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INVESTMENT MARKETS - STRONG PERFORMANCE
CONTINUES

Investment markets have shown strong returns over the last 12 months
in most asset classes, reflecting the strong economic growth in Australia
and most developed countries.

Many of our financial planning clients have benefited from this growth,
as reflected in the performance of a number of investments in managed
share and property funds.

Below are the returns achieved by a number of our performed fund
managers over the last 12 months (to 31 August 2004 – sourced from
Navigator):

 
 

Asset Class  Return(%) 
 
APN Property for Income Fund   Australian  18.7% 
       Property 
 
P.M Capital Australian Opportunities Fund Australian  21.3% 
       Shares 
 
Perpetual Industrial Share Fund   Australian  16.9% 
       Shares 
 
Platinum International Shares   International     8.9% 
       Shares 
 
 
 Our financial planning division is constantly conducting regular portfolio

reviews for clients, which involves the monitoring of fund manager
performance and updating of portfolios to ensure the use of the best
performing managers.

If you would like to discuss the performance of your investment or the
potential investment options you may consider for yourself or your
superannuation fund, please contact either Mel James or Bob Kolevski.

CROMWELL DIVERSIFIED
PROPERTY TRUST

There has been a significant
amount of interest from our clients
in the Cromwell Diversified
Property Trust over recent weeks.
The main features of the trust are:

−−−−− High yield – in excess of 9%
p.a in year one

−−−−− Income distributions paid
monthly

−−−−− 100% tax deferred income in
the first year

−−−−− Diversified portfolio of 15
properties, including retail,
industrial, commercial and
office properties across six
states.

−−−−− High quality tenants including
a number of blue chip listed
companies and Government
departments

−−−−− Average lease term exceeding
8 years

−−−−− Potential for capital growth
−−−−− Ability to convert units into

listed shares will allow some
liquidity

The capital raising for the Trust is
nearing full subscription, so if you
would like to consider an
investment, please contact us as
soon as possible to secure an
allocation.

Mel James, Partner and Bob Kolevski, Manager are

Authorised Representatives for Professional Investment

Services Pty Ltd  Australian Financial Services Licence No.

234951 A.B.N. 11 074 608 558. For an independent review

of your savings, retirement and asset protection

strategies, please contact either Mel or Bob.

FINANCIAL

PLANNING

CONTENTS

Investment Markets     1

Cromwell Diversified Property Trust    1

Amortisation Deductions Denied     2

Consolidation: Single Entry Rule     2

CGT Main Residence Exemption     2

Excess Franking Credits     2

Foreign Income & Deductions     3

Discretion to Treat a Private
Company as a Public Company     3

GST Refunds     3



www.bdj.com.au

AMORTISATION
DEDUCTIONS DENIED

The Administrative Appeals
Tribunal (AAT) has rejected a
taxpayer’s appeal and disallowed
deductions for amortisation of
intellectual property.

The taxpayer purchased a share in
a copyright for $27,500 under his
accountant’s scheme.  The value
assigned to the copyright enabled
the taxpayer to claim annual
amortisation for tax purposes of
$32,692 per year.

The Tax Office previously refused
to issue a private ruling for the
scheme and informed the
accountant that the copyright’s
valuation was unacceptable.

Following the Tax Office’s
investigation, the deductions
claimed by the taxpayer from 1998
to 2000 under the scheme were
disallowed and a penalty of 10%
was imposed for under- statement
of tax.

The AAT affirmed the Tax Office’s
decision and warned that investors
should be cautious of schemes
where the annual deductions
totalled more than the one-off
outlay.

CONSOLIDATION: SINGLE
ENTITY RULE

Readers will recall that the tax
consolidation rules allow wholly
owned entities to be grouped for
tax purposes.  The group then
lodges a single tax return, and
losses and tax credits are pooled.

The Tax Office has issued a ruling
confirming the tax consequences
of the Single Entity Rule (SER)
under tax consolidation.

The SER deems each subsidiary
member of a consolidated group to
be a part of the head company
rather than a separate legal entity.
The implications of the SER
include:

• All transactions of group
members are treated as having
been undertaken by the head
company;
• The assets of group
members are taken to be owned
by the head company; and

• Transactions and transfers
between group members (e.g.
dividends) are ignored for tax
purposes.

Entities that are not members of
the consolidated group are not
affected by the SER.  Accordingly,
their income tax position will not
be affected by the SER when they
deal or transact with a member of
a consolidated group.

CGT: MAIN RESIDENCE
EXEMPTION

The Tax Office has recently
released an Interpretative
Decision (ID) concerning the
capital gains tax (CGT) main
residence exemption in a
deceased estate situation.

