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Welcome to the BAN TACS News Flash. Our aim is to provide short but succinct updates on all tax issues

50% CGT Discount and Death

There has been a fair bit of misinformationuaithis topic lately, even the Financial Reviewared it

wrongly. It is the question of whether a benefigiaf a deceased estate has to wait 12 monthstfierdate
of death before they qualify for the 50% CGT digaioon the sale of an asset owned by the decedsed.
most cases they do not have to, if 12 months haiseeksince the deceased acquired the asset, ifne on
exception is an asset that was acquired by theadedebefore 2bSeptember, 1985 which was not a
dwelling.

Section 128-15 states that any podt $8ptember, 1985 assets received from a decedste @
received at the deceased’s cost base and sectieB0l4ays that you are deemed to have acquireastet
on the same day as the deceased. So providirdgteased, the estate and yourself have in totlthel
asset for more than 12 months you do not have topim relation to any post ¥9%September, 1985 assets.

Section 128-15 also states that the deceakedie and any asset acquired prior t8 3@ptember, 1985
are inherited at the market value at date of de§#ction 115-30 adds that these assets are asvedeto
be acquired at the date of death. But section1BBallows the estate or a beneficiary at leagtdtg/in
which to sell a dwelling that was a pré"Beptember, 1985 asset in the hands of the deceatieel
deceased’s home at date of death, with no CGT qoesees.

Accordingly, the 12 months from date of deatly becomes an issue if you are inheriting antabs¢
was acquired by the deceased pr8 86ptember, 1985 and is not a dwelling and uphtec@ares of
adjacent land. Even then considering these pPeSeptember, 1985 are inherited with a cost basieeof
market value at date of death then it is unlikebnsidering selling costs, that there will be muaabhital

gain anyway.
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Column by Noel Whittaker

Legislation to give greater flexibility to the Finrdome Savers Account Scheme (FHSA) was passed by
both houses of parliament in May.

The changes will enable money in a FHSA tpdid into the account holder's mortgage if they duy
first home earlier than the existing rules allofathey have not satisfied the four year minimumldyiag
period, the account will remain open until thatipgas elapsed - then the money will be availtbleay
down their mortgage.

Under the original rules the money would hagen forced into superannuation.

These accounts certainly enable young peogb@ast their house deposit because the government
contributing 17% on the first $5,000 of funds defmmseach year until the balance reaches $75,Q200, a
which point no further contributions can be madeisTs equivalent to a capital guaranteed tax ifietéern
of 17% per annum on top of the interest that wellgaid by the bank.

A further benefit is that interest on thesecamts will be taxed at just 15%, the same as sumpeiation.
If a first home saver in the 30% tax bracket dejeds$5,000, and received $250 interest for thenfired
year, tax would take just $37.50, leaving them @212.50 in addition to their $850 from the goveemtn
This is a total after tax return of 21.25%.

Used properly, the FHSA scheme can be a usafuto help young people achieve the goal of bgyi
their first home. However, it is also vital theydamstand that the secret of making money in rdatess to
buy a well located property at a bargain price e focus all their energies into getting thatiahibig
mortgage down to a manageable size. If they dattiegtare well on the road to financial success.

Noel Whittaker is a co-founder of Whittaker Macnaucht Pty Ltd. His advice is general in nature and raders should seek
their own professional advice before making any fiancial decisions. His email is noelwhit@gmail.com

Budget Changes That Affect Small Business

Entrepreneurs’ Tax Offset:

This is the last financial year that small busiesssith a turnover under $75,000 will qualify foet
entrepreneurs’ tax offset which reduces the taxapkeyon their business income.
FBT On “Company” Cars:

Nothing has changed if the log book methaasisd to calculate the FBT payable on an employer
provided car.

Most employers use the simpler, formula methdkde way the formula works is it is assumed tlogam
kilometres the car has travelled the more likelg iised for business purposes. The formula tddees
original cost of the car (in most cases) and miidat by a percentage to determine the valudeftinge
benefit. The more kilometres used the smallergkigentage is. The government is under the irsfmmes
this is an incentive to drive the car unnecessafibcordingly, it intends to introduce a flat rate20%.

