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Introduction

Property values, as history will tell us, always
increase over time. Indeed, through all
financial crisis and economic difficulties
Australia has faced, the one thing constant
that continues toyield returnsis property
investment. If you're notinvesting in
property, you are seriously missing out.

With properresearch and smart property
management, you can create a passive
income and build sustainable wealth. This is
why property investment is considered to
be a great way to create wealth. Investingin
property offers plenty of tax benefits, too.
You can claim a tax deductions foryourloan
interest, property taxes, insurance, and
more. effective property tax planning
ensures you get the full benefits and all the
deductions you are entitled to.
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INVESTMENT
STRUCTURE

There are four basic types of
investment structures and getting
the correct structure foryour
property investment fromthe
beginning can have long-term
benefits

1. INDIVIDUAL

The simplest way to hold a property investment is to have it underyourname.
Individual investment structure are easy to set-up and manage but have no flexibility
interms of income distribution. Using an individual investment structure also makes
your asset vulnerable to claims from creditors. Negatively geared property held by
anindividual will also attract tax liabilities when it eventually becomes positively
geared.



2. TRUST

Aninvestment may be legally heldin the
name of a trust. The trustee determines the
distribution of the income of

the trust’s assets toits beneficiaries.

There are three main types:

e Discretionary
e Unit
e Superannuationfund

Of these three, a discretionary trustis
generally the most tax effective. Depending
onyour circumstances, one may be more
appropriate than others. If youwish to
purchase assets using your super, for
example, you may choose to establish a
Self-Managed Superannuation Fund.

3. PARTNERSHIP

A partnership investment structureis also
fairly simple. For tax purposes, a partnership
isnot considered an entity andis therefore
not subjected to tax. Theincome, loss (if
negatively geared) of a partnership flows
directly to the individual members and
therefore taxliabilities/ benefits are
attached to theincome of each member.

Thereis also a limited flexibility in terms of
income distribution with partnerships.
Assets are also vulnerable to claims by
creditors and all partners are jointly liable to
all claims.



4. COMPANY

Though normally used for business, a
company may also be used for
holding investment purposes. The
cost of setting up this kind of
investment structure is high butit can
offer asset protectionfor
shareholders. The taxrate is 30%, but
losses can only be offset against
future income and thereisno CGT
discount forthe sale of anassetora

property.

TIP:

Don't forget to ask the ATO for
a PAYG withholding variation
every year. Deductions for
expensesrelated to owning an
investment property can be
received throughout the year
instead of at the end of the
financial yearusing the PAYG
withholding variation.



Tax for Investors

CAPITAL GAINS TAX

Capital gainis the difference between what
you paid foran asset (plus fees incurred during
the purchase) and what you sold it for (less fees
incurred during the sale).Capital Gains Tax
(CGT)isthe taxyou pay on the capital gain
made from the sale of that asset.

It applies to property, shares, leases, goodwill,
licenses, foreign currency, contractual rights,
and personal use assets purchased formore
than $10,000.

No CGT appliesif the property soldis a
person’s mainresidence, i.e. their primary
home.

How is capital gains tax calculated on property?
CGTis calculated based on the amount of
profit you make from the sale of your property,
your marginal tax rate, and the tax deductions
forwhichyou’re eligible.

When a property has been held formore than12
months, a 50 per cent discount is generally
applied to the gain for Australian residents.




I

EXCEPTIONS TO 50%
DISCOUNT RULE

However, companies are not entitled
to this discount, nor foreign
residents who bought their property
after 8 May 2012, and self-managed
super funds (SMSF) only get a
discount of one third.

HOW YOU CAN
REDUCE YOURCGT ?

There are anumber of concessions

and exemptions whenit comes to
paying CGT. Talk to your accountant
about additional strategies toreduce
you overall tax bill. We have included
some of the main strategies you should
consider.

MAIN RESIDENCE
EXEMPTION

If the property you are sellingis your
main residence, thereisno CCT.
However, this exemption may not fully
apply if yourresidence has beenused
toproduceincome. Inthiscase, a
portion of the capital gain will be
taxable.

TEMPORARY
ABSENCE RULE

The temporary absence rule applies to
a situation where you move out of your
mainresidence. You can continue to
treat the property as your main
residence indefinitely, orforup to six
years if you initially buy a property as
your main residence and laterrent it
out.



