.

Overseas summary

Non resident for tax purposes:
1) Subject to normal income tax at non residetdsr@n wages earned in Australia and investmerminec
earned in Australia that is not subject to withlmdtax or imputation credits.
2) Subject to capital gains tax on gains madesseta "connected with Australia”
3) If an Australian resident becomes a non resittey have 3 choices as to how they deal withr thgsets
that are not "connected with Australia” and werguired after 18 September 1985.
a) Deemed them to have been disposed of when #daese land pay the CGT. As a result no
Australian CGT will be payable on any gains whileam resident
b) Defer the CGT and pay it when the asset is batdhe tax will be on the gain over the whole
period up to the sale including when a non resident
c) Defer the CGT on the basis you will be retugnio Australian Residency before you sell it but
when you do sell there will be no exemption for ¢giaén made while you were a non resident.

Residents for tax purposes that are overseas:
1) Under certain conditions overseas employmertdrnre exempt from tax in Australia but taken intocamt
in determining tax bracket.
2) Subject to normal income tax at resident ratesnterest, royalties, dividends and rental incoraematter
where in the world it was earn. But entitled toredit for any foreign tax paid.
3) Subject to capital gains tax on any gains n@dany assets anywhere in the world. But entiibed credit
for any foreign tax paid.
Note: All of the above is written for the small investaot companies or trusts and there are more complex
rules if you have a significant investment in aefgn entity.

Warning when settling property on divorce

The following only applies if the assets sgbj® the settlement belong to a company. It isoaible
combination of Div 7A and the CGT roll over reljgfovisions. Section 126-5 applies rollover reifghere is
a court order or section 87 maintenance agreenmelgruhe Family Law Act, corresponding foreign fntaw
or a state or territory or foreign law relating defacto marriage breakdowns. This is not an optiohan
unavoidable consequence unless you transfer tipegpyobefore the court order.

The transfer of the asset out of the compatythe hands of the spouse may create a debiloaunt and
if the transferee spouse is a shareholder, or etoary ex spouse of a shareholder so consideressagiate of a
shareholder of the company division 7A would thpplg. A dividend would be deemed to have been paid
the extent of the loan or the undistributed profisld by the company (note the legislation spegifie
undistributed surplus which has a much wider magattian profits but | am trying to keep this simple)

The gravity of the ramifications varies depagdow the company originally got its funds toasv. If the
original investment was made by the shareholdeaasihg the company the money then there may stilh be
credit loan account to offset at least part of diebit loan account created by the transfer of #se=ta How
much is offset depends on whether all the asseggnally purchased are transferred out. If thegioil
investment was funded by buying a large numberhafes in the company there would not be a credn lo
account to offset and this is where there is miéedyl to be a large deemed dividend.

A deemed dividend under Division 7A cannotfi@mked with imputation credits for the tax the gany
has already paid on the undistributed profits. 8ckéep the example simple lets say there was $70 ir
undistributed profits and the transfer of the propt a spouse who was also a shareholder creatietit loan
account of at least that much. Because the uimisdd profits are less than the debit loan acctumdeemed
dividend is only the amount of the undistributedfits. To have that $70 in undistributed proftie tompany
must have earned $100 and paid $30 in tax. Thendeemed dividend to a shareholder in the maxir@m
bracket the $70 would attract another $33.95 in t8& the original $100 would have incurred $63&x. In
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reality this means you probably have had to se@ldbset to pay your tax bill and only got closéat of the
property settlement that the courts credited yah.wi

Some relief may be gained by declaring a @rdl that reduces the undistributed profits to ze#dl
shareholders of the same class must receive the dismdend.

There is much more than this. Section 12@d&ls with how the cost base of the company stearésany
loans to the company are affected. Further therg beaFBT concerns if either of the spouses haven bee
employees of the company, for example having to ipégrest on the debit loan account created by this
nightmare. The legislation leaves more questioas thanswers and unfortunately has not yet besteden the
courts.

| apologize that | have not been able to petabove into my usual user friendly form as iaisomplex
issue with problems specific to the facts of eagbec | have printed this article because all ft@engoroperty
settlements do not take the tax ramifications atoount and as a result one party can be conslgexaiose
off than they expected. The main message | waget@across, is, that if you are settling propénmgt is held
within a company make sure a tax specialist is Iwea in the decision and refer them to the sectiunsted
above. Secondly think twice about investing thfoagcompany. If you are just doing it for the lovax
bracket a self managed superannuation fund maybwdly to go - though they have their own set oblenms
which will be addressed in a future edition.

Capital protected loans - ATO Loses - Govt changdaw

In Firth v Commissioner of Taxation the cowted that additional interest charged on a loatabse of the
loans capital protection features was still dedilietas interest. The ATO argued that protectirmguihderlying
investment was a capital cost and only part ofitterest was tax deductible. The ATO was refusedé to
appeal to the High Court. So now the Governmelfitahiange the law to ensure that only part of titeriest
will be deductible. This is not law yet but thev@mment has announced it will apply retrospecyivelloans,
that incorporate capital protection, entered imaoafter 9.30am 16April, 2003.

An example of a loan, that the above wouldapp is a limited recourse loan facility usedporchase an
investment but the investor would have the choicgivaing the investment to the lender in full sédigion of
the outstanding balance of the loan regardlesseo€tirrent value of the investment.

The ATO in the past has issued product rulsagsng that the capital protection portion of ihierest is not
deductible. It would appear that those rulings may be binding on arrangements made before 9.3
April, 2003.

The 50% CGT discount

As you are probably aware you need to hold anproperty for over 12 months from the date ghisig the
agreement to purchase to the date of signing treeatent to sell in order to qualify for the 50% C@3count.
Some clients have been making a very quick gaiproperties and are impatient to sell in case pifiakks The
choice is sell now and lose a lot of the profitar or hold on and take a risk on future pricdsom the buyers
point of view they are probably more concerned getes will continue to escalate but are not mh to start
paying interest on the loan. In fact the chandeéxta contract at today's prices but not haveay gnything for
several months could be very attractive to sometsuy

ATO ruling TD 16 states - If an option is giedi the date of the acquisition for the buyer dedselling date
for the vendor, is the date of the exercise ofoigon.

Of course an option gives a purchaser theadahavoiding entering into the contract to buy pimoperty so
you must charge a large enough amount for the mpdi@nsure that the purchaser will exercise drdfie date
you specify.

How franking credits affect investment yield

When you are considering the rate of divideeirn you receive on an investment the frankingdits
should be taken into account. For example asswueyrchased shares in A Limited for $100,000 \ilikh
expectation that the cash dividend you would rex@rould be 5.5% and you borrowed the $100,000566.
Don’t assume that you would have to top up an @steonly loan for the other 1% over and above wyioat
receive in dividends. If the dividends are fulipriked the whole arrangement will be cash flow thasiafter
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you have completed your tax return. Lets assumeaye in the 31.5% tax bracket. The dividend wdug
$5,500 in cash plus $2,357 in franking credits.uiiax calculation would be as follows:

Assessable Income $7,857

Less Interest _ 6,500

Taxable Income $1,357 x 31.5% tax =$ 427
Less Franking Credits 2,357
Tax Refund 1,930

If you are getting a 5.5% cash dividend rettirat is also fully franked you are really gettiagr.857%
return before tax.

Arranging to make interest payments in advance

Investors who pay the bank next year's intetefore 3 June, 2004 can claim the amount as a tax
deduction this financial year.

The deductibility of prepaid interest, paid &y individual taxpayer in respect of a rental grty for a
period not exceeding 12 months is not subject &xigptiming rules under section 82 KZM of the ITAR36
according to ID2002/939.

Taxpayers who have a loan for a rental prgpertshares can make up to 12 months interest patgnie
advance and qualify for a tax deduction at the tiheerepayments are made. Be careful that the Adi@ot
argue that it was really a repayment of capitalak®isure the arrangement with the bank is thapdyenent is
interest. Simply putting the money into the loanaunt will not work as the bank will treat thataasepayment
of capital. You must not make an advance paymanafperiod in excess of 12 months or the wholewaro
will only be able to be claimed in the period timéerest is applicable to not when paid. Busineskesot
qualify for this concession unless they elect tteerthe simplified tax system. If your businessnsthe
simplified tax system you may want to consider mgki2 months lease payments in advance also.

