i OTS MANAGEMENT Client Newsletter

The Square Orange

New OTS Management website

Our website has been
redesigned.

Why not visit it at
www.otsmanagement.

com.au to view the
changes?

You will find two helpful
tools - Zest Test Your
Sales Generation, and
Zest Test Your Profitabil-
ity and Performance.

“Zest Test Your Sales
Generation” is a helpful
what-if tool that calcu-
lates how to increase
your sales exponentially
by taking three small
steps.

“Zest Test Your Profit-
ability and Performance”

provides an easy to com-
plete ratio analysis of
your business.

You will also find a com-
prehensive list of our
Business Development
products. These are the
products specially de-
signed by OTS Manage-
ment’s Director, Teik Oh,
for application in Small-
Medium Enterprises
(SME’s).

As more of these are de-
veloped they will be put
on our website, so make
sure you are a regular
visitor.

Other new features are
the Square Orange ar-
chives and the FAQ’s.

The business life cycle

The Business
Life Cycle is
part of every
organisation.

You start
with an idea
in your Start
Up phase.
Then, there is
a period of
Growth. After
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phase. Then, invariably,
Decline. What you do
then and how quickly
will result in continued
Decline, or a new idea
and hence a virtual Start
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Up phase again.

Each phase has it’s own
symptoms, In Start Up
you will be short of capi-
tal & resources. During
Growth, cash flow and
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Future developments for
the website will include:-

° More Zest Tests -
online tools for
your business

Online pay-per-use
products, for ex-
ample, prepare
your Strategic Plan
online for a frac-
tion of the regular
cost

. Surveys and com-
petitions with
prizes

. Staff and Client
login sections.

Visit regularly so you
don’t miss out - put it on
your list of “favourites”!

manage-
ment are
desperate

new  maturity, it
— " becomes
increasingly
harder to
find new
customers
and retain
old ones. In
Decline,
margins
reduce dra-

matically.

What you do to fix the
symptoms of each stage
is crucial to your moving
on to the next stage.
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Last Mailed Issue!

This will be the last
issue that is mailed to
you through snail-
mail.

Many of our clients
already receive email
copies.

If you receive a copy of
this through the mail
and you want to con-
tinue receiving these
newsletters, please
email us with your
email address. Your
future issues will be
emailed to you.



Compensation pay

In a recent case, the
Administrative Appeals ]
Tribunal (AAT) has con-
firmed that compensa-
tion payments received
by a taxpayer after
turning age 65 were \
assessable income even | '
though the taxpayer ]
argued that they were i
capital in nature.

The taxpayer was un-
able to work due to ill
health and received

fort-nightly compensation pay-
ments. Upon turning age 65 in

of age

Compensation payments
ordinary income regardless

ments

March 1994, the
taxpayer’s pay-
ments continued to
be taxed as income.
The taxpayer ob-
jected on the
grounds that the
receipts repre-
sented payment of
a capital sum for
loss of earning ca-
pacity.

In response, the

Tax Office argued
that the payments were ordinary
income in the hands of the tax-

Small Business CGT concessions

Certain small business taxpayers
may be entitled to CGT concessions
on disposal of their CGT assets.

In order to apply the small business
CGT concessions, the asset dis-
posed of must have satisfied the
active asset test. The test requires
that the asset must have been an
active asset in the taxpayer’s busi-
ness just before the earlier of:

e its disposal,

e and the cessation of the relevant
business (if the relevant busi-
ness has ceased in the previous
12 months before the disposal).

In regard to the second require-
ment, the Tax Office has declared in
a recent Interpretative Decision (ID)
that the sale of shares in

the relevant business is not a cessa-
tion of that business.

The ID examines a case where the

“The sale of shares did not
constitute a cessation of
business - not entitled to CGT
concessions”

taxpayer owned premises that were
used in the business of a partner-
ship. One of the partnership entities
was connected to the taxpayer
through a common controller. As a
result, the premises were an active
asset of the taxpayer even though
the taxpayer did not use the prem-
ises in the course of carrying on its
own business.

At a later date, the partnership en-
tity ceased being connected to the
taxpayer when the common control-
ler sold its shares. However, the
entity continued to carry on the
same business.

payer regardless of age and should
therefore be included in assessable
income. The Tax Office argued that
payments were ordinary income
because they were received periodi-
cally, on a regular basis, and they
supplemented income.

The AAT agreed with the Tax Of-
fice’s arguments and held that the
payments were assessable income.
The AAT held that the amount
could not be capital as it was not a
fixed sum and it was unable to be
redeemed (i.e. received as a capital
lump sum).

Subsequently, the taxpayer sold the
premises and made a capital gain.
The taxpayer argued that the prem-
ises were an active asset just before
the cessation of the partner-ship
business, which occurred on dis-
posal of its shares.

Therefore, the active asset test
would be satisfied and the conces-
sions would be available to reduce
the capital gain.

The Tax Office rejected this argu-
ment and emphasised that the sale
of shares did not constitute a cessa-
tion of business. As such, the tax-
payer was not entitled to the CGT
concessions, as the active asset test
could not be satisfied.

TIP: Small businesses should carefully
consider their entitiement to small
business CGT concessions whenever
an asset is sold.

Evidence for Expenses - Substantiation

The Tax Office has recently released
a Practice Statement (PS) providing
guidance to indi-vidual taxpayers as
to generally accepted documenta-
tion that may be used to substanti-
ate deductions in the tax return.
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The PS outlines that individuals
without a receipt for work-related
expenses may still be able to claim
a deduction by maintaining other
records, which include:

. online banking and credit

card statements;

online, email and photo-
copied receipts; and

3 BPay records.
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Deductibility of legal fees

The Administrative Appeals Tribu-
nal (AAT) has recently held that a
taxpayer company was entitled to
deduct legal expenses incurred in
settling a damages claim even
though it had not produced any in-
come.