If youmove backinto the rented property
within the six years, the periodis

resetand canbe treated as your mainresidence
foranothersixyears.

INVESTING IN A SMSF

While self-managed super funds only attract a
one-third discount for CGT, the

standard taxrate for fundsis only 15 percent,
meaning the maximum CGT rate

is 10 per cent. Which is lower than most
people’s marginal taxrate.

TIMING CAPITAL GAIN

A simple strategy toreduce CGTis to consider
the timing of when you make a

capital gain orloss. If you know yourincome will
be lowerin the next financial

year, you can choose to delay selling until then,
so that yourlower marginal tax
rateresultsinyou payingless CGT.

PARTIAL EXEMPTIONS

Holding a property for more than 12
months will attract a 50 percent
discountin CGT, and you can
alsoreceive a partial exemption

if you move into arental

property. You are still entitledto a
reductionin CGTif you use your main
residence as a place of business, too.



WHAT YOU CAN CLAIM

Tax Deductions

e Advertising for tenants

e Bankcharges

e Body corporate fees and charges

e Cleaning

e Councilrates

e Electricity and gas (annual power
e NEICINCEREED))

e Gardening and lawn mowing

e |stalled audio & video service charges

¢ Insurance (Building, Contents & Public
Liability)

¢ Interestonloans

e Repairs and maintenance (Some extra
rules apply)

e Landtax

e |easedocument expenses

e Secretarialand bookkeeping fees

e Pestcontrol

e Security patrolfees

e Property agent’s fees

e Servicing costs, forexample, servicing a
water heater (including priorto the
property being available to rent

e Stationery andpostage and Telephone
calls

e Quantity surveyor’s fees

o Tax-relatedreturn preparation expenses

e Watercharges

e Costsincurredinrelocating tenantsinto
temporary accommodationif the
property is unfit to occupy for a period of
time




What you cannot claim

Generally, you cannot claim tax deductions for the cost of owning a property that
does not generate arentalincome. You can only include costs of ownership to
the property’s cost base toreduce your CGT whenyou sellit.

This is different from rental properties with no tenants. Expenses from rental
property without tenants, unless the property is NOT genuinely available forrent,
are still tax deductible.

To be eligible to claim the expenses associated with property rental, you must be
genuinely looking for tenants and have advertised the property at arealistic rental
price.

IMPORTANT!

If any contractor who undertakes work on your property does not have an
ABN you are required to withhold 47% of payment, which must be paid to
the ATO if you want to claim expenses incurred.



LOAN RELATED EXPENSES
- NON DEDUCTIBLE

Borrowing expenses are amortized over 5
years, even though we cannot claim
immediate deduction forborrowing
expenses.

e Stamp duty charged by your state/
territory government on the transfer
(purchase) of the property title (thisis a
capital expense)

e |Legalexpensesincluding solicitors’ and
conveyancers’ fees for the purchase of the
property (thisis a capital expense)

e Stamp duty youincurwhenyouacquire a
leaseholdinterestin property such as an
Australian Capital Territory 99-year crown
lease (youmay be able to claim thisas a
lease document expense)

e |nsurance premiums where, underthe
policy, yourloan will be paid outin the
event that you die, become disabled or
unemployed (thisis a private expense)

e Borrowing expenses onany portion of the
loan you use for private purposes (for
example, money you use to buy a car).

e Travelexpensesrelating toinspecting,
maintaining or collecting rent fora
residential rental property is not tax
deductible since TJuly 2017. Travel
expenses can alsonot be added to the
cost base for CGT purposes.

e Depreciating assetsinaresidential rental
property purchased on or after7.30pm
(AEST) on 9 May 2017/. Depreciating assets
inahome turnedinto aresidential rental
property on orafter July 2017. You can
only claim depreciation for new assets
acquired.




TAXFACT!

You can’t claim the total cost of repairs and
maintenance on your rental property
immediately if they are not caused by wear
and tear ornot caused by a damage resulting
to yourrenting out the property.

Existing damages at the time of the purchase
of the property are considered as capitalin
nature. Capital improvements or capital
works are notimmediate deductions and
may only be written off for 40 years - the
average life the government deems an asset
to have.

Keep accurate records of expenses to
maximize deduction

Needless to say, the ATO will require
evidence of your expenses. Verbal
assurances nor pictures of a newly mown
lawns to prove that you have indeedincurred
expenses forlawn mowing, for example, will
not fly.

