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Should | Salary Sacrifice!

Salary Sacrifice is an arrangement whereby an
employee elects to receive part of their future
entitlement to salary and wages as a benefit.
Common benefits include motor vehicles, laptop
computers and superannuation contributions. Non-
cash benefits received are taxed under the Fringe
Benefits Tax Act (not the Income Tax Assessment
Act), the liability for which rests with the employer.
Therefore, a ‘salary package' may include a
component of fringe benefits tax as part of the
total cost of remuneration of an employee.

As part of the Federal Government’s tax cuts over
the past few years, the tax brackets for individual
taxpayers have increased. For example, in 2005 the
top marginal rate of tax was 47% and it applied to
assessable income above $70,000. In 2007, the

top marginal rate of tax is 45% and applies to
assessable income above $150,000. This requires
existing salary sacrifice arrangements to be
reviewed to assess their effectiveness in light of the
current tax rates.

Contributions
Undeducted / Deductible / Salary Sacrifice

Salary excluding SG
Salary sacrifice amount
Net Salary

Income tax

Medicare levy

After tax salary

Net super contributions
Net cash flow

Net benefit

Alternatively, benefits such as superannuation do
not attract fringe benefits tax. As long as the
individual's marginal income tax rate is above 15%
(which is the rate of tax paid by the
superannuation fund on contributions) sacrificing
into superannuation may be a tax effective option.
Similarly, benefits such as laptop computers and
PD.A's are exempt from fringe benefits tax so they
continue to be attractive options for many
employees. Employees of hospitals and public
benevolent institutions are entitled to very
attractive fringe benefits tax concessions and these
should always be considered if offered to an
employee in that industry.

Please contact a Partner at Lowe Lippmann to
discuss either an existing salary sacrifice
arrangement, or to discuss possible options for a
new arrangement.

Undeducted Salary Sacrifice
$75,000 $75,000
$0 $10,000
$75,000 $65,000
($17,850) ($14,850)
($1,125) ($975)
$56,025 $49,175
($8,500)
$47,525 $49,175
$1,650
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Estate Planning Issues

Thanks to our complex tax and superannuation systems
many Australians spend huge amounts of time, money and
energy constructing complex financial structures to protect
their wealth. Unfortunately, few people pay enough
attention to how these structures can be best dismantled
when they die.

Many people have not made even a simple will, let alone a
more comprehensive plan to deal with their assets
effectively on death. Ignoring the inevitable can have dire
consequences that can end up being very expensive and
may even result in irrevocable rifts between family
members.

Furthermore, the tax treatment of different assets and
different beneficiaries needs to be weighed up when
assessing allocations from the estate.

It is not uncommon for someone approaching retirement
to have a business, superannuation, a home, a holiday
house, shares, investment properties and substantial
personal effects. As well as a car, there may be artworks,
antiques or other collectibles.

Some or all of these assets may be held in a company
structure, self managed superannuation fund, in personal
names, in joint names or in a family trust.

The same person may be married to someone with his or
her own super and investments. The couple may have
children, stepchildren and grandchildren.

It is quite common to leave a will that simply states that
when you die, everything you own goes to your spouse. If
the spouse dies first or both partners die in an accident,
the will might stipulate that the estate should be divided
equally between your children.While this may seem fair
and simple, it is often neither.

Selling up the entire estate and distributing cash in equal
portions is not practical, especially when there is a business
involved.

The problem then becomes one of dividing the assets
equally, but as each asset may have a different tax
treatment, the tax bill faced by each child and the value of
their remaining inheritance may vary enormously.
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For example, capital gains tax (CGT) is not payable on
death but will be payable when the assets are sold by the
executor of the estate or by a beneficiary.

While the family home may be CGT free, a holiday house
or investment property is not, unless it was purchased
prior to 20 September 985.

Shares may also carry large taxable gains. Capital losses
made when an executor sells the shares cannot be utilised
by the beneficiaries. It may be worth transferring the
shares to the beneficiaries, so they can take advantage of
any capital losses in their own name.