The taxpayer owned a large rural
property that had a leased dwelling
situated on it.

In lieu of rental payments, the ten-
ant agreed to provide certain ser-
vices on the property with the tax-

Changes to GST laws on property sales

The Federal Government has re-
cently introduced a number

of important changes to the

GST laws, which will impact

the sale and purchase of real prop-
erty.

The new laws are, in part, designed
to stop arrangements whereby enti-
ties reduce or eliminate GST on

payer’s agent being responsible for
maintenance on the dwelling.

A legal dispute arose following the
tenant’s injury in connection with
maintenance of the property.

In settling the dispute, the tax-

payer and its agent incurred ap-
proximately $39,780 in legal fees.
The Tax Office disallowed

the legal expense deduction

on the basis that there was no
nexus between incurring the legal
expenses and the tax-payer’s in-

Caution: GST needs to be
carefully considered prior to
completing any sales or
purchases of real property

supplies of real property through
the use of the going concern, GST

Foreign Rental Income

The Tax Office has recently released
an Interpretative Decision (ID),
which considers whether rental in-
come from property outside of Aus-
tralia is assessable income of Aus-
tralian tax residents.

The assessable income of an Aus-
tralian resident includes income
from all sources, whether in or out-
side of Australia. However, in rela-
tion to foreign-sourced income, a
Double Tax Agreement (DTA) be-
tween Australia and the contracting
nation must be considered, as the
DTA typically takes precedence.

This ID reviews the assessability of
income derived by an Australian
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resident taxpayer from a rental
property in Switzerland.

Under the DTA between Australia
and Switzerland, rental income de-
rived by an Australian tax resident
from real property in Switzerland

come producing activities.

However, the AAT accepted that the
taxpayer held the dwelling sepa-
rately for the purposes of producing
assessable income and that the
function of maintaining the property
by the agent was incidental and
relevant to that purpose.

Consequently, even though no
rental income was derived, the AAT
found that the legal expenses in-
curred by the taxpayer were an al-
lowable deduction.

group and GST joint venture provi-
sions.

It is very important that sellers of
residential properties undertake a
review of their structures and op-
erations in order to ensure that
there are no adverse GST implica-
tions or ‘hidden’ GST costs.

may be taxed in Switzerland.

The Tax Office considers that the
phrase ‘may be taxed’ indicates that
Switzerland has a non-exclusive
taxing right. Accordingly, the rental
income may potentially be taxed in
both countries.

Where foreign tax has been paid on
income subject to Australian tax, a
foreign tax credit is typically avail-
able against the Australian tax pay-
able.

CAUTION: It is critical to receive profes-
sional taxation advice when dealing
with foreign income to ensure that
correct tax is paid and any available
foreign tax credit is claimed.
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Advice from outside the square

Suite 8/88 Walters Drive
HERDSMAN WA 6017
P O Box 198
WEMBLEY WA 6913

Phone: 08 9242 2220
Fax: 08 9242 5456
E-mail:
teik@otsmanagement.com.au

We're on the web!

t.com.au
anagemen
www.otsm:

Important: This is not advice. Clients
should not act solely on the basis of the
material contained in this Newsletter.
Items herein are general comments only
and do not constitute or convey advice
per se. Also changes in legislation may
occur quickly. We therefore recommend
that our formal advice be sought before
acting in any of the areas. The Bulletin is
issued as a helpful guide to clients and
for their private information. Therefore it
should be regarded as confidential and
not be made available to any person with-
out our prior approval.

The Juice

Have you ever wished for one
small thing you could do that
could change your life and your
business?

We'll give you two!

The first is the Power of Focus.

Think about your average day. As
you go through your day do you

focus on what went wrong or what

went right?

If you are like most of us, you will
be stressed and worried about
what went wrong, what else could
go wrong - you focus on the nega-
tive.

What you focus on is what you
get! Remember when you were
taught to drive? Remember mum
or dad saying “don’t drive towards
the kerb”? Guess what you did as
a result! You probably hit the

OTS Management is a quality and value driven boutique con-
sulting and accounting company that provides organisa-
tional development services to commercial, growth-oriented
Small and Medium Enterprises who require business ser-
vices, advice and coaching.

We give our clients comfort in their decision-making by pro-
viding them with our experience and independent advice
that saves them time and helps them grow. Unlike other ac-
counting services companies, our clients have significant
contact with our senior people.

We meet our own high expectations in order to exceed the
expectations of clients.

Our services include:

. Change Management consulting
. The Zest Factor - find the zest in your organisation
o Strategic & Business Planning

o SMART Marketing workshops

. Team Development workshops
. Performance Management Systems
o Zest Tests - Business Diagnostics on your organisation

The second small thing you can do
is to use the Turn-Key approach in
your business. This is the ap-
proach that says you should equip
your people with the tools so that
they just turn the key and every-
thing works.

In practical life, this means check-
lists, systems and procedures.

Take some time to work on your
business - design checklists for all
the simple things you do, then
teach your team and allow them to
turn the key.

Use turn-key systems

kerb!

Tomorrow, try setting yourself up
for success - focus on what you
want, not what you don’t want. Be

That way even new recruits learn
faster and there is always a solu-
tion.

clear on what you want, describe
it to yourself. Each time you drift
away remind yourself what your
desire feels like and looks like.

If you want to know more about
designing workable, measurable
checklists and procedures, give us
a call.



