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Twenty-eighteen has been an interesting year 
for our financial planning and risk insurance 
team. We farewelled some long-term team 
members who had become part of our Peak 
family and we welcomed some new faces. 

The markets have been on a roller coaster in 
the latter part of this year and, of course, that 
makes everyone nervous. We can’t control 
market movements, but what we can do is 
to be here for you. Actually, we see this as 
our most important task…helping you to 
understand what’s happening in the markets 
and giving you peace-of-mind knowing we’re 
at the end of the phone. But “it’s not all about 
how the markets perform”. We believe success 
comes from setting goals, tracking progress 
towards those goals, and making adjustments 
along the way when needed.

Goals come in many forms, like making 
sure your loved ones are looked after when 
you’re no longer around or paying off your 
mortgage, or saving for your child’s education 
or wanting to retire by a certain age. Whatever 
your goal, we can devise a strategy to ensure 
you have a plan to achieve that goal.

So, here’s to achieving or setting some new 
goals for 2019 and beyond…..and working 
together to achieve those goals.

Small business tax rates latest.
Small business is still a vote winner, with the Government and 
Opposition teaming up to accelerate tax cuts for the sector by five 
years – impacting on an estimated 3.3 million businesses.

Parliament recently passed legislation 
to accelerate the corporate tax rate 
reduction for corporate tax entities that 
are Base Rate Entities (BREs). Under the 
new rules:

 � a 26% rate will apply to BREs for the  
 year ending 30 June 2021; and

 � a 25% rate will apply to BREs from  
 1 July 2021.

The amending legislation also increased 
the small business income tax offset rate 
to 13% of an eligible individual’s basic 
income tax liability that relates to their 
total net small business income for the 
2020-2021 income year and 16% for the 
2021-2022 income year onwards.

The small business income tax offset 
continues to be capped at $1,000 per 
individual per year. 

This means that if your business operates 
as a sole trader for example, the amount 
of tax you are likely to pay will be reduced 
from 2020-2021 but only up to the $1,000 
cap.

WHAT IS A BASE RATE ENTITY?
Between 1 July 2015 and 30 June 2017, 
we used the concept of a small business 
entity (SBE) to work out what tax rate 
applied to a company. The concept of an 
SBE has now been replaced with a base 
rate entity (BRE) for company tax rate 
purposes. 

However, the concept of what a BRE 
actually is has changed over time to 
extend the lower tax rate to more 
companies and to restrict what entities 
can access the lower tax rate. 

(continued on page 2)
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WHAT IS A BASE RATE ENTITY (continued)? 
For the 2017-2018 income year, a BRE was a company that had an 
aggregated turnover at the end of the income year of less than 
$25 million and no more than 80% of its income was passive in 
nature. 

Passive income includes some dividends, franking credits, non-
share dividends, interest income (there are some exclusions), 
royalties, rent, net capital gains and gains on securities, and 
some trust and partnership distributions. If the company 
receiving the dividend holds a voting interest of at least 10% 
in the company paying the dividend then the dividend is not 
treated as passive income for the purpose of these rules.

For 2018-2019, the threshold to be a BRE increased to companies 
with an aggregated turnover up to $50 million.

Where income is derived through a chain of trusts or 
partnerships, things get slightly more complicated as the law 
requires the tests to be applied at each level of the chain.  

Special rules also exist to prevent partnerships and trusts from 
reducing their net income by increasing expenses. Indirect 
expenses such as overheads are excluded from the calculation of 
net income.

THE PROBLEM FOR FRANKING CREDITS
The company tax rate changes have also impacted on the 
maximum franking credit rules.  

In 2015-2016 – the first year small business entities could access 
a reduced company tax rate of 28.5% – the maximum franking 
credit rate for franked dividends remained at 30%. However, 
from the 2016-2017 income year onwards, the maximum franking 
credit rate needs to be determined on a year-by-year basis. 

