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Tax planning

Put simply, tax planning is the arrangement ofxpaster’s affairs so as to comply with the tax lawhe lowest
possible cost. A common mistake is to believe tdvaplanning is optimised when every opportunityeduce tax
is taken. This is because some opportunities tocesthx rely on strained interpretations of the. [aherefore, tax
planning involves much more than taking the optlaat at first appears to result in lower tax colstsvolves
objectively assessing and actively managing td ris

Common tax planning techniques that can be deplayedeferring the derivation of assessable incamae
applying techniques to bring forward deductionsegentechniques are discussed below.

It is important to realise that consideration mpaneed to be given to the general and any relesgatific anti-
avoidance measures contained in the tax law.

Deferring assessable income

* The timing of when business income is derived ddpem the method which a taxpayer uses. Depending o
the nature of the business, income can be reposied either the cash or accrual basis. If theagepis
reporting income on an accrual basis, the inconassgssable when a recoverable debt is creatéd. If
taxpayer is reporting income on a cash basisnt@ne is assessable when it is physically recesvegplied
on the taxpayer’s behalf. However, an exceptiostexXor income received in advance of servicesigeak

< Ifincome is received in advance of services preglidt will not assessable until the services aowipged.
However, the accounting records of the businesd ofassify the unearned income separately fromrireco
already earned.

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

* Interest, rental income, dividends and royaltiesrast assessable until received (or otherwise gratdedited
on the taxpayer’s behalf).

* Generally, trust distributions are assessableary#ar they are declared, notwithstanding the Casioner’s
practice which allows a trustee up to two montterahe end of the financial year to distribute titust’s
income.
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Maximising deductions

An entity’s debtors may be reviewed prior to yeag-¢o identify and write off any debts which hawng
“bad”. A bad debt can qualify for a deduction subj® certain conditions being met.

Certain business-related capital expenditure mageloleictible. These expenditure include: establistirok
business premises, research into likely markepsafitability of a business, due diligence repoaisd
liquidation and deregistration costs for a business

Consider writing off any depreciating assets wtaod no longer being held for use because a deductay
be available.

Review the asset register to identify any low-@gd/or low-value assets that may be pooled togédheeccess
an accelerated rate of depreciation.

Non-business taxpayers are entitled to an outdgttiction for assets costing $300 or less, provigetiin
conditions are satisfied.

Business taxpayers are entitled to an outright ciemtufor assets costing $100 (GST inclusive) esle

It is the GST-exclusive value of a depreciatingeafizat is used in calculating the depreciatiogardless of
whether entitlement to input tax credits has bdaimed.

If an entity has carried forwarded losses, identifether any net exempt income has been derivetthdor
income year. Carried forward losses will need tditsély offset against the net exempt income befoeing
available to reduce any assessable income deriw@dhe income year.

Try to avoid making a donation in a year of los3éss is because a deduction for a donation caatato or
create a tax loss.

An entity that has been classified as a small lessirentity may consider choosing to apply the ®mpl
depreciation concessions, which will provides amediate deduction for assets costing $1,000 oS3
exclusive), and accelerated rates of depreciation.

Trading stock can be valued at replacement valaeken value or cost. The method does not need thebe
same for each category of trading stock, theraftarimising deductions.

Taxpayers may review their closing stock to consigdeether any obsolete stock exists to obtain aiclish.

If an entity has previously elected to use theitigdtock concessions available to former Simmiflex
System (STS) taxpayers, consideration may be diveonducting a proper stocktake.

Employers should ensure that superannuation comtiss are paid to their employees’ superannudtiod
prior to 30 June 2008 to obtain a tax deductionamid any superannuation guarantee charge.

A personal superannuation contribution is availablaxpayers if less than 10% of their total aszsbkle
income and reportable fringe benefits is derivednftheir employment.

Deemed dividends and private companies

Certain loans, payments and forgiveness of debgsilsgite companies to their shareholders and asssctan
give rise to unfranked dividends, which are asd#eda the shareholders and associates. Try ty r@pa
loans or payments by the earlier of the actualdoagnt date or due date for lodgement of the conipany
return for that year. Alternatively, appropriatamoagreements should be in place.

Review whether a trust has an unpaid presentemtitht to a corporate beneficiary. Potentially, aftainked
dividend (from the company to its shareholders)amdse. Try to repay any unpaid entittiement todbporate
beneficiary by the earlier of the actual lodgendait or due date for lodgement of the trust’s refar that
year to avoid an unfranked dividend from arising.
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Personal services income

< If anindividual applies personal efforts and skiti performing services for third parties throaghinterposed
entity (company, trust or partnership), the perseaevices income rules may instead deem the iddalito be
assessable on the income generated, unless dme r&fquired personal services business testdsfieshior a
determination is obtained from the Tax Office.

