Issue 4

Summer 2003/04

Rana Jewell

Public Accountant & Lifestyle Consultant

BENEATH THE SURFACE

SELLING BUSINESS ASSETS

As mentioned previously,
the Tax Office has moved
from an educational
stance to one of audits
and compliance in relation
to GST. Their audits to
date have determined that
many taxpayers are not
charging GST when they
sell business assets.
Some

examples are:

the whole business

If you are registered for
GST and sell a business
asset, then you must
charge GST for that asset
and declare the sale at G1
on you BAS and the GST
component at 1A. There
are some exceptions to this
rule, eg GST-free sale of a
going concern exemption,

TAX INVOICES

A reminder that for all purchases over
$55.00 (GST-inclusive), you must hold a
valid tax invoice prior to claiming any
GST refunds. We have noticed that
often you have to physically ask for a tax
invoice from insurance companies,
especially if you pay premiums by direct
bank debits. Ensure that your tax

invoices are valid and on-file prior to
claiming refunds.

so see us well before sale

a computer or filing (and before signing any
cabinet used in the contracts) to ensure you
business meet all the requirements
trading in a motor on the checklist/s.

vehicle

WILLS ‘N’ THINGS

Is your will up-to-date? Are your loved ones adequately
catered for in the event of the unthinkable? If not, please
see your solicitor today.

We openly encourage financial independence within
relationships, so if you need help with a pre-nuptial
agreement, or the defacto equivalent, please call to make
an appointment. As non-solicitors, we cannot draw up the
contract for you, however, we can assist to bring all the
issues onto the table for frank discussion.

PAYING TAX & BAS AMOUNTS TO TAX OFFICE

One of the unfortunate parts of the new tax system is that
taxpayers now have two separate accounts with the tax
office: one for income tax and a separate one for BAS/GST
amounts. Please check carefully the electronic reference
codes when making payments so that you are using the
correct one. This will avoid unnecessary “demand for
payment” notices.

AMBULANCE SUBSCRIPTION

Ambulance subscriptions (QId) have
started to appear on electricity accounts
for business owners — be aware that this
is a private expense and non-deductible.
It also falls outside the GST regime, so
no tax codes are required. Please note
that if your business is run through a
company or trust, ensure that you either
repay this amount, or have an existing
credit loan balance for offsetting the
payment. This will avoid adverse tax
penalties at year-end.

GST & SALES TO ASSOCIATES

Many taxpayers are unaware of the effects
of Section 72-C of the GST Act. If you sell a
business item to an associate, it deems you
liable for the GST on that item - calculated
as one-eleventh of the GST-inclusive
market value.

For example, if the market value for your
service is $1,100 and you sell to a family
member and charge only $550, then you are
still liable for $100 GST (1/11™ of $1,100)
and not $50 (1/11" of $550).




CAPITAL GAINS TAX

This is a tax on the gains made on the sale of capital
assets, eg property, shares, antiques, etc. So ensure
that you keep complete records of all purchase costs
and sale costs (until time of sale) to assist us to
calculate any such gains, or losses, accurately. The
law applies to capital assets purchased on or after 20
September 1985.

Generally, there is an exemption, for your principal
place of residence. However exceptions to this ex-
emption exist, eg if you run a business from home — a
portion of any capital gain on sale will be assessable.

50 per cent rule

For an asset acquired after 21 September 1999, a
new 50 per cent discount to the amount of capital
gain, is available. This reduction will only apply if the
relevant asset has been held for a period of at least
12 months. In calculating the assessable gain, any
capital loss must be offset against the gain before
applying the discount.

If the asset was acquired before 21 September 1999
and sold after that date, investors can choose to
calculate capital gains under either the new method
or the old (indexation) method. However, as the
asset’s cost base can only be indexed up to 30
September 1999 (again, if held for at least 12
months), this latter alternative will offer fewer benefits
as time goes on.

NB: Companies are not eligible for the 50% discount.

Which method is best?

If entitled to use either the old or new rules, we will
calculate the gain both ways when preparing your
annual income tax return, and use the one that is most
advantageous to you or your trust entity.

Small business concessions
In addition to the 50% discount rule, there are some
very favourable small business concessions, namely:

15 year freebie (no dollar cap)

50% active asset concession

retirement exemption ($500,000 lifetime cap — if
<55 years, must be paid into a superannuation
environment)

replacement roll-over concession (simply deferring
the capital gain until you sell the replacement
asset)

Capital gains tax rules are complex and each tax-
payer/entity will have to leap many hurdles and jump

through flaming hoops to meet the specific
qualifying tests to be eligible for the above
exemptions.

If you are thinking of selling your business, or any
capital assets, we recommend that you seek taxation
advice very early on in the process, and certainly
well before you sign any contracts.

MERRY CHRISTMAS & HAPPY
NEW YEAR

Thank you for your business during the
past twelve months ... you are really
valued. | have had several brushes
with mortality this year: a client was
diagnosed with cancer and is
recovering well, and my neice was

into

Nicola (not her real name) is a very
brave woman.
birthday (3 years ago), she launched
self-employment as a
professional practitioner.
have continued to
year, in fact they doubled in the last

POSITIVE CASH FLOW STORY

She felt rewarded for her
Just before her 60™ courage and hard work.

Now she is setting up a self-
managed superannuation
fund to purchase her
business premises. If you

Her profits
increase each

recently in intensive care and is lucky to
be alive.

So please enjoy your loved ones during
this festive season and be kind and

twelve months. She engaged in our
30 — 40% (of gross fees) savings
plan, and last financial year had
enough money to pay her taxes,
indulge in a new kitchen, and have

wish to improve your cash
flow position, please call our
office to make an
appointment now.

gentle with yourself. money left in the bank.
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Please Note: Many of the comments in this publication are general in nature.
Anyone intending to apply the information to practical circumstances should seek
professional advice to independently verify their interpretation and the applicabil-
ity of the information to their particular circumstances.




