Defer Income

Defer receipt of income assessed on a cash basis
and defer derivation of income assessed on an
accruals basis.

Accelerate Deductions

Realize losses by scrapping obsolete or unusable
plant before year end. Revalue trading stock
downwards to the lower of cost, replacement
price, or market selling value. Realize capital losses
to offset any capital gains.

Research & Development

A deduction (or tax offset in some circumstances)
is available up to 125%-175% for qualifying
research and development expenditure incurred by
registered organisations. Registration applications
must be lodged annually within ten months after
the end of the company’s year of income and
before lodging the return of income

Trading Stock Valuation Options
Trading stock on hand can be valued at the lower
of cost, replacement price, or market selling value.

Prior to year end any stock that is either of reduced
value, obsolete or damaged should be identified
and valued accordingly. Alternatively, stock of no
value should be scrapped.

Bad Debts

Review all debts in existence prior to year end.
Write off debts that have gone bad in the books of
the company by 30 June. Remember to claim the
GST adjustment.

Directors’ Fees

Deductions for directors’ fees, bonuses or similar
payments are allowable only when the company
makes a firm commitment to pay the fees, ie. by
passing an authorized resolution. Therefore, in
order to claim directors’ fees it is not sufficient for
tax purposes to determine the fees and pay them
in the following income year.

Simplified Tax System

The “STS” rules enable business taxpayers with a
small business (turnover less than $1m for the year
) and less than $3m of depreciable assets, to use
simplified and more generous provisions relating to
such things as depreciation and prepayments.

- Consider whether you qualify.

- Should you elect to use STS? Is it of
advantage to you?

- Ifyou used it last year do you still qualify?

Note that under STS, ordinary income is calculated
on a cash basis but statutory income is not.

Prepayments

An immediate deduction is not allowable to a
taxpayer who makes a payment for services in
advance and which will be provided in the future.
The deduction will only be allowable
proportionately in the year of income in which the
service is provided. (Subject to any STS
concessions or other exclusions).



YEAR END TAX
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Loans by Companies to their Shareholders
and Associates

If post 4 December 1997 payments are new loans,
or benefits not subject to Fringe Benefits Tax, there
are two major options:

1. To repay the loan before year end, possibly by
declaring a dividend, or

2. Repay the loan before year end and then re-
borrow pursuant to a formal loan agreement.
The loan must be repaid progressively with
interest over the next seven years for
unsecured loans. Your tax advisor can assist
in ensuring you have an appropriate loan
agreement in place.

If you do not implement one of the above options,
the company may be deemed to have paid
unfranked dividends which will be fully taxable and
the franking account will be reduced by the
deemed dividend. This is a triple penalty.

Ensure that the required repayments for existing
loan agreements have been made.

Complexity arises where the company has received
distributions from a trust. Consult your tax adviser
to determine whether any payments made by the
trust to shareholders and/or associates of the
company may be deemed to be an unfranked
dividend from the company.

Trust Losses and Family Trust

& Interposed Entity Elections

Where your trust has a current year tax loss or is
claiming a bad debt deduction or is recouping a
prior year tax loss, then in order to claim a
deduction the trust will have to pass between one
and four tests, depending on the type of trust it is.
Further, if you are injecting income into the trust, it
will have to pass a further series of tests.

Some of these tests can be passed or avoided if
the trust elects to become a “Family Trust”. Other
tests can be passed if an “Interposed Entity
Election” is made.

If either election is made and subsequently there is
a distribution of capital or income to persons who
are not part of the narrowly defined "Family Group”,
then the distribution is taxed at the highest
marginal tax rate, currently 48.5%.

Other provisions relating to loss companies partly
owned by discretionary trusts and also to
discretionary trusts receiving fully franked dividends
may also require the making of a "Family Trust
election”.

The decision to make a Family Trust election or an
Interposed Entity election should only occur after
receiving advice from your tax adviser.

Trust Distributions

The proper administration of a discretionary trust
estate should see the Trustee attending to a
number of housekeeping and planning matters by
30 June 2005, including ensuring that a resolution
(made in accordance with the trust deed) regarding
the appointment of trust income has been made by
30 June 2005. The trustee should also ensure that
distributions to beneficiaries do not result in any
small business CGT concessions being lost.