As this arrangement is only moving tax deductionsrbm next year into this year it could work against
you if you are in a higher tax bracket next year tlan this year.

Stop press — Link, split loans case decided

Hart's case, as it is called, was handed dbwthe High Court on Thursday 2May. It was decided in
favour of the ATO. Interestingly, the Judges wontat address the issue of whether capitaliseddsteras
deductible as they decided it was unnecessary &odis the arrangement was caught by Part IVA ydézss.
The basis for the arrangement being caught by IFartwas that the product put together by the baakl
dominant purpose of a tax benefit. This seems daough considering the way these arrangements wer
marketed back then.

In our Claimable Loans Booklet there is a flilcussion of this case and future strategies.

Children’s investment income

Last month the ATO released a fact sheet on dealiitiy Children’s investment income. It is very
important to know the ATO’s policy on this one besa the law is such that parents or grandpareets ar
technically liable for the tax on their childrenisrestment income if they are trustee. In mosesabey are
trustee because the children being under 18 aralloated to hold shares in their own name.

Accordingly, the parents can only rely on the AT@igsdelines as to when they will not exercise tladisolute
power to tax the parents.

Children are taxed on any passive income §446 though they do qualify for the $235 low incorabate
to offset some of that tax. When their passive@ine exceeds $416 but is less than $1,446 it isitak€6%.
Any further income the child has over $1,445 iethat 47%.

Note there are concessions for income fromrthestment of an inheritance, compensation etc.

Considering the hefty tax rate applied to dleifds passive income it might be more importanfinid out
how to arrange your affairs so that the parertiesane taxed on the children’s income anyway.

The fact sheet is in regards to shares andtdiigsstates that the person, who controls thereshand
proceeds, is the person who should pay tax on tHémif the proceeds of the shares are held focliid then
the child pays the tax and must lodge a tax refutmeir passive income exceeds $772 if there aréranking
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credits or $416 if there are franking credits. ax treturn will also need to be lodged if TFN tas lmeen
withheld. If there are franking credits on thergisaand the child’s income is under $416 they aanpdete an
application for a refund of franking credit fornthiar than lodge a tax return.

The ATO'’s opinion as to who is taxed on bankoamt interest can be found in 1T2486. Which exsesi
where the money in the account came from and whétleeparent uses the money. This is basicallys#mee
as the fact sheet on shares. Children with onlgrést income need to lodge a tax return if theoome
exceeds $772 or they have had TFN tax withheld.

Note both the fact sheet and the ruling makdetr that the more money in the account the riked/ they
are to consider it the property of the parent.

Gearing — don't forget the franking credit

The objective of negative gearing is to runravestment at a loss by the expenses associathdtwuch as
interest exceeding the income, while you are ingh kax bracket. During this time the investmembdd be
increasing in value but you do not sell until yoa an a lower tax bracket. The 50% CGT discousb ahakes
capital growth more attractive than income.

The trouble is some people investing in shares managed funds are not doing their sums rigbause
they forget that the franking credit is taxable n&mlly if the investment is negatively gearechib@dd be held
in the name of the high income earner but if ipasitively geared it should be held in the namehef low
income earner. Another factor to consider is thtte negatively gearing is not that great, inlatmay soon
see it become positively geared, if all goes wdlln the other hand there is the possibility of iesé rates
increasing but you would not expect this to berasigas inflation. If the investment becomes padif geared
you are going to wish you purchased the investmenhe low income earner's name but cannot transfer
across without incurring a capital gains tax billhis scenario is not just a possible outcome betdutcome
you are investing with the intention of achievisg, do not be short sighted when deciding whose rthme
investment should be in. You can’t blame the ayershareholder for misunderstanding as the radévafend
return quoted always ignores the franking credibest you hear plus tax credits.

Crunching the numbers for $1,000 worth of fiesly geared shares that pay a fully franked dividi
borrowing 100% of the purchase price:

Dividend @ 5% $50.00 Plus Franking Credit (Divid&70x30) $21.40 Equals $71.40 Assessable Incoree Le

Deduction for Interest of $1,000 x 7% ___M.0
Taxable Income $1.40
Owner Taxed at 48.5% Owner Taxed &%1
Tax Calculation 1.40 x 48.5% .68  Tax Calculation 1.40 x 31.5% 44
Less Franking Credit _21.40 Less Franking Credit _21.40
Tax Refund 20.72 Tax Refund 20.96

On the other hand if the shares are nedgtgeared because they are only producing a 4%retu
Dividend @ 4% $40.00 Plus Franking Credit (Bend/70x30) $17.14 Equals $57.14 Assessable lacom

Less Deduction for Interest of $1,000 x 7% 70.00

Tax Loss to Offset against other income 12.86
Owner Taxed at 48.5% Owner Taxed at®1.5
Tax Calculation 12.86 x 48.5% 6.24 Tax Calculation 12.86 x 31.5% 4.05
Plus Franking Credit __W.1 Plus Franking Credit _17.14
Tax Refund 23.38 Tax Refund 21.19

While the rate of return on the share pricéhattime might not change, inflation should inse#he return
in relation to the original amount borrowed. Sthié investment is positively or slightly negativeleared but
the dividends are expected to increase and theskall be held for a long time it is better to thdhe shares in
the name of the low income earner. This will dedhelpful when realising a capital gain.

Reader’s question — Travel to AGM
An investor can claim the costs associateth wavel to an AGM. Including meals, accommodatiain
fares, and motor vehicle expenses. This is verifigthe ATO in ID 2002/948 but with the condititivat if the
costs exceeded the dividend income the motive wbelduestioned and apportionment of the expensgbana
necessary unless it is clear that the sole purpbtfe travel is in regard to the AGM.
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Capital Gains Tax and shares or managed funds

While capital gains tax (CGT) is not a deatk, it does impose a huge headache on the bemefgcatf your
estate to find necessary information when you atearound to help them. The transfer of your asgeyour
heirs will not trigger CGT but when your heirs eually sell the assets they need a cost base ier aaod
calculate any CGT payable. The ATO can fine thiethay do not have the appropriate records and toeld
end up paying a lot more tax than necessary.

To keep it simple!! | will just consider thests base for shares and units in managed funlgs.cdst base is
the original purchase price plus any reinvestmeftslividends or distributions, brokerage fees anitial
financial advice costs less tax deferred distrdmgi or returns of capital. The capital gain orslis the
difference between the cost base and the sellileg.pit is helpful if you record the number of tsnor shares
as any discrepancy between this total and the fyaaid will detect an error in the records. Domntation
explaining any tax free distributions should betksgfe as they may also effect the cost baseoufhave sold
some of the parcel, your records should show hexdst base was calculated as this is relevargtasrdining
the cost base of the remaining shares or unitsnylrexperience you cannot always rely on your forahager
to keep for you the information you need to calmulgour cost base. If the fund has been taken theer
relevant records may no longer be available. Timel$§ are under no obligation to provide this infation. It
is the owner of the asset, namely you or your htie is required to keep the records necessargltuolate the
cost base and liable for a fine from the ATO.

If the thought of having to dig up this infeation gives you the horrors imagine how diffiatikvill be for
your heirs

So what can you do to leave your estate odgwder? Firstly acquire a big box and then stado what |
have been planning to do over the last 10 yeactude in this box a folder for each investment aarnhg all
correspondence. Just because some of the informptavided on the taxation statement each yeabbkas
included in that year’s tax return does not meat th the end of it. Keep all statements and exttayg
information, even if the fund claims the distrilmutiis tax free.

Tax minimisation between spouses

Before entering into an arrangement that affelst shifts income from one partner to the othedeciding
whose name in which to buy an income producingtas$eck the need for this considering the new tax
brackets. This includes arrangements like thdikitussed above.

The way for a couple to minimise their ovetal is to arrange their affairs so that they arth bin the same
tax bracket. They do not need to have the sanablaxncome. Their combined tax bill will not béihé&om
any income shifting arrangement if they are alremdthe same tax bracket. Even if one is at tlgér end
and the other the lower end.

By the 2007 financial year the government eigpéhat only 2% of the population will be in theximum
tax bracket due to the new tax rates. The 31.58¢Ket is so wide that a taxpayer only working piarte may
well be in the same bracket as his or her spouseiswvorking full time.