Keep your receipts, contracts and other
supporting documents to claim all your
deductions without problems. Allrecords
pertaining to your property maintenance
must be kept for at least five years.



Prepay Interest

If yourincome s likely to place youin the next income tax bracket, as aresult of a
pay increase and you have fixed rate loans, consider paying the interest for 12
monthsin advance. This will allow you to claim deductions in the same income year
you are lodging your taxreturn. You are only permitted to do this once only.

Value property before renting it out.

Minimize future capital gains by having your property revalued before renting it out
toinclude not just the final sale price, but also the cost of the property at the time it
wasrented.

The capital gains tax of arental propertyis calculated by the difference between
the final purchase price and the value of the property at the time it was rented. So if
you don’trevalue your property before renting it out, the value of the property will
stillbe based on the original purchase price. This means that if your property gains
value during your ownership.

you have not readjusted the value before renting it out and then disposing of it, you
will be liable for a higher capital gains tax and the lower the adjusted basis is, the
higher your capital gains tax will be.



HOLD FOR 12 MONTHS
ORMORE

When a property is sold and a capital gainis
made, a 50% discount on the capital gain for
individual Australianresidents s allowed, so
long as the property is owned for 12 months or
more.

As anindividual, your CGT forms part of your
income tax so your personal tax rate will
become a factorinyourtotal taxliabilities.
Capital gains taxis not considered as a
separate tax forindividuals even thoughit’s
stillreferredto as CGT.

TAXFACT!

A company is not entitled to the 50% CGT
discount. Inacompany, when an assetis sold,
the profitis attributed to the company.

This makes the process of fund extraction and
accessing the profit complicated, and usually
means higher tax. You should consult your tax
accountant before any sale of aproperty to
make the transaction tax-efficient.



CGT - The 6 year
exemption

Take advantage of the six-year CGT rule.
Underthisrule, a property sold within six years
of being rented out could be exempt from
CGT.

Your mainresidence is generally exempt from
capital gains tax and you can continue to treat
your home as your mainresidence for capital
gains tax purposes up to sixyears ifitis used
to produce anincome.

Underthe six-yearrule, a property can
continue to be exempt from CGT if sold within
six years of first being rented out, provided no
other propertyis nominated as a principal
place of residence.

When the property isreoccupied as the main
residence, the six-year exemptionresets so
that another six years of exemption becomes
available. Any gain on sale during this period
willbe exempt from CGT.

o



OFFSET YOURCGT

Offset your capital gains by reducing your taxable income. Here are some ways you
canreduceit.

Donate to charity
Every donation you make thatis worth $2 or more to a registered charity institution
is considered tax deductible. Make sure to keep the receipt from the institution for

the next time you file a taxreturn.

Take note that charity donations are not refunded by the ATO. Instead, the amount
of yourdonationis deducted from your total taxable income.

Make personal deductible superannuation contributions
If you make an after-tax super contribution, you can claim a tax deduction and
reduce your taxable income. Personal deductible contributions are taxed at 15%

rate instead of the marginal taxrate of up to a maximum of 47%.

All taxpayers can now make personal deductible superannuation contributions. but
ask youraccountant because limits apply.



AVOID CGTBY
REFINANCING AND
INVESTING EQUITY IN A
NEW PROPERTY.

Considerrefinancing your property instead of
sellingitto avoida CGT event. You can
refinance and buy a

new property instead with your equity. This
strategy means you’ll be able to avoid paying
CGTuntilyou finally sell the property.

Refinance and access the equity you have in
your property and use that money fora new
investment.

It’s best to have your property revalued first
before you approach yourlender. Your new
loan will be based on the new value of your
property and since your Loan-to- Value Ratio
(LVR), or the amount of yourloan compared to
the value of your property would be much
lower, you would be able to borrow additional
money. You can use the additional money to
finance anew property investment.

Not only will you have a new investment with
this strategy, you'll also be able to avoid CGT.
Just make sure that whenyourefinance, it’s
kept as aseparate loan soyoudon’t
complicate interest deductions foreach.



CLAIM DEPRECIATION DEDUCTIONS

Claim deductions for depreciating assets and make sure you have a
depreciation schedule.

Depreciation helps you make money without spending anything, yet many investors
failto claimit. It’'s anon-cash deduction that can be avaluable tool forinvestors
creating wealth because it allows you to get tax deductions and claim the wear and
tear of a building without spending any money.

