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The Big Tax Issue

As it approaches the end
of the tax year, we con-
centrate on tax issues, in
particular, tax planning.

As well, last week’s 2006
Budget has now been

analysed and we have
also produced a separate
Budget Briefing for our
readers.

In our next, June issue,
we will be providing you

Your Strategic Plan

We've all heard of
Business Plans,
but what is a Stra-
tegic Plan?

Business planning
is about the details
and operations of
your business or
organisation
whereas Strategic
Planning is all
about where you
are, where you
want to go, and
what direction to take to
get there.

Strategic Planning gives
your business or organi-
sation a direction and a
communication plan so
that everyone in it un-
derstands where it is
going.

With this understanding
you can then develop
your Business and Op-
erational Plans so that
all of these are aligned to
the strategic direction.
Have you ever been in a
position where you made
a decision for your busi-
ness and after 6 months

Pull in the same direction!

you don’t seem to have
gone very far?

In all probability the
message had not got
through. Even if your
staff had received the
message, as they made
their day to day deci-
sions they would have
applied the shotgun ap-
proach and tried to
please everyone.

What was needed was a
targeted approach - and
everyone understanding
what is required to
achieve that target.

A Strategic Plan gives
everyone involved a clear
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with our “Tax Return
Checklist” to ensure that
you have a reminder
about what you need to
include, and all the ex-
penses you may be eligi-
ble for.

picture about what
is important. A
good Strategic Plan
quantifies this pic-
ture into Organisa-
tional Goals before
establishing Or-
ganisational
Strategies.

You start with
your Vision for
your business,

then you break this

up into key perspec-
tives and identify key
objectives by asking the
question “what must I do
in this area in order to
be like my vision in 5
years’ time?”

Finally you establish ob-
jectives over the plan-
ning period, if possible
prioritising year by year.

The OTS Management
Strategic Planning sys-
tem can give you the
clarity of your business
direction through a proc-
ess driven approach.

If you want to get there,
just ask!
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Year End Tax Planning

As another income year comes to a
close on 30 June 2006, it is impor-
tant that taxpayers take the time to
focus on tax planning and the tax
issues that affect their business.

Some of the key tax issues to con-
sider are outlined below.

Deferring income

When considering the deferral of
income, note the following points:

e As directed by the Arthur
Murray principle, taxpayers
may be able to defer recognition
of income received before year-
end for services not yet per-
formed.

e Most interest, dividend or rent
income will not be assessable
for until it is received (unless
otherwise paid or credited on
the taxpayer’s behalf). There-
fore, such income may be de-
ferred.

e In general, income may be de-
ferred until the 2007 year, sig-
nificantly delaying tax pay-
ments. For example, where tax-
payers on a cash/receipts basis
of income bill clients on 30
June, assessable income will
not arise until after year-end.
Conversely, taxpayers on an
accruals method may choose to
perform services after year-end.

e Royalties and insurance pro-
ceeds are typically assessable
on a cash basis.

e  Work-in-progress of profes-
sional practices will not be as-
sessable until there is at least
an entitlement to bill.

Maximising deductions
Some initiatives to consider to ac-
celerate deductions are:

e Review debtors and write off
bad debts before year-end.

e Realise foreign exchange losses
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and defer the realisation of
gains.

e Bring forward the outlay for de-
ductible expenses.

e Value stock at a lower replace-
ment value or market value,
where appropriate.

e Ensure that audit fees are in-
curred before year-end, based
on Taxation Ruling IT 2625.

Superannuation

e Ensure that employers pay all
superannuation contributions
by year-end to maximise deduc-
tions and avoid potential expo-
sure to the non-deductible su-
perannuation surcharge.

e Consider increasing personal
superannuation contributions
in light of the abolishment of
superannuation surcharge.

“Pay all superannuation
contributions by year end”

e Consider the splitting of super-
annuation contributions be-
tween spouses, where they have
significantly disproportionate
superannuation balances.

Blackhole expenditure

e Review expenditure to ensure
that any deductible ‘blackhole’
expenditure is identified.

e The types of expenditure to con-
sider include expenditure on a
business plan, the establish-
ment of business premises, re-
search into likely markets or
profitability of a business, and
capital investment in assets of
the business.

Capital Gains Tax

Some strategies to minimise CGT
are:

e Utilise the CGT small business
and retirement concessions.

e Consider the availability of roll-
over relief for disposals to re-
lated parties.

e Match gains and losses, where
possible, to avoid carrying for-
ward a capital loss.

e Defer a disposal to ensure the
asset has been held for at least
12 months. This will potentially
allow individuals and trusts to
benefit from the 50% CGT dis-
count.

e Review the cost base of assets
to ensure all expenditure avail-
able under the expanded defini-
tion is included. Such expendi-
ture includes, for example, cer-
tain selling costs, capital costs
of ownership, and expenditure
to preserve, move or install as-
sets.

e Consider whether non-
deductible costs may be in-
cluded in an asset’s cost base
including, for example, holding
costs such as interest which are
non-deductible.

e Consider whether it is most
beneficial to utilise the 50% dis-
count, where available, or fro-
zen indexation.

e Defer a disposal to the subse-
quent income year where a gain
is anticipated. Consider bring-
ing forward a loss transaction if
there are gains to offset.