In many cases this means that if the company’s tax rate is 27.5% 
then the maximum franking rate will also be 27.5%. However, 
this will not always be the case and you can have situations 
where the corporate tax rate and maximum franking rate are 
different in a particular year. 

In some instances, a company will pay tax at 30% but when it 
pays out the profits as a franked dividend the maximum franking 
rate will be 27.5%. The company may end up with surplus 
franking credits being trapped in its franking account. This 
can lead to double taxation as shareholders won’t necessarily 
receive full credit for the tax already paid on those profits by the 
company. 

This problem will potentially become worse as the company tax 
rate becomes lower, as some companies will have paid tax on 
profits at 30%, but will only be able to apply a 25% franking rate 
to dividends paid out in future years.

It will be important to look closely at this issue each financial 
year as there are some strategies that can potentially be applied 
to prevent franking credits being trapped in the company and 
minimise the incidence of double taxation.

If you think your business might be impacted by the changing 
rules around franking credits in the 2018-2019 financial year, we 
suggest contacting your Adviser at The Peak Partnership well in 
advance of 30 June to discuss your options, so that shareholders 
and your business aren’t disadvantaged.

Accelerated reduction for 
small business tax rates.

Year Aggregated annual 
turnover threshold Eligible companies* Entities under 

the threshold
Other corporate 

tax entities

2015-16 $2 million SBE ($2m threshold) 28.5% 30%

2016-17 $10 million SBE ($10m threshold) 27.5% 30%

2017-18 $25 million BRE 27.5% 30%

2018-19 $50 million BRE 27.5% 30%

2019-20 $50 million BRE 27.5% 30%

2020-21 $50 million BRE 26% 30%

2021-22 $50 million BRE 25% 30%

*Small business entity (SBE), Base rate entity (BRE)

(from page 1)

The Peak takes
a short break.

After another busy year, The Peak Partnership 
team will take a short break over Christmas 
Our office will close at 3.00 pm on Friday, 
21 December and we’ll be back open for 
business on Tuesday, 7 January 2019. 

So for now, we’d like to wish you and 
those who are important to you a 
happy and safe festive season. 
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Are  
Australians 

having a  
personal 

debt crisis?

Working from home.
Last financial year, 6.7 million taxpayers claimed a record $7.9 billion in 
deductions for ‘other work-related expenses’ which includes expenses for 
working from home. While the ATO appreciates that technology has led to 
more people working from home and greater flexibility, they don’t believe that 
all of the claims being made are legitimate. 

The table to the right gives a quick overview of what you can claim when 
working from home, whether you’re running a genuine home business or you 

occasionally work at home - either from a dedicated office or 
work area, or punching the computer keyboard at the dining 

room table.

But is this a good, or a bad thing? 

Australians have amongst the highest 
personal debt in the world. Around $2 
trillion spread over mortgages for owner-
occupied dwellings (56.3%), investment 
debt, including property (36.5%), 
consumer credit, car loans and the like 
(3.1%), student loans (2.1%), and credit 
cards (1.9%).

Let’s put some perspective around the 
numbers.

According to the ABC (July 2018), 
Australians have $45B in credit card debt.

A $2,000 credit card debt will take 17 years 
to repay if only making the minimum 
monthly payments!

One in six Australians is struggling to 
dig their way out of the debt trap. As 
at June 2017, ASIC found that almost 
550,000 Australian credit card holders 
are in arrears, an additional 930,000 have 
persistent debt, and 435,000 are repaying 
only small amounts.

Have we got something wrong in the mix?

If we are interested in casting off the 
shackles of debt for once and for all, there 
is a way. It requires discipline, and for a 
time, it will mean going without.

But in the end, there will be a sense 
of relief and freedom as the debts are 
cleared and money can be saved for more 
exciting pursuits, or for accelerating home 
mortgage payments.

The internet offers lots of good 
information for getting out of debt and 
living a debt-free life. YouTube has heaps 
of coverage on the topic. Debt-free living 
is a new sub-culture. In the meantime, let 
me share some steps to get out of debt:

 � If you are a couple, you both need to  
 commit.

