Level 4, 22 Grenfell Street T +61(8) 81106012

Adelaide SA 5000 F +61(8) 81106013
DIRECT NORTH ACCOUNTING PO Box 773 Nicholas Kohler Director
Glenelg SA 5045 E nkohler@directnorthadvisory.com

Newsletter, December 2010

Practice Update

I thank you for your support and would like to wish you and your family all the best for a safe and well
rested holiday. | wish you a joyous festive season and a Happy New Year!

| have enjoyed the financial year to date and | am happy that the business is growing and | hope that it
continues to do so. | appreciate all the referrals that | have received. | have been fortunate enough to
continue to meet people who want better service from their accountant allowing me to gain new clients. |
expect that business activity will quieten over the Christmas period while people spend time with their
families. Hopefully the New Year brings an opportunity for people to assess their situation over the past
twelve months and make some changes to better position themselves going forward. I'll certainly be
looking for new businesses to assist.

Interest rates and commercial bills

| recently engaged in discussions with two of the major banks regarding a commercial bill facility and
thought I’d share some interesting information.

The bank bill swap reference rate (BBSW) is an independent benchmark for market interest rates calculated
by averaging rates provided by various banks. Banks charge a “margin” over this amount which then
determines the bank bill rate charged to customers. To competitively price banks against each other, you
need to confirm they use this method and ask each bank what their margin is. This allows you to look for
lower margins at other banks (you also need to take into account the bank charges on each rollover). The
other trick the banks tend to use is to make to making you pay interest in advance rather than in arrears!

A client was paying interest both quarterly and in advance. At the first meeting | had with the bank, |
questioned the payment frequency and the bank agreed to change it from quarterly to monthly. Due to
the size of the client’s debt, this deferred two months interest payments of about $70,000 to subsequent
months, which is a huge (and needed) boost to cashflow! The bank is the process of considering changing
the facility from in advance to in arrears.

Article — Borrowing to pay an income tax debt

Please find attached an article from the National Tax & Accountants Association about claiming a tax
deduction for interest on money borrowed to pay taxation liabilities in different situations.

Lodgement Dates

The end of the second quarter will easily be forgotten over the Christmas period so you should be aware of
the following dates:

- 28 January 2011 Superannuation due for the December quarter

- 28 February 2011 BAS due for the December quarter

Did you know that if your Tax Agent lodges your quarterly business activity statements (BAS) electronically,
you get a four week electronic lodgment and payment concession? Unfortunately this isn’t available for

the December BAS as the normal due date is extended by four weeks after the Christmas period.

Kind regards,
Nick
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Borrowing to pay an income tax debt

CHRETinn
For taxpayoro that borrow to pay their tax debts, the question thal arices i whalhar 1he mléfadl & hood DOMOWIRGS
i tax deductible.

Hoto that all reteroncos are fo the |LAS THE, unlags olhéraise s1alad.

Answer
The short anewsr & semelmes e, SoMeUMEs no, depanding on 1he TRXpayer In question,

A company laxpayer thal iz in business is able to ciaim a daduction in raspact of interest expenses incurred in relation
1o @ bofrowing laken out o fund an incoma tax liability under S 81 In this egard, 2l pasgeph @ of T 2582, he
Commissioner staies that:

“._where ataxpayercarries on a business [and] ... bomows money lo pay incorme G (whether lo preserve the
amsata of the busingas, maximisc the rofurn on thom, retain cufficsiont monay 1o fund the buciness or othonwies)
ien i s consicered thal the interest incureed o ese ooowings & o ovomal ieident of conducting that
busingss, That is, soch an expensa ie an expenss incurmad in canrying on that business and hence quakfies for
deduciinn  [Emphasis suded)

The mlll‘q further slates that no deduction is avallable n relalion o interest on Dormowings 1hal are MO COMRECT0 with
Hhie prryivgg onof 8 business, Reler paragraph 7 of [T 2502,

Sirmllarly, In ATD D 200B/3EY, the Uommiseionas SoANTAE INAL A £518 IFSAST £ 314 SRS 10 3 15% JEOULISH UnDar
5.8-1 for nterest incurred on moneys borrowed to pay income tax, as follows:

", whiln |1 J5H2 hag & relerance 16 COMPanies caImying on @ DUSINGSS, 1N SaMe SpRMach |5 sppiicabe 10 an
individual carrying on a business 83 a sola trader” [Emphasis added]

Hiwavar, A10 (L Q002607 provides that no deduction s alowsahis 1o an individyal oedse S A-1 for inlereed on nds
borrowed to pay a tax debt related ta the dervation of invesiment income beoause it wos not inourrod in doriving
agsessable income and i s private in nature. A deduction would atso be denied for an employes claiming inlerest in
thasa cireumatances on the same basks,

AT ID 2002607 alsa consksmed whether & dedoction would by availalie wider S.25-501) i lnse ciicsnslances.,
Bection 25-5(1) provides taxpayors with 8 goduction for 1ax related expenees such ae tha cosl of managing thair tax
affaire  Hrwever 20803 e poovides el e dedogstion is allowed Tor expeoditere O bomowing money {including
payments of interest) 1o pay an amount of income tax.

T Inntiresd we b et ot uualify for e wiile=ofl under the “blackhole” provisions contaired in 3.40-000 as this provision
only applhies 1o capial expendaure ana e payment of NIEMes! is CONSINensd 10 DE MEVeNUE N REILTE.

Referance should also be made 1o ATO |Ds 201100159 — 181 which deal with the deductibility of a ‘credit card payment’
which wag charged by the A1 L heaieo 1 & IGY0S TRRPEYOT In qUESHInn paid thair nsomes (R llahiity using & eredi
card. Moie thai the Commissioner concludes thal such a paymant iz not deductible under 5.8-1, 5.25-5 or $.25-25,

Untartunataly, a partherin apannershipis notentiled fociaim a deductinn ander S 8.1 forintsneed e oo bormowings
o pay personal income tax In this regard, paragraphs 2 and 3 of the TD 2000/24 stats;
“any bomowing by the individusl partner on ascoonl af ncnae tax retates to that pained's pemonal income
{ax obligation and lacka any direct connection with the businoss or income aclivities of the partnership. Seo
Case 14798 38 ATC 201.

Hor can it be soid that the interest expensa is incurred in derving aseeseabla ingemes, A payment of income Lax
pays no part in the derivation ol asssssalile eme.” [Emphasis added].

Onec strolcgy that o partnar can emplay e evencems this probiam invalves the parinership paying the pariners heir
Tuill pareafid shizares ABresres g allosadiog wecdy el Qo pay thelr income tax debts without borrowing. The pariners can than
barrow and contribute this as capital to the partnership to fund its working capital requirements (L.e., the interest incumed
in refation to ths arangement would be deductible to the partner under S.8-11

Interes! deduclibility ve beans W pay ocenme Las Al eTah
[= Category | Scenario Interest deduction?
Investor | Retiree = ik N
Individual Employee M
Soip trader (i.e,, carmes on business) ¥
ivestar h
il Rusiness ¥
lax law paftnseEhip L
Panner | Lo
General law partnership (1.8, caries on business) M

i o phe bx deid B wieiluafalabs du Dol Dusiness aed noiebosieess ncome, appotionment may be meceszary,
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