Tax planning

If you and your accountant are not considering tax strategies at this time of year you could be throwing

money away.

Tax avoidance is illegal but minimising the amount of tax you legally have to pay is simply good business
and now is the time to make those crucial last minute decisions to reduce your tax liabilities and make

the most of deductions.

The following article by Tas Demos from BDH & Co Chartered Accountants provides useful general
advice, however, for your individual circumstances you may need to talk to a good accountant, a good tax

tawyer ... or both.

Tas Demos

In simple terms, the aim of tax ptanning
and reducing the amount of tax payable
before 30 June revolves around the
simple strategy of reducing income and
increasing deductions. Below we consider
what can be done for both owners of a
real estate office and employees in the
real estate industry.

Business owners should consider the
following strategies

Timing of income derivation

A typical real estate office Is taken to
have derived sales commissions at the
time that settlement of a property occurs.
Therefore it is very unlikely that deferring
the receipt of these sales commissions

te the next financial year can occur.

However, in terms of property management
commissions, they are taken to be derived
at the time the real estate office accounts
ta their landlords. This can therefore
result in some scope in deferring

income by simply perfarming the monthly
reconcitiation of the trust account early

in July rather than in June. This will resuit
in the office deferring payment of tax on
this incorme until the next financial year.

Timing of expense

For a deduction to be available to a
business taxpayer, there must be aliability
to pay the expense by 30 June. This does
not mean that payment physically has to
be made, but rather that an enforceable
liability for the recavery of money by

a creditor exists.

Some examples of expenses that should
be considered before 30 June include:

+ Employee superannuation guarantee
contributions are required - 9% of an
employee’s gross wage must be paid
by 30 June for you to obtain the
deduction this financial year.

* Repairs - Incur expenses for repairs
and maintenance on or befere 30 June.
However, the expense must not be
initial repairs, substantial replacement
of an asset or improvement of an asset.

= Audit fees - You may wish to enter into
a contract with your accountant for
audit fees in relation to the business
trust accounts. This contract should
create a presently existing Liability
before 30 June which will mean that
the audit fee will be deductible even
though it has not been paid.

Depreciation
Prior to 30 June, review your asset
register and consider the following:

* 5Scraping obsolete iterns by 30 June.

* Using effective life rates for plant
acquired after 21 September 1999
(not accelerated rates] if it means that
additional depreciation can be claimed.

¢ Delaying disposal of plant items for a
profit until after 30 June, if they will
result in a profit.

» Bringing forward dispssal of plant
itemns for a loss to befere 1 July.
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Directors’ and employees’ entitlements
« Conduct shareholders meetings before
30 June 2006 and approve directors’
fees and bhonuses to get deductions

for the 2006 financial year.

« If you are planning to pay your sates
team a bonus for the year, ensure
arrangements for employee banuses
are in place before 30 June 2006.

This includes calculating the
bonus/commission, documenting the
bonus/commission and notifying the
employee of the payment of the bonus,
inctuding the amount and the date
that payment will be made.

Private company loans

For those who operate their businesses
through a company, it is important to
consider loans they have taken from

the company and the application of
the tax law, in particular Division 7
of the Income Tax Assessment Act
1936 [Cth].

Where a loan is made to the company
shareholders or associated individuals,
Divisien 7 can deem that person to have
received the money as a dividend unless
it is made under a written agreement
and on commercial terms that include

a minimum benchmark interest rate
and a repayment term of at least seven
years, or 25 years if secured with a first
mortgage over real estate.

In subsequent years the loan will be
deemed to be a dividend if minimum
repayment is not made by end of
the year.

The minimum rate of interest is prescribed
by the ATG every year,

Employees of real estate offices
should consider the foilowing
deductions

Motor vehicle expenses

There are a number of methods altowable
for an individual to claim a tax deduction
for motor vehicle expenses. The most
common used in reat estate is the log-
book method. This method provides that
you must keep a log-book for a 12 week
period, which is used to determine your
husiness kilometers.

Cnce that is established then a clam
is made for business percentage of all

...are economical products that are frequently
used by residential real estate companies to
market properties within their area of
operation. Other organisations such as tourist
parks, hospitals and serviced apartment
buildings are also discovering the benefits of
this type of map as a marketing tool.