Tax consolidation

e Consider whether an election to
form a consolidated group
should be made for tax pur-
poses.

e If ACA is to be used, or if there
are losses, consider whether

Cont. Page 3
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Year End Tax Planning (Continued from Page 2)

From Page 2

valuations should be obtained
as part of the consolidation
process.

Review the potential tax treat-
ment of losses within company
groups. In particular, consider
whether tax losses should be
best utilised within a consoli-
dated group (subject to avail-
able fractions) or whether the
group should remain unconsoli-
dated.

If a loss group consolidates,
consider the potential impact of
capital injections into the
group, which may reduce ac-
cess to losses.

Trust distributions

Make sure a trustee resolves to
distribute the net income of the
trust before 30 June 2006, or
by 31 August 2006 (relying on
Tax Office administrative con-
cessions).

Remember that year-end trust
distributions and income injec-
tions may affect a trust’s ability
to recoup prior year tax losses
and bad debt deductions.

Where the trust has derived
capital gains, consider the
ATO'’s Practice Statement in
relation to the taxation of bene-
ficiaries and the trustee on the
trust income and capital and
the different potential ap-
proaches available.

Family trust elections

Consider whether a family trust
election should be made be-
cause of losses or bad debts in
trusts.

Ensure optimum utilisation of
franking credits and consider

making a family trust election
where a trust holds shares ac-
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quired post-31 December 1997.

Make sure no distributions are
made outside the family group
to avoid any potential liability
for family trust distributions
tax.

Where a company is owned by
discretionary trusts, there may
be a need for family trust elec-
tions at the trust level if the
company has losses. Elections
may also be required to enable
utilisation of franking credits as
noted above.

Simplified imputation

Ensure all dividends paid
within a franking period have
been franked to the same ex-
tent.

Ensure that there are adequate
franking credits.

Ensure a company paying a
franked dividend has issued a
distribution statement in the
approved form.

Other key issues
Other important matters include
the following:

Consider the effective lives of
depreciable assets.

Where individuals incur losses
from business activities, the

non-commercial loss rules
should be considered because,
under the rules, such losses
may not be eligible for offset
against other assessable income
during the year.

Where a private company pro-
vides loans to shareholders, a
careful review of the loan ar-
rangement must be under-
taken, as certain rules may
deem the loan to be an un-
franked dividend. It may be
necessary to ensure appropriate
loan agreements are in place
and repayments are made.

Review any similar loans by
trusts where a corporate benefi-
ciary has an unpaid present
entitlement to trust income.
These loans can also result in
deemed dividends.

Where an individual applies
personal efforts and skill in per-
forming services to third parties
through an interposed entity
(e.g. a company), the personal
services income rules may deem
the individual to be assessable
on the income generated. Care-
ful consideration of such ar-
rangements should be under-
taken to avoid the application of
the rules.

International

Plan to utilise foreign tax cred-
its against Australian tax on
foreign income of the same
class.

Consider international related
party transactions — whether
arm’s length prices have been
charged, and whether there are
transfer pricing issues to ad-
dress.

Identify and address other in-
ternational tax issues such as
permanent establishments and
controlled foreign companies.
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Advice from outside the square

Suite 7/88 Walters Drive
HERDSMAN WA 6017
P O Box 198
WEMBLEY WA 6913

Phone: 08 9242 2085
Fax: 08 9443 7845
E-mail:
ots@otsmanagement.com.au

We're on the web!

t_com.all

,m,,,\,v.otsmanage'“e"

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

We are primarily a consulting
company, providing business con-
sulting services to SME’s.

However our work is based
strongly on our understanding of
business, and that means we have
a core of accounting and tax com-
pliance services.

In both our streams of services, in
accordance with our Vision State-
ment, “our clients have significant
contact with our senior people”.

In the case of our consulting ser-
vices, the workshops and semi-
nars are conducted by senior peo-
ple.

In the case of our compliance work
- preparation of accounts and tax
returns - our senior people meet
with you to ascertain your needs
and the circumstances of the year,
and are available for all queries

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
and advice. Levels of cost mean that it is ineffi-

Our Vision Statement also states
that we “operate as a team, where
people self-manage to their ex-
pected levels”. This means that
our senior people who meet with
you are not necessarily the people
who work on every aspect of your
accounts in the back office.

The Team Approach to Your
work

cient to have our most experienced
people adding up columns and
coding them into our computers
when less expensive team mem-
bers can do so as effectively.

However, how our team approach
works is that our experienced peo-
ple brief and supervise the less
experienced people and ensure
that quality control is met at every
stage of the work.

In this way, the Directors or Man-
agers who meet with you are not
the ones who do your work in the
back office, but they know every
aspect of it and supervise the writ-
ten procedures through review
processes.

This is the way we work to ensure
you receive the best quality service
at the best value.