For example

2007:

Between $25,001 and $75,000 in taxable income yilypay a marginal rate of 31.5%
Between $75,001 and $150,000 in taxable incomenjtbpay a marginal rate of 41.5%

Note the above does not take into account the low ircoabate of $600 which starts to shade out after
$25,000 in taxable income. You need to have gonkimte the next bracket above your low income sou
before any tax arrangement that shifts incomedmtis worth your while.

Superannuation co contribution

Assessable income not taxable income datesnwhether you are entitled to the co contributio
Assessable income generally means your incomeéé&ardeductions. In the case of a sole tradsrrti@ans
the turnover of the business or for a sole rentapgty owner gross rent is included in assessalsieme
without tax deductions. On the other hand if thsibess is a partnership or the rental propergwised by
more than 1 person then it is only your share ef et profit that is included in your assessabt®nme.
Though a loss cannot reduce assessable inconst ligs zero effect. Note even though a jointiyedvrental
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property does not require a partnership returnetdolged we recommend that you do this so thatAth®
computer will automatically treat your data corhectAny person jointly in receipt of income is él&d to
lodge a partnership tax return. This does notgpgly to rental properties, jointly owned shared anits in a
unit trust also qualify.

Examples of Co Contribution entitlementgafi contribute $1,000 from after tax dollars:

Assessable income of: receive from the Government:
$28,000 or less $1,500

$30,000 $1,400

$40,000 $ 900

$50,000 $ 400

$58,000 $ 0

Losing interest deductibility

Imagine how you would feel if you borrowed $1@00 to invest in shares. Then when it came tiondat
your tax return your Accountant told you the ingris not tax deductible because the money went frour
loan to your cheque account in order to write ajoleeto your broker. A recent AAT case decided thiaian
funds are intermingled with other funds before beised for income producing purposes they are ngelo
considered to have their source in the loan.

Interest is not deductible on a loan unlesspitoceeds of the loan have been used to purchaskte to an
income producing investment. The link can be synig$t by paying some spare cash off the loan aadidg
it back later, or not being able to trace the floiithe funds to the investment. The ATO’s ownnglstates “a
rigid tracing of funds will not always be necessasyappropriate.” Yet in Domjan and Commissiooker
Taxation [2004] AATA 815 the ATO successfully ardué¢hat the placing of borrowed money into a
savings/cheque account with other personal fundkebthe link necessary to prove the funds wereoled
for tax deductible purposes.

The AAT is not the highest court in the land televant nevertheless. The sitting AAT membates!:

“I accept the Commissioner's submissions. Whaee finds have been intermingled it is impossible to
determine the use to which they have been put.tiierowords the purpose of the borrowing cannot be
ascertained. It cannot be said that the experd#uhat is the payment of interest — has beenredun the
course of gaining or producing assessable income”

Mrs Domjan also tried to argue that when shpodited private funds into her loan account theyew
guarantined from the loan so when she drew moroy the loan for private purposes it was simplydraes of
those funds, not a separate loan for private p@gpos$he also contended that any private fundégk into
the loan after the redraw should go only towardiiceng the loan for private redraws. Further diaugl not
be penalised for using her private funds to temjigreeduce the interest on the loan and as a tresduce her
tax deduction. The AAT found that the funds coodd be divided so all repayments were to be speeaelly
over the loan and she could not choose the charaictiee funds she was redrawing from.

Mrs Domjan was in for a penny in for a pourhe even claimed that as the bank required hestoe her
home because it was security on the loan, theansershould be tax deductible. No luck here either

The AAT also found that when Mr Domjan used a lisum he personally received to pay off his halfhef t
loan, the amount had to still be split equally bedw them as they were co debtors on the loan. efidrereven
though he had paid his share back he was stiltletio claim half the interest that related to NDm@mjan’s
share. As a result of this it would now be pruderten only one member of a couple is borrowingug their
share of an income producing jointly owned investmée loan should only be in his or her name, baih.
Trying to get a bank to agree to this may be alprab If the bank will accept the non borrowingtpar only
giving a guarantee and his or her name does nadlctppear on the loan, the problem may be adbide

What was alarming was the fact that Mrs Domyaing prepared her own tax return received, a 25@alpe
on the basis she had been careless in claiminghtaeest in relation to the redraws. The ATO’susmngnt
being she had been careless in relying on a duliftgr after the final ruling had been issued. he ATO’s
world taxpayers preparing their own tax returnsudthdhave a knowledge of the thousands of ATO rdling
available and check regularly for updates. The Asgfeed with the ATO. | have quite a problem witils
conclusion because unlike the draft ruling thelfimding did not cover redraws. So the ATO’s arganhis
really that Mrs Domjan should have followed up theft to read the final ruling and then realise thgat
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ommitting parts of the draft but not issuing a deurview the ATO was really saying they no longeldhthe
view expressed in the draft. The issue of redraas eventually addressed in another ruling 2 yaties Mrs
Domjan had lodged the returns in questions.

Probably Mrs Domjan greatest mistake was segreng herself before the AAT. Though | have nsveer
as to how the average taxpayer can afford to bellggepresented against the ATO and its unlimitagpayer
funded, resources.

Readers should seek professional advice b&d&neg any action on specific issue in relatioraty matter or
information contained in this publication

Centrelink family payment threshold changes for 208/2005

Even if one parent is earning hundred$fiotisands of dollars a year Centrelink’s Family Baxefit Part
B is still payable if the lower income parent ealess than $18,947 per year and they have a chdeénb. |If
the youngest child is over 5 the low income pagamt earn up to $14,421 per year and still receiveesPart
B. Neither the high income earner’s income orftmaily’s assets are taken into account. To qudbfyfull
Part B the low income parent must have an inconab$4,000. The payment is reduce by 20 centgvery
dollar of income, the low income parent receivdsve the $4,000. Previously the threshold was2Bl#hd
the payment was reduced by 30 cents for every rdablave the $1,825. These changes, only introdtiied
financial year, certainly allow a lot more room fbe low income parent to hold profitable investisdn their
name.

Following from our discussion on how negatgearing is less attractive now that the maximaxrbracket
threshold has increased. Consider just how atteet profitable investment is when no tax is pdgain the
income because the owner is earning below the kvaabount. Further any franking credits will béureled
by the ATO.

The only catch is finding the profitable intreent. The idea is simple enough make sure themec
exceeds the expenses associated with earningsitally the most significant expense is intereiyou have a
decent deposit the investment may be profitabléaompurposes. Or you could consider a monthlgstment
into a managed fund with spare cash. If you oweeymn non tax deductible debt it may be bettdraimow
for the investment and use your spare funds toceedlie non deductible debt. Don’t limit your thaotgyto
houses and please remember return is normallylectien of the risk. To get the optimum strate@e &
financial planner.

Invest in treesvs paying the tax

Taxpayers with large capital gains may consiaeesting in tree plantations to qualify for anmediate tax
deduction to offset the gain. Trouble is the netan the trees is generally lower than other inmesits of
similar risk and the proceeds from the sale ofttees at the end of the 10 year term are subjenbtmal
income tax with no 50% CGT discount. The evensadé of the trees all in the one financial yeat pribbably
push the taxpayer into the 48.5% tax bracket whey tnay only in the 31.5% the rest of the time.r the
2006 financial year the 31.5% tax bracket stop®f@ry dollar over $63,000 then each dollar is deaxte43.5%
until they go over $95,000 where they will pay 48.5n each dollar over that amount. In the 2007nidne
year taxpayers can earn $70,000 before they startthe 43.5% tax bracket and have to earn oveb$0P
before 48.5% applies to each extra dollar earndie government predicts that by the year 2007 @6k of
the population will be in the 48.5% tax bracket.