The asset that can cause the most problems is a family
business. To ensure that this is handled correctly you will
need to obtain advice on the constantly changing CGT
rules and in particular the small business CGT concessions.

When making your will you also need to consider the age
of your children. It may make sense to leave assets to adult
children to use as they see fit. For children under 18 it may
be better to hold the assets in a testamentary trust until
the children are old enough to manage their own financial
affairs. Testamentary trusts are also useful if parents want
to protect the assets from a child’s spouse.

Superannuation is better directed to a dependent child or
spouse. Lump sum super benefits are generally tax exempt
whereas payments to non-dependants are taxed at 15%
plus medicare levy.

When making your estate plan you will also need to
consider your insurance policies whether you need a
power of attorney, or need to name someone to become
your children’s legal guardians.

When considering the right estate plan for you, think
about three objectives:

* making your plan as easy as possible to administer;

* developing a plan that will minimise any taxes payable;
and

* developing a plan that allows your estate to be put to
the best possible use by your beneficiaries.

Contact a Partner at Lowe Lippmann when preparing your
will.



ASIC Announces the "Pie In the Sky Award”

The Australian Securities and
Investments Commission (ASIC) have
announced the 2007 winner of the
“Pie in the Sky Award". ASIC
announces this award once a year to
the most outrageous financial scheme
that is too good to be true.

These schemes frequently use
sophisticated props and hard-sell
techniques that lure many people.
The serious purpose behind these
awards is to warn the public that
get-rich-quick schemes promise the
world but rarely deliver on these
promises.

The 2007 award went to the Ponzi
scheme. The main feature of this
scheme is that investors are promised

a very high return on their investment
and promised that their investment is
secure. Part of the money paid by
investors is used to pay the dividend
or interest amount. The investors are
not aware of this and are happy that
they are receiving these high returns.
They then recommend the
investment to friends, relatives,
colleagues etc. The scheme eventually
fails when the pool of new investors
inevitably dries up and the operator
of the scheme has raked off too much
of the funds to meet the
dividend/interest payments.

The investors in this scheme lost a
total of $76 million. The scheme
operator is now serving a five year jail
term.

Aggressive Tax Planning

Other schemes may not promise extraordinary returns but they may use aggressive tax planning. These types of

This highlights the need to always deal
with licensed Australian financial
services providers. This means that
your rights are better protected if
something should go wrong. You can
check ASIC's consumer website FIDO
— wwwifido.gov.au to make sure that
an investment is being operated by a
licensed business.

Lowe Lippmann Financial Services Pty
Ltd, Australian Financial Services
Licence Number 235221, is a licensed
financial services business and can
assist and advise in relation to your
investment decisions.

schemes may often advise you to borrow heavily and put your money into unusual investments so that you can claim big
tax deductions. If you try to reduce your tax by doing something that makes poor business sense and the only benefit is
going to be a reduced tax liability, you may be engaging in aggressive tax planning. The ATO website www.ato.gov.au has
a number of articles and resources available on aggressive tax planning.

If you are considering participating in an investment, you may want to check to see if there is a Tax Office public ruling
which applies to the investment. A public ruling means the Tax Office has already looked at the investment or scheme
and decided how it will treat this particular investment or scheme.

Before entering into any investment arrangement, we recommend that you contact one of the Partners at Lowe
Lippmann Chartered Accountants. They will be able to advise on the tax effectiveness and tax implications of the
arrangement.



Business Buyers Pay Too Much

More than 80 per cent of potential
buyers would have paid too much for
a business if they hadn't carried out
financial due diligence, according to a
new CPA Australia survey.

And one in five respondents said that
70 per cent of their clients didn't go
ahead with the purchase after doing
so.

Financial due diligence involves
accountants verifying that the
information sellers provide is accurate
and that the proposed profitability is
likely: The survey asked CPA
Australia’s accounting and audit
members about their perceptions of
clients’ business decisions after having
undertaken this exercise.