Property normally goes up invalue, whichis why it’s the best investment you can
make. But while the total value of a property goes up, the buildings, fixtures, and
fittings all lose their value as they grow older. And you can claim depreciation
deductions for these even while your property is gaining value.

If you missed out on depreciation claimsin previous years, you can still claimit by
lodging arequest at the ATO. There is wisdom in hiring professional

help so you don’t miss out on deductions you can claim. You lose more by worrying
about payments and fees for professionals.

A depreciation schedule is a writtenreport by a quantity surveyor that states the
value of your buildings, fixtures, and fittings.



CLAIM DEDUCTIONS ON BORROWING
EXPENSES

Tax deductions for borrowing expenses over $100 are spread over five years. Tax
deductions for borrowing expenses that are $100 or less can be claimed
immediately inthe same income year you incurred them.

Claim tax deductions on the following borrowing expenses:
e |oanestablishment fees
e lender'smortgageinsurance
o titlesearchfeescharged by yourlender
e costs/legal feesforpreparing and filing mortgage documents
e mortgage brokerfees
o feesforavaluationrequiredforloanapproval

HAVE SOLID PROOF THAT YOUR VACANT
RENTAL PROPERTY IS AVAILABLE FOR RENT

As mentioned earlier, you can still claim deductions for vacant rental property
provided you can prove that the property is genuinely available for rent.

Arental advertisement may not be enoughin some cases. Listing it with an agent or
obtaining adocument from an agency clearly stating the amount they think your
property willrent and then supporting it with documents that you are advertising for
such amount will quash all suspicions that you are deliberately making it impossible
forpeople torent your property.



AVOID REDRAWING ON LOANS FORPERSONAL
AND PRIVATE REASONS

Interest onhome loanredraws is not all deductible if it’s for private

purposes. If you have aloan with aredraw facility and you redraw on the loan for a
private purpose, then the entire interest is not tax deductible. You are limited to
claiming interest on the loan value before any other drawings.

If you need funds, itis betterto refinance yourloaninstead of redrawing

CLAIMTAX RELIEF FOR FOREIGN INVESTMENT
PROPERTIES

You may be able to claim taxation relief forinvestment properties you own outside
of Australia.

Rentalincome from overseas properties must be declared in your taxreturn, and if
you paid taxin another country foryourincome, profits and capital gains, then
you're entitled to claim aforeignincome tax offsetin your Australian tax return. This
provides relief for double taxation.



TAX OFFSET VS TAXDEDUCTION

Tax offset directly reduces the amount of tax you need to pay, while tax deduction
reduces your taxableincome.

Hold a property under anindividual with a lower tax rate.

For couples and people in partnership on otherrelationships, consider
purchasing the property in the name of the person with the lower taxrate. You pay
capital gains taxbased onyour personal tax rate. Thus, having the property held in
the name of a person with alower tax rate will effectively loweryour CGT.

DEFER CONTRACT DATE WHEN SELLING A
PROPERTY

Afteryou have ensured that no expense was overlooked and that you have
maximized the cost base of your property, when you are ready to sell, consider
signing the contract after1July. This will defer the tax to the next year which will give
you time to recover from any constraints or save some money to pay the CGT.

This strategy will help you maximize and benefit more from your capital gain



CONSIDER NEGATIVE GEARING

When yourinvestment property expenses are greater than yourinvestmentincome,
thisis called negatively gearing your property. The netloss will be a deductionin
your personal tax return against your otherincome, which will typically resultina
refund.

Negative gearing means that your expenses are greater than your revenue so your
cash flowis also negative and because Australia has a progressive tax system.

Negative gearingis also more beneficial to people in the higherincome brackets to
get a higherongoing refund.



WHAT’S NEXT?

Taxrules are certainly complex. At Accountants 2 Business we break down the
complex and explain your options clearly. We recommend that you book a meeting
to see one of our experiences tax experts.

Our Individual tax returns start at $99 for the guided online service and just $165 for
returnes with one of our tax consultants with an additional fee for each rental

property schedule if $291.50.

Disclaimer: The informationin this booklet is generalin nature and might not be ight
foryour circumstances. Please arrange a meeting with one of our Accountants to
discuss your particularneeds. Ph (07) 3823 2344
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