Before you go investing in trees or similat taotivated investments crunch the numbers for yauticular
circumstances. Below | have crunched the numizgra person who would have been taxed on all tagrtal
gain at 48.5% and had such a high income over ¢lke 10 years that all their investment income veaed at
48.5% then when the trees paid up this whole amoasttaxed at 48.5%. | have also crunched the atsnb
for a person who was in the 48.5% for all of thengand 48.5% for all of the proceeds from the sdilthe tress
but during the middle years was only taxed at 31.5%

There are many possible variables you neetketwork my calculations putting in the returns aad
brackets you think are most likely to apply to ydtor example it would be very unusual for all lné igain and
sale proceeds from the trees to be subject to8t&4 tax bracket. Another consideration is th@éger may
have a low income spouse so choose to invest Hresin his or her name. Note the trees will Havege in the
name of the person who made the capital gain. nlingbers are time consuming but not hard. Do nashin
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these sorts of investments unless you do the nigrdser believe due to the new tax breaks thesestiments
are not worth it, when you look over the whole ®ang, for the majority of taxpayers.

Let’s just see how the numbers stack up. Awsg a gain of $100,000 but after applying the 50@GT
discount only $50,000 is taxable A 50% capital gan span more than one tax bracket. | have gstnaed
all of it is taxed at 48.5% this will weigh the calation in favor of the trees as most taxpayeikhvave space
in their 31.5% bracket for some of the gain.

The following will compare paying the tax ath@refore only having $75,750 to invest againsthasting to
pay the tax. Therefore being able to invest the¥L00,000, but $50,000 of it must be in trees.e Bhnexure
shows how the return on the $75,750 investmenalsutated. Please take a close look as even ifdgooot
have a CGT problem working through them will giveuyan appreciation of the miracle of compounding
interest.

No Treesand 48.5% for all 10 years:
According to the calculations in the Annexatethe end of 10 years they have between $131.668d
$166,697.29 after tax depending on how good thestiravas.

With Trees and 48.5% tax rate for all 10 years:

Instead of paying the tax they could havehalif the proceeds ($50,000) into trees and indeite other
half as above. The trees are predicted to proideturn of 7% compounded. But in the past theselanly
returned 5%. Note the return on the trees is irecant capital growth so there is no 50% discount.

Return of 5% as per history $82,350.47  Retd 7% as predicted $100,483.07

Less Tax 48.5% 39,939.98 ess Tax 48.5% 48,734.29
42,410.49 51,748.78

Plus $50,000 4% div. & 3% growth _ 86,909.64PIlus $50,000 4% div. & 6% growth _110,031.21
129,320.13 161,779.99

The return on the $50,000 was based on thedigin the shares calculation above. To calctifeteesult if
$50,000 was invested instead of $75,750 to netrretfier tax was divided by 75,750 and multiplieérh by
50,000.

So at the end of 10 years they have betwe£f,320.13 and $161,779.99 after tax depending endumd
the growth was.

| think | have already given the trees enoafjha head start by picking only moderate returnshenshares.
But to be sure let’'s look at the absolute best saseario for the trees ie they return 7% and shandy grow
by 3%. That's $86,909.64 plus $51,748.78 = $13BA5 return on the trees as opposed to $131,668111
paying the tax and investing all of the net gaio ishares.

Conclusion When 48.5% all the time:

Much of a muchness after 10 years but that ig dnfou are in the maximum tax bracket for 10 yeaf his
will apply to less than 10% of the population. Yalso need to ask yourself are the trees riskaan the shares
you would purchase?

A more likely out come would be 48.5% tax letowhen sold but only 31.5% for next 9 years theshed
into 48.5% bracket in final year.

No Trees 48.5% only when realizing the gains rest of the time 31.5%:
According to the calculations in the Annexatethe end of 10 years they have between $140,5&m8
$177,891.76 after tax depending on how good thestiravas.

With Trees and 48.5% tax rate for the first and last year otherwise 31.5%:

Instead of paying the tax they could havelmlf the proceeds ($50,000) into trees and invetedbther
half as above. The trees are predicted to proideturn of 7% compounded. But in the past theselanly
returned 5%. Note the return on the trees is irecapnt capital growth so there is no 50% discount.
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Return of 5% as per history $82,350.47  Retd 7% as predicted $100,483.07

Less Tax 48.5% 39,939.98 ess Tax 48.5% 48,734.29
42,410.49 51,748.78

Plus $50,000 4% div. & 3% growth _ 92,795.91Plus $50,000 4% div. & 6% growth _ 117,420.30
135,206.40 169,169.08

The return on the $50,000 was based on thedigin the shares calculation above. To calctifeteesult if
$50,000 was invested instead of $75,750 to netrretfier tax was divided by 75,750 and multiplieérh by
50,000.

So at the end of 10 years they have betwe8h,306.40 and $169,169.08 after tax depending endumd
the growth was.

Looking at the absolute best case scenaridhiertrees ie they return 7% and shares only grov@d%.
That's $92,795.91 plus $51,748.78 = $144,544.69rmedn the trees as opposed to $140,585.81 on gy
tax and investing all of the net gain into shares.

Conclusion When Only in 48.5% Bracket First and Last Year:

This is about Mr or Ms average to high income eamleo is not always going to be in the maximum tax
bracket. There is very little chance the tree$ gite them the better outcome especially if ordyng of the
gain is taxed at 48.5%.

Note:
1) The highest possible returns considered irctieulations were 10%. The higher the return ltares the
less the argument for trees.

2) If you need funds quickly you can always selne of your share portfolio but if you need enotigit you
need to sell some trees you will be hard pressédda buyer as the secondary market is very &thit

Noel's Rules of Thumb

Rule of 72— the number of times the return on your investngees into 72 determines how long it will take
for your investment to double in value. For examnal9% return compounded will double every 8
years, so $100,000 becomes $200,000 in the fiystals then $400,000 in the next 8 years.

$12 for every $1,006- If your monthly home loan repayment is $12 feery $1,000 you owe you will pay off
the home loan within 10 years. On a $100,000 tharmonthly repayments should be $1,200.

AMP Return of Capital

In June 2006 AMP made a payment to shareholdetsadm a return of capital. This is treated diffehe
from the normal dividend income. It will reduceethost base of your shares. If the cost basediscesl to
below zero you must declare a capital gain in ®@6Zinancial year though it is highly unlikely threareturn of
capital of 40 cents per share will have this effeBut if you received the return of capital afy@u had sold
your AMP shares then you will have to include aitzgain of 40 cents per share in your 2006 tarre

Death Bed Superannuation Withdrawals

From the % July 2007 people over 60 and retired will not pay on withdrawals from their
superannuation fund. If you die and your supeanatian is paid to your spouse or dependants théyat be
taxed on it either. There is a trap here, if yo& aver 60 without a spouse or dependants (childreter
18yrs). If you die your beneficiaries will havepay tax of 16.5% on some, even all of the money tleceive
from your superannuation fund. Whereas, if you ta&en it out during your lifetime you would haexeived
it tax free and have been able to pass it onto ttheough your will tax free. There is all sortstafk at the
moment about leaving a signed withdrawal form fourybeneficiaries to lodge before informing thehauities
of your death. Hopefully, the government will makes situation a bit more reasonable befdtduly, 2007.
This should concern you even if you have a sposs@a may be both killed in the one accident.
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Bequeathing Your Shares through a Life Tenancgr Trust

We call it the 45 day rule. In order to béeato claim the franking credit that comes with mdwidends
you must have held the shares for at least 45 dayss can be a problem if you received the fragkinedit
through a trust i.e. you don’t hold the shares dixed interest in the trust. Small investors need worry
because they can claim up to $5,000 in frankinditséefore being caught by this rule.

Creating a Life Interest (Life Tenancy) in sf®you own means that you leave the income stfemamthe
shares to a beneficiary for the rest of their (ifee Life Tenant). When the Life Tenant dies tharss are given
to another beneficiary (the Remainderman). A thidlt leaves a life tenancy interest in shares dvaormally
set up a testamentary trust to hold these shakedeceased estate holding a life tenancy will ghes45 day
rule but if the estate is wound up and a testamgmtast set up to hold the shares the rule ispassed by the
life tenant as they do not have an interest iragets of the trust only the income.