The ID considers a case where the
deceased lived in a dwelling
acquired before the introduction of
CGT until the time of their death
in December 1999. Under the
deceased’s will, the dwelling was
to be sold and the proceeds held
on trust for the benefit of the
deceased’s children and
grandchildren.

One of the deceased’s children
was dissatisfied with the terms of
the will and lodged a claim in the
Family Court.  The Court granted
the person a right to reside in the
property from the date of the
deceased’s death until the trustee
sold the dwelling.

The sale of the dwelling by the
trustee would typically attract
CGT. The law, however, provides
an exemption from CGT where
the dwelling was also the main

residence of an individual who had
a right to occupy the dwelling
under the deceased’s will.  Other
conditions also apply.

The Tax Office formed the view
that the exemption still applied in
this case, although the right to
occupy the deceased’s dwelling
was granted by court order.

EXCESS FRANKING
CREDITS

Where a company receives a
franked dividend, its assessable
income is grossed-up by tax paid
on the relevant profits and a
corresponding tax credit is
allowed.  Where the company is
unable to use the credits because
its tax payable is insufficient, the
excess credit is converted to an
additional tax loss, which can be
carried forward with other losses.

The Tax Office has released a
relevant Interpretative Decision
(ID).  The ID considers whether a
company that has prior year tax
losses can choose to deduct some
of those losses, eliminating taxable
income so that credits can’t be
used, therefore creating an excess
franking offset.  This would freshen
up tax losses.

An excess franking offset will arise
where the amount of tax payable
by a company is less than the
franking credits it receives during
the year, so that the offsets can’t
all be used.

In broad terms, the law does not
allow a company to deduct an
amount of prior year tax losses
where it would result in the
company having an amount of
excess franking offsets for that
income year.  So prior year losses
can only be deducted on the basis
that adequate tax payable remains
to utilise franking offsets.



FOREIGN INCOME AND
DEDUCTIONS

The Tax Office has released an
Interpretative Decision (ID)
regarding the classification of
income and deductions as of either
Australian or foreign source.

Under the law, where a taxpayer
incurs deductions in relation to
income it derives from foreign
sources, the deductions are limited
to the amount of foreign income
derived.  Any excess is a foreign
loss, which can only be offset
against future foreign income of
the same class.

The ID considers an Australian
resident company operating an
employment agency in Australia.
The company receives income for
placement advisory services it
provides to foreign resident
applicants who wish to gain
employment in Australia.  It also
incurs a service fee from foreign
consultants it engages to refer
foreign applicants.

A foreign applicant was referred to
the company by a consultant and
the applicant entered into a
contract for placement advisory
services with the taxpayer.

The Tax Office forms the view that
because the performance of the
contract for placement advisory

DISCRETION TO TREAT A
PRIVATE COMPANY AS A

PUBLIC COMPANY

GST REFUNDS

CAUTION:  Taxpayers that

control a CSF should avoid
investments in private companies

Where a complying
superannuation fund (CSF)
receives a dividend from a private
company, the ‘special income’ rule
applies to the dividend at a tax rate
of 48.5% instead of the 15% tax
rate that would normally apply to
income received by a CSF.  Where
the dividend is from a public
company, it will be taxed at the
normal rate of 15%, as the ‘special
income’ rule would not apply.

A recent Interpretative Decision
(ID) discusses a case where a large
CSF owns all the interests in a
private company.  The ID
considers whether or not the
Commissioner should exercise his
discretion to treat the company as
a public company for income tax
purposes (possibly to avoid the
‘special income’ rule).

services is to be performed in
Australia, the income will be
Australian sourced.  Accordingly,
the fees paid by the resident
taxpayer to the foreign consultants
it engaged will be allowable
deductions, even where the
deductions exceed the income.
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In this case, the Commissioner
refused to exercise his discretion
to treat the private company as a
public company because the
company did not satisfy the ASX
listing rules, and as it was owned
by a superannuation fund, no one
person beneficially owned shares
in it.

The Tax Office has issued a media
release reminding businesses that
there is a four-year limit on making
a GST refund claim.

As the GST is now in its fifth year,
the limit stands to affect all
businesses that lodged business
activity statements from the
beginning of the New Tax System.

In particular, businesses that
lodged a quarterly BAS for the
September 2000 quarter will now
be affected.

MORTGAGEPORT
We would like to remind clients that
we are able to provide competitive
residential mortgages via our
alliance with Mortgageport.

Our firm works with Mortgageport
in providing fully featured
mortgage products, that are
structured to    reduce the after tax
cost of debt. We are in many cases
able to process your application
from our office ensuring quick
responses to all inquiries.

This service has been a great
benefit to many of our clients
already and we encourage all
clients to call for more information.