The rates will stay the same for cars purathésdore the announcement but for new contractredt
into from 16" May, 2011 the new rates will apply. Though thevfiat rate will be phased in slowly and
remember it only applies to cars that are purchafted 9" May, 2011. From that date cars that travel less
than 25,000 kilometres will be subject to the 2@ r From I April 2012 (2012/13 FBT yr) cars that have
travel up to 40,000 kilometres will be subjecttie 20% rate. By®1April 2014 all cars will be subject to
the 20% rate.

Upfront Deduction On Vehicle Purchase:

This applies to all vehicles used in a busimest just cars. The first $5,000 can be immebjiateitten
off. The balance is depreciated at 15% in the yiear regardless of the month purchased then 80% i
following years. This will apply to vehicles puased after 1 July, 2012 so it may be worth delaying
purchases.

Capital Growth v Rental Income

By RUN Property CEO Rob Farmer
It is one of the most debated questions ihastate: Which is better, capital growth or reyiald?
Successful long-term investors in both camgseathat their preferred strategy works bestnhany
believe a blend of both approaches is the safesaredway to build wealth. Others say they can find
individual properties which offer both strong capgrowth and high rental yield.
Those who favour capital growth say it is thest direct way to build a nest egg because theivvorth
grows hand in hand with the increasing property@saland the Australian tax system helps pay for the
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investment through negative gearing concessidbgt investors who prefer rental yield (return) slagir
properties pay them more than the properties cosivh, ensuring positive cash flow from day one.

“Cashflow is king,” is the catchcry of the tahyield investors who love the security of havingney in
their pocket while they continue to build their fiolio. In contrast, properties focused on stroagital
growth usually need considerable amounts of theews’ cash to maintain them because the loan
repayments are often far more than the rental ircom

Deciding which strategy is best is a perschaice based on individual circumstances and g&als.
there is no right or wrong answer and the debaiegs one thing: there are many ways to make money
from property investment.

Capital growth

Properties targeted for capital growth aimain annual increase in value of 7 to 10 per c@ntore for
short periods, with a rental yield of 2 to 5 pentce Investors buy them banking on maximum inceeas
market value so they can be sold for a signifigaofit or used as equity to buy more propertiebese
negatively geared properties are generally moremsige to buy than properties which are cash flow
positive and they tend to be in capital cities aragjor regional centres where there is strong derfrana
buyers. While rental return is secondary for cagitawth buyers, many find that rents are hauledbyphe
increasing value of the property.

The big worry with capital growth propertieghat because investors generally have to cantito the
ongoing cost of the property, if interest ratesugdoo much or too quickly they might not be alol@tford
to keep the property. This is where financial piag is critical and it is wise for investors tcinde a
buffer in their calculations to allow for increasaukts.

Rental yield

Investors who buy cashflow positive propertest easy knowing they can’t go broke making difpro
Their risks are minimised when the property pagsithmore than it costs to own it. These propertie
therefore appeal to new and young investors, thaitea low risk profile or those with less moneysjoend
as comparable properties offering strong rentdtlyaee generally cheaper than those expected te Ihigv
capital growth. Properties bought for their e¢iyield are expected to achieve a rental retuith tof 10 per
cent a year and capital growth of 4 to 6 per cent.

Sometimes rental return investors can have tade and eat it too when the property also erptigve
average capital growth. For example, small towrrgmote areas traditionally offer low capital groveind
strong rental yield, but if the town enjoys a mmor tourism boom, capital growth can be exceptiona

The disadvantage with cash flow positive, higtlding properties is that their owners must ayon
the income whereas negatively geared propertiestg benefits, especially for high-income earners.

Many investors favour a blend of propertiethieir portfolio — some with strong capital grovith
generate equity to buy more properties and sontewigih yield to provide the cash flow to cover tusts.
This balances the advantages and disadvantagesho$toategies and means investors avoid putting al
their eggs in one basket. Smart investors canaabeve the best of both worlds with one properify
they know what to look for and can think outside $iguare. Properties offering strong capital groavith
high rental yield do exist, but they are hard tafiYou might have seen one and not realised it.