On 28 March, 2006 the government announced they wengggoi change the law to fix this problem and
it would apply retrospectively back t&' July, 2002. As at f60ctober, 2006 a bill covering this problem had
not even been submitted to Parliament. In the tmaarwe recommend that you do not leave a largeuataf
shares in this way. If you are executing an esththke moment it may be worth delaying finalising there is
a life tenancy on a large amount of shares thatilkely to generate more than $5,000 in frankingdiis per
beneficiary. Another option, if the beneficiariage related, is to make a family trust electiontlsat the
franking credits can be claimed. The media releidesay that testamentary trusts that make a yatnikst
election to overcome this problem will be entitlel revoke it once the changes to the law go through
Remember this is all based on a media releaseese #ne no guarantees. Beneficiaries of a testanyeinust
that is discretionary (ie each year the trusteedsmide who gets what) are also caught by the ¥5wa if a
beneficiary receives more than $5,000 in frankiredits. The media release did not state any iioterno fix
this. Accordingly, large portfolios of shares shibnot be held in a testamentary trust unless 1t rake a
family trust election.

Changes to Superannuation for Non Employees

If you do not have employer support you cahkeretax deductible superannuation contributiorytarrself.
Examples of this would be the Self Employed or peamder 65 but not working. Froni duly, 2007 you will
be entitled to a 100% deduction for your contribn$ so up to your age base limit of $50,000 if go&i under
50 and $100,000 if you are over 50 but under 75.

If your income for 2008 will be under $58,088u should also consider making an undeducted iboitsn
of $1,000 to qualify for the government co conttibn of up to $1,500.

From ' July, 2007 you are entitled to claim a tax deducfor superannuation contributions up until you
reach 75 years of age, subject to other conditiovisu have up to 28 days after your birthday to entthe
contribution.

Warning on Claiming Financial Planning Fees

TD 96/50 states that fees paid to a finanplahner to prepare a plan for your investmentsas tax
deductible because it is incurred at a point taandoefore the earning of investment income. THi@glgoes
onto state this is the case even if the new plamaoas some old investments. Fees paid to a fiabptanner
for the ongoing review of your investments is taxldctible.

Some financial planners have a ruling stativeg their fees are tax deductible. This rulingn$y applicable
to fees they personally claim as a tax deductidau must have a ruling in your own name to be ablelaim
the fees you have paid. So ask them for a coplyedf ruling and quote it in your application. Makure their
ruling correctly describes your circumstances.

It is not unusual for financial planners andnaged funds to charge an up front entry fee ob#ithe value
of the amount you invested, plus ongoing fees.o&efyou go shopping around for a financial plarthat will
charge less, consider how this fee is spent. elfitim is repretable they will spend a good portdrthis money
on research to monitor your investments so it isartant that they have the funds to properly lofikrayour
investment. On the other hand if the fund or friahplanner wants a fee higher than 4% you shaskdwhy.
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New SMSF Trustees Must Sign a Declaration

From £ July, 2007 all new trustees of Self Managed Superation Funds (SMSF) must sign a declaration
which lists their responsibilities as trustee. slisian attempt by the ATO to try and improve coare within
SMSFs by making trustees aware of want they cancantt do. The declaration is well worth a read 4t
trustees of SMSFs and is available from the ATOhe reference number is NAT 71089-06-2007.

Cancellation of Henderson Shares

If you have ever owned AMP shares this maylyapo you. On the 18 October 2006 22% of Henderson
Group plc shares were cancelled. This trigger€Gd event that will apply to your 2007 income takurn.

The ATO deems you to have received $2.38 per shacause this was their market value at the time of
cancellation. The ATO does not consider the $p&3cancelled share paid by Henderson the market \od
each cancelled share. So the market value iditbd.

This may at first seem that you are payingaaxncome you didn’t receive but the truth is yill own just
as much of Henderson Group plc as you always diét’'s assume Henderson Group’s assets are worth
$1million after the return of capital and there gvdmilllion issued shares in the company. If yauned
100,000 share then you owned 10% of the compangsue the $1.93 per share paid by Henderson’s tc
shareholders upon cancellation of the shares ¢dt§100,000 so now the assets of the company & GE.
Because 22% of shares were cancelled you only @00 shares and there are now only 780,000 issuec
shares so you still own 10% of the company which jperfect market is 10% of $900,000 worth of asset
your 78,000 shares should now be worth $90,000hershare market anyway and you would have receivec
$10,000 cash for the shares that were cancelled.

So what are you up for in CGT? Well that dejseon your cost base of the Henderson Group @lesh
First reduce your cost base by the return of chyta received in 2006 and make sure you have dyrea
reduced that cost base by the return of capitalrgoaived in 2005. Multiply this new amount by 228tget
the cost base of the shares that were cancelfatis lis less than $2.38 multiplied by the numbgshares that
were cancelled you have made a capital gain whichwill either have to offset against other caplibalses or
pay tax on. If 22% of your cost base is more 2138 multiplied by the number of shares that veerecelled
you have made a capital loss which can be offsainagany capital gains you made in 2006/07 oriexrr
forward to be offset against future capital gaiiote if your cost base before the return of chjptéess than
the return of capital, your capital gain will besgter than the $2.38 per share market value s#tebATO.
Don’t worry about the $1.93 per cancelled sharé yba received, it is part of the $2.38 so is netaed to be
taken into account in the calculation. It was @taly paid to make sure you had more than enoudghtcagay
any CGT and as explained above you still own theespercentage of the company’s assets. RefereRce C
2006/123.

Holding an Investment in Trust for a Minor

Children under 18 cannot hold property or arshportfolio in their own name. Accordingly, pat® or
grandparents wanting to set up a nest egg forld bave to put the investment in their own nambéeathan
the child’'s. The ATO accepts that providing thevestment is always treated as the child’'s and never
“borrowed” from by the parent, that the child camtbxed on the investment’'s earnings. This isahways a
good thing as children with taxable income gretitan $1,667 will pay 66% tax on their passive ineom

Recently a Grandparent advised a fund mantger his grandchild had now turned 18 so the imvest
could now be held in the child’s name. The funchager was quite adamant that this triggered aalagatins
tax event and the Grandfather would have to pay ©GThe change of ownership. This is not correcianise
the ownership has not changed at all. The Granelfaherely held the investment as trustee for men@son
because his Grandson was under a legal disabilihe investment always belonged to the Grandsomast a
bare trust, his Grandson was absolutely entitlethiéanvestment at any time. So no CGT event happdien
the name on the investment changes because thevelsnge of ownership.

The relevant section number is 106-50 of 9871 TAA. Unfortunately this section is not vergar but if
you look at the way it is interpreted in ID 2003480 becomes clear that when an asset is heldysfuelthe
benefit of another and later the name is changleatioother's name no CGT event takes place.
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Super Funds Allowed to “Borrow” to Buy Property

That is the wording being used and some tadjgssts super funds can borrow in the same fastsarther
entities.  This is not correct, there are manyriesns on the circumstances under which a sdyed can
“borrow”. The two most important being that thetomust be have limited recourse and that assetseof
super fund cannot be used as security.

By the way the borrowing does not have tddseproperty it can be any other assets that arsiymel is
permitted to purchase.

The way the approved loans work, the suped foorrows money from the ” lender”, the lendestdy
security is an asset held in trust for the berdadfihe super fund. This is where the limited reseucomes in.
The Lender can only recover this property if thpesufund defaults. The Lender has no further rafhdction
against the super fund’s assets. So the Lendgwingy to want the super fund to come up with gaitarge
deposit for the asset held in the trust and prgbabarge a higher than normal interest rate. Tpeisfund
invests this “deposit” in the trust, once the fin@tallment has been made the asset is transfeyrdae super
fund.

To date it does not seem that any lendersféeeng this facility and it is expected thattlifey did, in order
to compensate for the limited recourse, the intesge would be higher and probably only a 50% lerAdl way
around this problem maybe to borrow from the banéten normal conditions and then provide the appatgr
loan to your super fund yourself. The asset helthe trust could be used as security plus cash the super
fund for the first installment being the deposi thanks require on a normal loan or you could tiser@ssets
held outside the super fund but you cannot userdupd assets. The ATO has not yet commented athein
it would be acceptable for a member of a super fiondrovide the borrowings and it certainly seetet of
section 66 of SISA could prevent a member or hikerassociate from being the lender or the trustethe
asset subject to the loan. Another option mayadbperrsuade the bank to offer the limited recouose lbut
reduce the premium by offering your personal guaeanAgain this maybe caught by section 66.