Your contact

details here

o ¢ iy e
Your location

The maps are created by extracting the required

area from our latest UBD Street Directory data.
Along with your logo and contact detaits, the
map also shows your business location. The
minimum print run is 1000 copies and the maps
are produced on either an A4 or A3 sheet, Black
on white and full colour are the standard
options with the ability to print on coloured
paper or additional colours other than black
alsoc worth consideration. Additional fees

would apply.

For further information
contact UBD Custam Mapping Services on

1800 621 987




costs associated with the up keep of the
motor vehicle, including fuel, insurance,
registration and maintenance. If the motor
vehicle is financed, the finance costs will
atso be deductible.

Make sure that in claiming motor vehicle
expenses under this method that the

tog book is current, the book details

are correct and that all relevant receipts
have been kept.

Taxation Ruling TR 98/6

For employees of real estate cffices,

the ATO has issued a ruling that outlines
the treatment of income and expenses.
This is Taxation Ruling TR 98/6, and can
be found at www.atoe.gov.au.

The ruling discusses the following
deductions.

+ Calculators and electronic
organisers [paragraph 45) -

A deduction is allowable for the
work-related portion of depreciation
of the cost of calculators and
electronic organisers used for
income-producing activities. If the
cost of the item is $300 or less,

or the effective life of the item is
less than three years, an outright
deduction is allowable. if not, then
the item must be depreciated,

» Certificate of registration [paragraph
48] - A deduction is allowable for
the cost of renewing a certificate
of registration held by an employee
in respect of his or her employment.
A deduction is not allowable for the
cost of obtaining the initial certificate
of registration.

» Clothing, uniferms and footwear
iparagraph 55] - A deduction is
allowable for the cost of buying, hiring
or replacing clothing, uniforms and
footwear [‘clothing'] if it is:
fa) protective;

(b] occupation specific and not
conventional in nature:

fcl a compulsory uniform that
satisfies Taxation Ruling IT 2641;

»

[d} & ron-compulsory uniform or
wardrobe that has been entered

on the Register of Approved

Occupational Clothing;

le] conventional but the taxpayer

is able to show that:

(1] the expenditure on the clothing
has the essential character of an
outgoing incurred in gaining or
producing assessable income;

(i) there is a nexus between the out
going and the assessable income
so that the outgoing is incidental
and relevant to the gaining of
assessablie income; and

fiii) the expenditure is not of
a private nature.

Laundry, dry cleaning and maintenance
[paragraph 77] - A deduction is
allowable for the cost of cleaning

and maintaining clothing that falls

into one cr more of the categories

of deductible clothing listed in
paragraph 55,

Conferences, seminars and training
courses [paragraph 85) - A deduction
is allowahle for the cost of attending
conferences, seminars and training
courses to maintain or increase the
knowledge, ability or skills required
by a real estate employee as long as
it has a relevant connection with the
inceme-earning activities of the real
estate employee.

Both employers and employees should
consider the following strategies

Sale of Investments - Consider
delaying the sate of an asset until
after 30 June. You may consider doing
this because you expect your income
in the following year to be lower than
current levels, or simply to delay the
tax payment for another year.
Crystallize capital losses to offset
against capital gains - The timing of

a disposal under a contract for Capital
Gains Tax (CGT) purposes is generally
the date of making the contract.

You may consider offsetting capital gains
in the 2006 financial year by crystallizing
complementary capital losses.
Donations - It is important that
donations are made to ATO endorsed
"deductible gift recipients” on or
before 30 June.

Superannuation — Superannuation
contributions are made based on age
based limits. The maximum allowable
superannuation deducticns per
individuat for 2005/06 are:

Income Under Age 35 Age 50
year age 35 to 49 to 70

- (& 28 days]
2005-06 $14,603 $40,560 $100,587

Where your financial capacity allows,
seek to maximise your contributions.

Year End Tax Effective Investments -
A number of individuals enter

into tax effective investments,
particularly agricultural projects,
before 30 June sc they can obtain
tax deductions.
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