The key to uncovering such properties is Witall buying property with a twist. The propertgeds to
have a feature which can be twisted to generatgi@olal equity or cash flow. For example, a propert
expected to offer high capital growth might havarge garage that can be converted into a flat kvban
be rented separately, or a second living area nhigimhade into a fourth bedroom, generating more ren

A high yielding property can create instaapital growth if it can be subdivided into two oora
allotments. Study planning schemes and local cbanoing rules. For example, a property zoned rilna
is scheduled to be rezoned to residential will gnowalue immediately the rezoning is approved.

Take a property valued at $400,000 and cteaprogress over 20 years. In the blue cornerthzut
statistics for the property with a rental yield1d8f per cent a year and 5 per cent capital growith,jmthe
red corner put the comparable data for the saneepnocalculated to have a capital growth of 10qet a
year and 5 per cent rental yield. After 20 ye#rs rental yield champion is earning an incomenofe
than $132,000, flattening its opponent which isimeéing only $53,000 a year. On the flip sidésiin
capital growth where the red corner property defithe knockout punch. It's market value has sotred
more than $2.6 million, smashing the opponentsdsgprice of more than $1 million. So which istbe?
A difference in rental income of $79,000 a yeaadlifference in market value of about $1.6 millafter
20 years?
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In reality, the question will always be momplicated than the maths might suggest. What wianks
one person will be uncomfortable for another. Tre@mpoint is that there are two very different ety

successful ways to build a financial future thropgbperty.

In the blue corner

$400,000 property
$20,000 pa rent

Capital growth 5 per cent

—

Rental growth 10 per cen

Year 1 $420,000 $22,000
Year 5 $510,400 $32,100
Year 10 $651,200 $51,400
Year 15 $830,700 $82,600
Year 20 $1,059,900 $132,600

In the red corner

$400,000 property

Capital growth 10 per cent

Rental growth 5 per cent

$20,000 pa rent

Year 1 $440,000 $21,000
Year 5 $644,100 $25,525
Year 10 $1,037,100 $32,577
Year 15 $1,657,900 $41,577
Year 20 $2,669,700 $53,064

Note: Calculations to one decimal point.
RUN Property is Australia’s largest metropolitan property agency which manages property valued at morthan $10
billion throughout Australia. For more information visit www.run.com.au

House For Sale

No we are not getting into the business Bingehouses but this situation is unique. A ctiehours has
a house to sell near Rockhampton and we oftendtieats interested in buying in that area. Further
know the client’s reason for selling and it is betause the property lacks potential. So if yeu ar
interested in a deal that could factor in savingseal estate commission please contact John o D43
604. View onhttp://www.realestate.com.au/property-house-gldwan+gardens-107571051

Seminar

Claiming You Trip Around Australia As A Tax Deducti on - 24" August Wednesday Starts at 6pm. The
instructions will only take an hour then the trdwg stories start and who knows how long they vake!

No need to RSVP very informal. The Park Caravak,Haarrellys Road, Mackay. The Park is on the
corner of Farrellys Road and Bruce Highway in Pagetrance is on Farrellys Road.

Where is Julia?

At home to change her wardrobe from woolieshiorts and sarongs then off to the Mackay sunshine

Ask BAN TACS

For $59.95 you can have your questions regardimmt&@dsains Tax, Rental Properties and Work Related
Expenses answered. For your Accountant, we willisie ATO references to support our conclusiorst Ju
go towww.bantacs.com.aand look for the Ask Bantacs link under ‘Most Plagpuon the home page.

Back Issues & Booklets

To obtain free back issues of the fortnightly BANJS Newsflash. The newsflash articles are alskaisal into over
30 booklets according to their relevant topic. Séheare also free and can be accessed on our welatsit
www.bantacs.com.au/publications.pMghere you can also subscribe to our Newsflas/ineen.

Disclaimer: Please note in many cases the legislation reféorabove has only just passed through parliaméve.filll effect is
not clear yet but it is already necessary to makegware of the ramifications despite the limitechmentary available. On the
other side of the coin by the time you read thisrimation it may be out of date. The informatiopigsented in summary form
and intended only to draw your attention to issgmsshould further discuss with your accountargaBé do not act on this
information without further consultation. We disateany responsibility for actions taken on the ab@ithout further advice as
to your particular circumstances.