The changes to section 67(4A) that openedhigopossibility, only became law at the end of Seyer,
2007 so there are no cases or ATO rulings to useasdeline yet. | have read commentary on bmtéssof
the fence regarding section 66 so | would prefevad and see at this stage.

Current costs for setting up such an arramg¢mange from $5,000 to $23,000 so it is not wirfor the
average investor. If the cost doesn’t put youawmifl you are not prepared to wait and see, makeysurbave a
ruling from the ATO that you are permitted to astaago between on the loan.

Low Income Tax Offset Now Very Important For Retirees

With the low income tax offset increasing ovwke next five years, accurate income splittingmsre
important than ever for retirees with an incomersewutside of superannuation. If retirees are 6@and
receive their income from a pension or superananatiind it is tax free in their hands. If the fureda
superannuation fund the earnings are taxed at h5% hands but if it changes to a pension funad eaeen the
earnings within the fund are not taxed. This makesry attractive to receive your retirement in@from a
superannuation fund rather than investments yactiyrown.

Some retirees maybe too old to be allowerbtdribute to superannuation or not want to seftheir assets
outside of superannuation in order to transferghmeeds into a superannuation fund. If you havarge
capital gain on a rental property transferringitbia superannuation fund may not give the besitrafier tax.
While the capital gains tax can be offset in yoerspnal tax return by contributing it to a supetation fund
the fund will pay 15% tax on the portion of the trdyution you claim as a tax deduction. If the pedy was
not sold in the first place no tax would be payable

If for one reason or another you are cawgttt your retirement income outside of superanioumagll is
not lost as there is the Senior Australian’s Tats&@fwhich combined with the Low Income Tax Offafows
a single person to earn $25,867 without payingtary The combined tax free amount for a couptiisently
$43,360 and any Senior Australian Tax Offset n&dusy one member of a couple can be used by thes. oth
But the Low Income Tax Offset cannot be sharedhindame way. Back when the Low Income Tax Offset w
only $150 this was no big deal but over the nesd fiears this is set to increase as follows:

2007/2008 2008/2009 2009/2010 2010/2011 20120
$750 $1,200 $1,350 $1,500 ,18Q
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As a result it is now more important than ever take sure your retirement income that is outside of
superannuation is split as equally as possible dmtwhusband and wife. This should be a considerati
(among many other issues) when deciding which nanpeirchase a rental property in if you intend legjt
after you retire.

Salary Sacrificing Tricks for Share Investors

The ATO has just issued a private ruling agiggéhat the high income earner in a family camasacrifice
all of the interest payments on a share portfdlieytown jointly with their low income spouse anckith
employer does not have to pay FBT because of thernwise deductible rule. This effectively meareat tthe
high income earner gets to deduct all of the istee®penses but gets to split the income with hiseo spouse.
The private ruling number is PBR 79617. PBRs ag oopies of private rulings, not binding on th&®@. To
be absolutely sure that your employer is proteittsdould get its own private ruling from the ATO.

SMSF Borrowing — ATO Concerned

In the December 2007 minutes of the Superannu&mmsultative Committee concerns were raised athmut t
installment warrant products being marketed to SM#kh a resolution to provide the public with leett
information on these products and watch for anp@ased risks. Unfortunately full details of thes@ission
were not available so we do not know what areh®fuse of installment warrants the ATO is conceatsulit.

ATO Finally Speaks Up About Super Fund Borrowings

On Friday ¥ April released a Tax Payers Alert and a Fact Sbheethe issue of Superannuation Fund
borrowings (Installment Warrants). We have covdtlesl issue in as much detail as possible as itbkasme
available. The law only changed in September Zithere has been a great variety of opinion d®vothe
new laws will be interpreted by the ATO. Professibopinions varied and until now the ATO had remedi
silent. The following is a summary of the issuesared by the ATO that are relevant to our disaussi The
full transcript can be obtained using the ATO wéb’'s search engine. Search the Aggressive Tamnitlg
section for TA 2008/5 and the All ATO (except leghdta base) section for Installment warrants anmkisu
funds - questions and answer®Vith the main stream lenders only just startingame into the non-recourse
loan market place, interest rates and charges dhmdome more competitive in the future so it wosgem
certainty and savings can be gained by waiting idevidefore entering into these arrangements anyway.

The ATO clearly states that the new law does mmhibit the lender being a related party to the
superannuation fund. But it warns in doing so,gbperannuation fund must not breach the sole parpest.
The ATO feels this would be breached if the inteoksmrged on the loan was higher than market eatdsf it
was lower than market rates the interest savingesuperannuation fund could be considered a anpeation
contribution by the member which may breach theesamuation contributions cap and lead to excess no
concessional contributions tax being payable.

If a party related to the superannuation fyprdyides a personal guarantee to a lending inistitun order to
secure a “limited recourse loan” for the superationdund, the loan may not be considered limitecburse.

If the interest on the loan is capitalised tiiew borrowing would not be considered to be lfi@r acquisition
of the asset so would not be permitted.

Wash Sales

It's that time of year again when the tax @dfstarts warning about year end tax strategiégy fiave just
released TA 2008/7 warning taxpayers not to try seiboff shares where they have made a capitaldoghey
can offset it against a capital gain. It is oldtothis if you just want to offload the shares thaty brand it as a
scheme with the dominant purpose of a tax berefitt(IVA) if you continue to effectively hold théares.
For example buy them straight back again or selintho a trust you control.

| have particular trouble with this attitudechuse the taxpayer is making a simple choice ardVPA is
not supposed to interfere with taxpayers simplyositay a course of action that is readily open &th The

Investors Booklet -24 -
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



ATO uses its usually elusive naughty thoughts amnum The scheme is supposed to be, thinking abmaybe
even discussing future purchase prices with a braledling the shares to trigger the capital leg# thoughts
of buying them back. This sounds like, to borroeoacept from Hart’'s case, how can any rationat@enot
consider this benefit?

Anyway just to make sure no one triggersehemughty thoughts they rant and rave about wiegtvhll do
to “promoters” that dare suggest such naughty thtsu their clients. So | won’t say much moreeotthan
such bullying tactics seem to appear in rulingy then’t want to have to prove in the courts. Theae been a
case the ATO won where the shares were transfearadrust in a very dodgy fashion.

The example they use in the Alert is selliogtyshares after checking with your adviser thatghce is
unlikely to go up overnight and buying them back tiext day.

Do you pay your PAYG Instalment Annually?

If you pay your PAYG instalment annually (ible provisional tax) then you will be due to malay
annual payment for the financial year endinj 30ne, 2008 on 2October, 2008. If, by then, you have
already lodged your 2008 income tax return thereiseed to worry about paying this.

When You Have a Carried Forward Loss

| am not talking about a capital loss. Jusbamal revenue loss. This can happen if you laanvegative
rental property and take some time off work to étaxr look after children. It is also applicabterton residents
of Australia for tax purposes that own a negatigargd rental property here, they save these léssedien
the property becomes positively geared or they ntoveustralia.

Carried forward losses are reduced each yeardmpt income. Basically exempt income is inconat
you do not have to include in your tax return. Bus is more complicated than you would expectbee
income is a wide term. For example it can inclédenily Tax Benefits Part A payments received fauryo
children. Here is a list of some typical paymehtt you may be concerned about:

Does Reduce Your Carried Forward Losses Does NReduce Your Carried Forward Losses
Family Tax Benefit Government’'s Co Conttiba to your Super

Child Care Benefit - because it is incaméhe super fund not you
Child Care Tax Rebate Any capital gain et due to CGT concessions
Maternity Allowance - because this is ee¢mpt income it is income
Maternity Payment but not actually thxkie to the concessions
Baby Bonus Reference 1D 2004/120.

Maternity Immunisation Allowance Non residemtome of a non resident of Australia
One-off Family Payments - specifically kexied from the offset rules by
Defence Force Reserve Payments sechid?03

Educational Scholarship, Bursaries, Assistance etc

Apprenticeship Wage Top-Up

Exempt Payments to Overseas Defence Force Members

Foreign Diplomats wages earned in Australia

The Overseas Earning of Foreign Diplomats in Alistra

Australian Residents for tax purposes exempt oasrse

Overseas wages exempt in Australia because youed®k days or more

The same conditions apply if you have a lossfa business.