Capital Gains Tax

Defer the realisation of a capital gain until after 30
June, if possible, or if already realised, consider
realising a capital loss now in order to reduce a
taxable capital gain.



Income Tax Rates

1. Company Tax Rate
The company tax rate for the year ended
30 June 2005 is 30%.

2. General Resident Individual Rates
Refer to Figure 1. below. Additional
concessions are available for low income
earners and low income families.

Figure 1. General Resident Individual Tax Rates

For employers, deductions are permitted up to the
age-based scale.

Ensure all superannuation contributions are paid
before 30 June 2005 in order to claim a deduction
for the contribution this year.

Superannuation contributions may be accepted if
made by a person for their low-income or non-
working spouse.

Taxpayers who make contributions to a

: complying fund on behalf of their low-income
Income Bracket$ Tax Payable $ Marginal Tax Rate or non-working spouse may be entitled to a

0- 6,000 Nil Nil

tax rebate for

6,001 - 21,600 Nil plus 17% of excess over $6,000

contributions of up to 18% of $3,000.

21,601 - 58,000 2,652 plus 30% of excess over $21,600

Superannuation Contributions —

58,001 - 70,000 13,572 plus  42% of excess over $58,000

Surcharge

70,001 + 18,612 plus  47% of excess over $70,000

The superannuation contribution surcharge

3. Medicare Levy
The Medicare Levy is 1.5% - subject to low income
phase-in.

Superannuation Contributions

— Age Based Contribution Levels

The following age based scale will apply to
maximum total deductible employer and self-
employed contributions for the year ended 30 June
2005:

Age of Member at Maximum Deductions for
End of Financial Year Superannuation Contributions $

Less than 35 13,934
35t049 38,702
50 and Over 95,980

threshold for 2004/05 is $99,710. Therefore
advice from your tax adviser should be
sought in order to ensure that, where
possible, the surcharge does not apply.
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Debt/Equity Rules
The debt/equity rules became effective from 1 July
2001. Transitional provisions apply in some
circumstances. Pre-existing arrangements which
are relying on the ‘old rules’ should be checked to
see whether:
- the terms of the investment has altered,
- the investment has rolled over; or
- the original terms of the investment

have been extended.

At Call Loans

Loans to a company by its shareholders which are
‘at call’ may be deemed to be equity and thus give
rise to tax problems upon repayment. The
problem is usually easy to fix but the transitional
provisions cease as at 30 June 2005.

Review your situation before 30 June.

Thin Capitalisation

Ensure that any required adjustments and
restructuring of capital is completed before 30
June so that interest deductions are not foregone.

Foreign Exchange

Consider realizing losses before 30 June. Note the
recent amendments to the taxation of forex gains
and losses and review your written elections in
relation thereto.

Non-commercial losses

For individuals and partnerships of individuals,
losses from a business activity can only be offset
against other income if certain tests are passed.
Such individuals should consider whether tests can
be satisfied before 30 June.

Personal Services Income (PSI)

Under the PSlI rules, personal services income
derived by the company or trust is taken to be
income of the individual and PAYG withholding
applies as if the company had paid that income as
wages. Some companies earning personal
services income may be exempted from the rules if
certain tests are passed regarding unrelated
clients, employees and business premises. These
tests should be examined at least on an annual
basis.

Tax Consolidation

The Tax Consolidation rules now allow a wholly
owned group of companies (parent company and
subsidiaries) to be able to lodge only one tax return
for the whole group. The old transfer of loss
provisions and CGT rollover relief provisions have
now been repealed. The head company will now
be required to make an election to have the tax
consolidation rules apply to be able to utilise any
losses made by subsidiaries.

DISCLAIMER

This material is produced by Bentleys MRI, Chartered
Accountants and Business Advisors. It is intended to
provide general information in summary form on pertinent
topics, current at the time of publication. The information
contained or otherwise implied in this material has been
provided in good faith and is deemed by Bentleys MRI to
be reliable and accurate. However, the contents do not
constitute taxation advice and should not be relied upon
as such. The information provided is general in nature.
Formal taxation advice should be sought in particular
matters.