More than a third (35.7 per cent)
said that at least half their clients
would have paid more than the
business was worth; all respondents
said that at least some of their clients
would have been out of pocket had
they gone ahead with their purchase
without undertaking due diligence. ‘A
lot of people wouldn't dream of
buying a second-hand car without
having it checked by a mechanic, said
CPA Australia’s Audit and Assurance
Policy Adviser, Jessie Wong.

They might not think of using an
accountant to check the financial
state of a business, but the
consequences for their business, their
staff, their own livelihoods and
families are compelling. (survey results
and information CPA Australia)

Lowe Lippmann has assisted clients in
the acquisition of businesses for many
years. Among the myriad of issues
surrounding a potential purchase (eg
how to structure for asset protection
and taxation) is the primary

consideration of whether the
purchase price is too high for the
existing business assets and estimated
future profits or cashflow.

Sellers normally set the initial selling
price. However, the price sought by
vendors may not always be an
accurate reflection of the value of the
business, particularly in relation to
goodwill. It is imperative, therefore,
that buyers assess the value as part
of a financial due diligence before
purchase.

In determining the value of a
business, some factors that buyers
need to consider are:

* Cashflow — the business needs to
be able to generate sufficient
cashflow to fund its daily
operations and support any
borrowings;

* Investment returns - the
business needs to provide a level
of return (on capital invested and
the proprietor’s after tax income)
commensurate with the degree of
risk involved (the riskier the
business the higher the required
rate of return needed to justify the
investment);

* Transferability of goodwill —
i.e. is the goodwill attributable to
the vendor/proprietor (eg as in
professional or personal services
businesses) in which case it is not
likely to be transferable and should
not be part of the price; and

* Commercial life of the
business - is the business subject
to limiting factors such as
expiration of leases, ageing
technology, reliability of suppliers,
change in government regulations
or market condition.

In a financial due diligence, the
objective is often to establish the
reliability of the financial information
presented by the vendor, particularly
in relation to income and profit
history when earnings are used as a
basis for determining business value.
Are there also “hidden” factors that
may present a problem for the new
owner e.g. poor computer records
and systems? The scope of the due
diligence is usually an agreed-upon
procedures engagement between the
prospective buyer and the auditor
that focuses on an examination of
key areas such as sales or takings,
banking and payroll records.

A financial due diligence should form
part of a buyer's overall pre-purchase
investigation. Other factors to be
considered include valuations by
appropriate experts of significant
assets such as real property, plant and
machinery and stock. Legal advisers
should also ensure that there is
adequate protection for buyers by
incorporating contractual
arrangements such as :

* the right to work in the business
* performance clauses

* transfer of important contracts,
such as leases

* Terms-payment of purchase price

* vendor guarantees and trade
restraints.

If you are considering the purchase of
a business, we recommend you
contact a Partner at Lowe Lippmann
before making any commitments.



Anti-Money Laundering & Counter
Terrorism (AML/CTF) Legislation

The above legislation was passed by parliament during
December 2006.The first tranche of the legislation is
aimed at financial institutions, gambling services and bullion
dealers.

The second tranche will bring other industry sectors such
as accountants, lawyers, real estate agents and jewellers in
to the AML/CTF regime.

The act is to be progressively implemented in stages over
a 2 year period.

These industry sectors will be affected by the legislation if
they provide ‘designated services'.'Designated services’
include, but are not limited to:

* opening an account,
* accepting a deposit,
* making a loan, and

* sending and receiving electronic funds transfer
instructions.

The cornerstone of this legislation is that businesses must
know their customers.The rules require affected
businesses to carry out customer identification and
verification of that identification. Affected businesses will
also be required to monitor their customers transactions
on an ongoing basis.

Reporting obligations also apply under the legislation.
Affected businesses are required to report suspicious
matters, international funds transfer instructions and
transactions, which exceed the thresholds set in the
legislation.

Customers of these businesses need to be aware that the
entity they are dealing with, will have AML/CTF programs
in place that include mechanisms for customer

identification and ongoing monitoring of customer activity.

The impact of the new regime on customers will depend
on whether a customer’s use of the ‘designated service’
falls into a low, medium or high risk category of money
laundering or terrorism financing.