Low Income Tax Offset Now Very Important For Retirees

With the low income tax offset increasing othee next five years, accurate income splittinoppere
important than ever for retirees with an incomersewutside of superannuation. If retirees are 60eand
receive their income from a pension or superanandtind it is tax free in their hands. If the fusch
superannuation fund the earnings are taxed at h58 hands but if it changes to a pension fund #heen the
earnings within the fund are not taxed. This makesry attractive to receive your retirement imeofrom a
superannuation fund rather than investments yactiyrown.
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Some retirees maybe too old to be allowezbtdribute to superannuation or not want to seltheir assets
outside of superannuation in order to transfemptioeeeds into a superannuation fund. If you halaege
capital gain on a rental property transferringhibia superannuation fund may not give the besttrafier tax.
While the capital gains tax can be offset in yoarspnal tax return by contributing it to a supetation fund
the fund will pay 15% tax on the portion of the trdyution you claim as a tax deduction. If the pedy was
not sold in the first place no tax would be payable

If for one reason or another you are caugtit your retirement income outside of superaniomaall is
not lost as there is the Senior Australian’s Tafs€ifwhich combined with the Low Income Tax Offabbws
a single person to earn $25,867 without payingtary The combined tax free amount for a couptursently
$43,360 and any Senior Australian Tax Offset nedusy one member of a couple can be used by tlee.oth
But the Low Income Tax Offset cannot be sharethénstame way. Back when the Low Income Tax Offset w
only $150 this was no big deal but over the nesd fiears this is set to increase as follows:

2007/2008 2008/2009 2009/2010 2010/2011 2012/20

$750 $1,200 $1,350 $1,500 ,16Q
As a result it is now more important than ever @kmsure your retirement income, that is outside of
superannuation is split as equally as possible d@mtvhhusband and wife. This should be a considerati
(among many other issues) when deciding which namperchase a rental property in if you intend legjit
after you retire.

Henderson Group Share Cancellation - ATO Backflip

The law regarding how the market value sulnsih rule applies to cancelled shares has recéety
changed but it is back dated to apply frotnJilly, 2006. This means that taxpayers who prejpiuer tax
returns regarding the cancellation of shares irH#ederson Group, in accordance with ATO adviceshav
actually prepared their tax returns incorrectly.

The ATO advice was to calculate the mark&ievaf the shares at $2.38 even though they oclived
$1.93 per share. In accordance with the new l@anthrket value only has to be $1.93 so anyone gnthiese
shares can go back and amend their 2006/07 taxretueduce the capital gain.

Exceptions to the Market Value Rule

Last Newsflash we pointed out that the ATO blaanged how the cancellation of Henderson shaes®a
be treated. If applicable you can amend your 28R 7eturn to reduce the gain previously recorded®O
advice. These changes are retrospective datedtddtkluly, 2006.

The intention of the new law is to make itéaiwhen taxpayers have no control over the compandyare
paid less than the shares are worth. The tesbimpanies will be that they have at least 300 $tlwdders or
unit holders. In these circumstances the ATO aaliept that the price paid on cancellation of tiees is the
proceeds received for CGT purposes and the maake¢ wubstitution rule does not apply.

Demutualisation of MBF

Most members of the health insurance fund MB¥elreceived a cash payment when it demutualisbdre
was some concern that this cash payment woulddabla The government has passed retrospectivet@aw
ensure that it will not be taxable. In short iiy@ceived a payment from MBF aftéf July, 2007 due to its
demutualisation you do not have to worry aboutuduig it in your tax return.

PAYG Variation — Interest drop

Just a warning to clients with variable lo#met have lodged a PAYG variation for the 2009rfitial year.
We would have estimated your interest expenseranch higher rate of interest so you may end up with
small tax bill rather than break even as planned.

If your estimate is out by more than 10% yould be fined but if the circumstances were unfeeesthis is
unlikely. The current low interest rates were @@ty unforeseen.

If you are concerned you can lodge another BA/driation.
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Pension Minimum Draw Down Suspended

Once your superannuation enters the pensage you are required to draw down a minimum peaggn
each year. Due to the economic crisis the govenhimas announced that for the periSthanuary 2009 to 0
June 2009 retirees will not be forced to drawn démem their superannuation savings. To make tlugvon
an annual basis they are simply halving the mininpemcentage for the 2009 financial. The percentages
according to your life expectancy.

Wash Sales

TR 2008/1 is the relevant ruling on when tiEQAwill apply Part IVA (scheme with the dominantrpase
of a tax benefit) to a share transaction that eseatcapital loss in a year where that loss woelddoy handy in
offsetting a capital gain. Not a problem unless gtll effectively benefit from holding the shareSo all you
have really done is triggered a capital loss biltigtirectly hold the shares in the hope of makia future
capital gain. Quite a topic for this financial yeansidering the drop in share prices.

A key quote from the ruling:

“The term wash sale does not have any precise mgarin commerce the term wash sale is used taitlesc
the sale and purchase of the same, or substarti@lgame, asset within a short period of timeacheother.
The sale and purchase cancel each other out vathegult that there is effectively no change ingbenomic
exposure of the owner to the asset. More genetthldyexpression wash sale is used to describegamaents
where a disposition of an asset occurs withoutrdéention of ceasing to hold an economic exposurth¢o
asset.”

Examples of the sort of transactions the ruling Mapply to include the following but only when tAgO
considers that the dominant reason for the traitgaist a tax benefit.

Buying and selling the substantially the same assatvery short period of time including the useptions or
derivatives to extend the time.

Arrangements where title might pass but the benefitownership are retained under an agreement thvith
purchaser.

Transferring the asset to a trust or company tietax payer controls or transferring to a familgmber.

A full list of the transactions listed in the ruljims available in our Year End Tax Strategies Bebkl

In paragraph 6 it states “Where a taxpayepatiss of shares in one company, and purchasess shaae
competitor company that carries on a similar bussneéhe shares in the two companies do not cotestitu
substantially the same assets”. So at least ynwstith stay in the same industry and recogniseyatal loss.
The ruling also targets sales to associates, fiagéhe shares to your spouse or selling youreshand your
spouse buying the same may be caught

Of course you do not have to worry if the sides not result in a loss.

| have particular trouble with this attitudechuse the taxpayer is making a simple choice arndVPA is
not supposed to interfere with taxpayers simplyositay a course of action that is readily open &th The
ATO uses its usually elusive naughty thoughts ampum The scheme is supposed to be, thinking abmaybe
even discussing future purchase prices with a braledling the shares to trigger the capital leg# thoughts
of buying them back. This sounds like, to borroeoacept from Hart's case, how can any rationat@enot
consider this benefit?

Marina Berths as an Investment

Marina berths are generally a long term I€ashout an option to renew) not actually directreship. So
you may pay a couple of hundred thousand dollarydu don’t own the site, the money you pay is sympnt
in advance. All you are looking to profit fromby renting it out short term at higher than thet e have
paid, plus, of course the interest, you have tograyour borrowings to pay 25 years rent up frolwhd don’t
forget you are also liable for maintenance, bodpamte fees and probably management agent fees.