« Identify any unusual circumstances that will prevée tests from being satisfied. A determinatiokh be
granted only if there are any unusual circumstances

Non-commercial losses

* Aloss from an individual’'s business activity (whet carried on alone or in a partnership) may belyffset
against other income derived in the same incomeif/é# business activity satisfies at least ohthe four
commerciality tests or a determination has beeaiobtl from the Commissioner. Consideration shoeld b
given to the relevant tests, as the individual’srtax position will be impacted when the loss iteded.

Small business entities

« Consider whether an entity satisfies the requirdaenbe classified as a small business entitymalls
business entity can access various tax concessiocis,as the simpler depreciation and trading-stolgls.
(The small business entity regime replaced the f&ar8 1 July 2007. The definition of a small businestity
is broader than that of an STS taxpayer.)

Companies

e Ensure that all distributions to shareholders dytire franking period are franked to the same éxteavoid a
franking deficit tax.

» A private company has four months after the enth@income year to provide its shareholders with a
distribution statement for dividends paid. In efféhe company can retrospectively correct anyfoaeking
or underfranking of distributions.

Trust distributions

» If atrust has derived capital gains and the incan capital beneficiaries are different, considieether an
election needs to be made to avoid the anomalheifdarmer will be taxed on the capital gains rathan the
latter.

« The trustee distributes the accounting profit, aotdthe taxable profit, of the trust.

e Itis the Commissioner’s practice that a trusteeugato two months after the end of an income fear
distribute the previous year's net income. (Theridlistion is still assessable in the previous inegyear.)

» [If atrustee is distributing income to a minor.(ueder 18), the minor can receive up to $1,6G%oim-taxable
distribution.

* If possible, consider distributing all the inconfelee trust to its beneficiaries. Income that meed in the
trust will be taxed at the 46.5%.

« If acompany is owned by a discretionary trust,sider the necessity for the trustee to make a jamibt
election to ensure any losses or bad debts inctyrékde company will be deductible.

» If shares are owned by a discretionary trust, carghe necessity for the trustee to make a famikst
election to ensure any franking credits attachatiealividends will not be “wasted”.

e If a family trust election has been previously madgto avoid distributing outside the family gmto avoid
any potential liability to the family trust distriions tax.
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Capital gains tax

« Consider crystallising any unrealised capital Iesaghe income year if you are anticipating a sigant
capital gain.

« Consider deferring the disposal of shortly-heldetsdf an asset is held for at least 12 mont§% CGT
discount may be available to reduce any capitalgai

» Consider whether a rollover relief is availablel&der any capital gains.

* Consider the availability of the small business Gg&ficessions which can disregard, reduce or defepital
gain arising from the disposal of an asset whichldeen used by an entity in the course of carrgings
business.

* Review any expenditure incurred on an asset toremsaximising the cost base of the asset.

e If a significant capital gain has been made, agildk taxpayer may consider contributing some bofathe
gain to his or her super fund to reduce the taxapley This is because a deduction is availabledosonal
superannuation contributions.

Salary sacrifice arrangement

« Consider entering into a salary sacrifice arranggméth your employee for the coming income year,
particularly since the repeal of the superannuaiocharge. Salary sacrificing part of your casargdor
non-cash benefits can potentially reduce your iretan liability and result in a better net casinilo

* If you are expecting to derived bonus and/or corsiorss prior to the close of the income year, carssdlary
sacrificing these amounts to reduce your tax ligbil

Superannuation strategies

» Consider splitting concessional superannuationrmritons with your spouse to receive your combisaper
balances in a more tax-effective manner.

» Consider entering into a salary sacrifice arrangegmeéh your employer to forego part of your cashasy into
superannuation. This potentially can reduce yocwonme tax liability and increase the level of sasimgyour
superannuation account.

« Eligible taxpayers who make a personal contributidhreceive the Government’s superannuation co-
contribution.

« If permissible, consider moving assets into a sapanation fund because of the lower tax rate.

Important: This is not advice. Clients should ndtsaiely on the basis of the material containethia Bulletin. Items herein are general
comments only and do not constitute or convey adpir se. Also changes in legislation may occuckdyi We therefore recommend thpt
our formal advice be sought before acting in anyhef areas. The Bulletin is issued as a helpful gtédclients and for their privat
information. Therefore it should be regarded adidential and not be made available to any persitinout our prior approval.