The marina berth is quiet often rented badk&marina that sold it to you in the first plac&metimes this
Is a condition of the contract. Let's assume lf@r first 3 years you are required to rent the blesitk to the
people who sold it to you. From the informatidmalve gathered the following figures apply but ibést that
you substitute these for the particular berth yaucansidering. In my case the berth costs $190000 there
are various fees associated with the purchasesagald need to borrow $200,000
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They will pay you rent of $15,200 pa
You will get a tax deduction for

Interest $200,000 x 6.5% $13,000

Body Corp Fees 2,100

Management fees 1,520 (maybe waived fortimstthree years)
Negative cash flow $1,420

Note to keep this simple this does not take intmant GST considerations

At this stage you are out of pocket at ledeeén’t include maintenance or insurance) $1,42@han
arrangement and now have a lease for only 24 yddrs.cash flow saviour is that you get to rightidi% of
the amount you invested ie $19,000 so for tax mapgour loss is $20,420 and if you are in the@1tdx
bracket (between $35,000 and $80,000) then youretaxd will be $6,432. Giving you a spare $5,@h2h
year but you have not paid anything off the priteiportion of the loan yet you have claimed a dédador
$19,000 based on the purchase price you paid. Willisatch up with you when you sell. Let's assuat the
end of those three years you decide to sell. Nmretare only 22 years left to run on the leases
considering inflation, it may be worth less thamymaid for it. Even if we assume it is worth tlaene amount
as you paid for it. Have a look at these numbers:

Sell for $190,000
Less the balance of what you paid for it including
Fees after deducting the 3 x $19,000 you have

Claimed $200,000 - 57,000 $143,000
Capital gain $47,000
Less 50% CGT discount $23,500
Taxable Amount $23,500

Now for all of this amount to only be taxed at 3b.§our other taxable income would have to be under
$56,500. But again let’s give it the benefit of ioubt and assume this. So the tax will be $7,4081 of
course there is still the original $200,000 to fepa

In the best case scenario you would havethai®5,012, in spare cash the arrangement geneddtdiae
loan so now only owe $184,964 add your capital gtan to this amount and you need $192,007 fronsaite
just to pay the tax and the loan off. This meams iyeed to sell a 22 year lease for more than wdifpr a 25
year lease just to get out of it with no real pfofAnd that is not even taking into account maiatece costs,
insurance, extra tax return and possibly BAS pragpan costs and the costs to sell? What if irsterates
increase above 6.5%? If interest rates were topg@% to 9.5 your tax refund would barely coveu yet
cash outflows so you would have nothing over to gayn your loan and your capital gains tax biksti
increasing with each year of ownership.

You really would have to be betting on thetlvéncreasing a huge amount in value (despite doeesing
lease) for this to be a profitable investment, eafter the tax benefits are taken into accounte ddds are
already stacked against an ever decreasing righwoérship increasing in value. And if you dorglibve me
ask yourself why the marina doesn’t just hold ah®berth itself rather than sell the right toitybu for 25
years. Note the marina automatically gets thendeaitk at the end of 25 years at no cost. Thare @ption to
extend the lease.

The real danger here is that you keep thih lber more than 10 years so you have nothingdace the sale
proceeds by because you have fully written off younchase price and you have not paid anythingaif
loan. It is quite possible that, with less th&nygars left on the lease, the berth will not betlvenough to
clear you debt of $200,000, after you pay tax d¥ 50 the all of the sale proceeds because you fudlye
written off your cost base.

Warning, if after crunching the numbers ondbeve, you still go ahead, make sure you init@hepage of
the lease that you sign or the wording of the Idasls down to nothing more than their word agaymirs and
you might find you yourself on Noah'’s ark ratheanha marina berth.
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You should also check out other practical aersitions such as the possibility that the maniagbe
selling off the berths to finance further developisethat could affect access to your berth dureg t
construction period and when completed lead tovansoipply of marina berths in the area. Furtleasés
normally allow for the lease to sell their rightdaem the lease, only with the landlords approval gexerally
this approval is not given unless you agree to cang non payments by the person who purchasegbaff

Fees Paid for Financial Advice or Courses

TD 95/60 is an ATO determination on when fpagl to a financial adviser are tax deductible. |
differentiates between an upfront fee and an orggoianagement or annual fee.

The initial or up front fee to draw up a firegal plan is considered to be capital in natutearthan relating
to the ongoing management of the portfolio. Thisansidered to be the case even if the investeady has
some investments but enters into a new financal.plTo quote the ruling:

“We do not think that the fee for drawing up tharpis deductible ...... It is too early in time
to be an expense that is part of the income produprocess. It is an expense that is
associated with putting the income earning investrireplace”.

“Expenditure on drawing up the plan is incidentaicarelevant to outlaying the price of
acquiring the investment, and is so associated thighmaking of the investment as to
warrant the conclusion that it is capital or cagdita nature”

“The character of the outgoing is not altered besathe existing investments fit in with
the plan. It is still an outgoing of capital”

“However, to be wholly deductible, all of a managerfee must relate to gaining or
producing assessable income. If the advice covrer matters or relates in part to
investments that do not produce assessable incamhea portion of the fee is deductible”
“Advice may be received suggesting changes be noatthe mix of investments held. This
would normally be part and parcel of managing theeistments in accordance with the
plan.... Provided the advice is not in relationdi@wing up an investment plan it will be an
allowable deduction.”

Possibly if the initial financial plan takego account buying several properties each hougésiton may
not be considered a new plan. If you are payimgréoning on how to find the right property it Wwirobably be
considered incurred at a point too soon to be déddec In considering the deductibility of traigpmeetings
and courses the best example of this is Petrogase which examines payments made to Henry Kakeser
payments were not considered deductible becaugaitienot have a sufficient connection with asselesa
income and was an investment of capital made tpgpesPetrovic for future property investments. sTiki
despite the fact he already owned property befttem@ing the courses. Of particular interest esehd of
paragraph 14 which states:

“At best, the incurring of that expenditure wagitan investment of capital to prepare him for the
future commencement of a business property invegtst®uld he choose to do so and had the financial
ability.”

Careful, if you try to argue that learning htmbuy and sell properties is a business expaasgsi are
buying the properties to sell for a profit, thee firoperties would be trading stock, not a passiwestment
and so the 50% CGT discount would not be availablaining in how to buy and improve properties Vadoe
capital in nature and unlikely to even qualify feclusion in the properties cost base. Tryingligraethe
purchase of your next property to being just likgibg another share in you share portfolio, maykaorargue
that the advice you received regarding the propedy part of the management of the original plan bu
certainly not if you don’t already have one properin Petrovic’s case even having a couple of priops made
no difference. The trouble with apply rulings liIk®95/60 which is directed at share investing, raperty
investing is that the ATO will probably try to lo@k each property in isolation, something they widhdve no
chance of with a share portfolio. The only savgingce appears to be this paragraph from TD95/60
“Advice may be received suggesting changes be nwatte mix of investments held. This would normdlé
part and parcel of managing the investments inraecee with the plan.... Provided the advice isimoélation
to drawing up an investment plan it will be an afidle deduction.”

Investors Booklet -29-
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



Saving Tax on Your Investment Property — The Book

“Every investment property tax-related question’yelever wondered about is answered here and —
perhaps more importantly — the ones you didn’tkhimask but should have! For property investors

who want to refine their strategy for maximum gahis resourceful handbook will make a great

constant companion.” Eynas Brodie, Editor, Australian Property Ineesnagazine.

Combining Noel Whittaker’s easy reading style witlia Hartman’s mind numbing attention to detaibvea
major challenge which ran way over schedule bistfinished, printed, and in the book stores. ¥an also
purchase it online by going teaww.bantacs.com.au/property.phthe cost is $29.95 plus $5.95 postage — tax
deductible of course!

Ask BAN TACS

For $39.95 you can have your questions regardimgt&asains Tax, Rental Properties and Work Related
Expenses answered. For your Accountant, we willioe ATO references to support our conclusiorst ga
to www.bantacs.com.aand look for the Ask Bantacs link under ‘Most Plgpuon the home page.

Back Issues & Booklets

To obtain free back issues of the fortnightly BAN TACS Newsflash or any of the following booklets visit our web
site at www.bantacs.com.au/publications.php. You can also subscribe to our Newsflash reminder.

Alienation of Personal Services Income Buying a Business Capital Gains Tax

Claim Your Trip Around Australia Claimable Loans Claiming a Motor Vehicle
Defence Forces [Military] Death and Taxes Division 35

How Not To Be A Developer Divorce FBT for PBIs

Fringe Benefits Tax Investors Miners

Goods and Services Tax Overseas Professional Practices
Key Performance Indicators Real Estate Agent Rental Properties
Overseas Backpacker Fruit Pickers Selling a Business Small Business

Secret Plans and Clever Tricks Subcontractors Teachers

Self Managed Superannuation Funds Wage Earners Year End Tax Strategies

Disclaimer: Please note in many cases the legislation referred to above has only just passed through parliament. The full effect is not clear yet but it
is already necessary to make you aware of the ramifications despite the limited commentary available. On the other side of the coin by the time you
read this information it may be out of date. The information is presented in summary form and intended only to draw your attention to issues you
should further discuss with your accountant. Please do not act on this information without further consultation. We disclaim any responsibility for
actions taken on the above without further advice as to your particular circumstances.
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