 � Cut up all the credit cards.
 � Agree to only buy things using cash or a  

 debit card.
 � List all your debts, including the   

 outstanding balance and minimum  
 monthly payments. Don’t forget debts  
 to family members.

 � Put in place a strict budget with only  
 minimal discretionary spending.

 � Make minimum payments on each debt  
 and apply all additional income to one  
 debt - start with the one with the lowest  
 balance.

 � Once one debt is cleared, start on the  
 next one - and so on until all debts are  
 repaid.

There are many variations to the theme, 
however, the starting point is admitting 
there is a problem that needs to be 
addressed and agreeing to take serious 
steps to get out and stay out of debt.

If you need help, seek advice from a 
financial planner or call the National Debt 
Helpline on 1800 007 007.

Article by Peter Kelly – Superannuation, SMSF 
and Retirement Planning Specialist with  
Centrepoint Alliance

Credit seems to be everywhere.

Visit the local shopping centre 
and we will be enticed by 

interest-free terms on a new 
lounge, bed, TV, or white goods. 

More and more shops are 
offering access to ‘Afterpay’, 

and of course, credit cards are 
accepted everywhere. On top of 
that, motor vehicle dealerships 

are offering very favourable 
finance allowing us to hop into 

the latest car, SUV, or more 
likely - the dual cab ute costing 

$50,000 or more.

“If you do not have great 
money management 

capabilities, ensure you 
only use cash or a debit 
card. This will ensure 

you don’t overspend or 
accumulate debt on a 

credit card.”
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With the media attention around the ATO’s alleged rough treatment of the small business segment, 
many SME owners may think they have a case for compensation from the ATO for everything that 
they,ve been through. However, is getting compensation from the ATO even possible? It turns out the 
answer is yes, but it is very limited in scope. 
Since the ABC Four Corners programme 
aired allegations of misconduct in some 
of ATO’s dealings with small businesses, 
the Inspector-General of Taxation has 
revealed that complaints to his office 
has increased significantly. For many of 
these small business owners, thoughts 
of justice and compensation may be 
at the front of their minds. Although 
getting compensation from the ATO is 
technically possible, in reality, it is limited 
in scope and a great deal of supporting 
information is required for any claim. 

To apply for compensation, businesses 
will need to complete the “Applying for 
Compensation Form” on the ATO website. 
The form requires some basic information 
(such as business name, TFN, address) 
as well as questions relating to why you 
think you’re entitled to compensation 
from the ATO. Once the form is received, 
the ATO’s service standards indicates 
that it will be acknowledged in writing 
within 7 business days of receipt, and 
initial claims should be processed within 
56 days. 

Broadly, claims for compensation 
are assessed in two ways; either 
compensation for legal liability (eg. 
negligence) or compensation under the 
scheme for detriment caused by defective 
administration (CDDA Scheme). 

The claims are considered by officers 
in the ATO’s General Counsel and the 
decision makers are independent of 

the area which originally dealt with the 
taxation matter. If it is determined that 
compensation of either type (ie legal 
liability or CDDA) is not appropriate, small 
businesses may still be eligible for an “act 
of grace” payment. 

If you intend to apply for compensation, 
you should know that the compensation 
scheme is very narrow and only financial 
losses with a direct connection to 
the ATO’s actions will be allowed. This 
includes for example, reasonable 
professional fees, interest for delays in 
providing funds in some cases, and bank 
or other administrative fees incurred due 
to the ATO’s actions. Losses relating to the 
following will not be considered: 

 � claims for personal time spent resolving  
 an issue;
 � claims for stress, anxiety, inconvenience;
 � claims for delay in receiving funds from  

 the ATO where statutory interest was  
 paid;
 � claims for costs associated with   

 complying with the taxation system  
 including costs associated with audits,  
 objections and appeals, even where it  
 is found you complied with your  
 obligations; 
 � costs of submitting or conducting a  

 claim for compensation; and 
 � claims for tax or other commonwealth  

 liabilities with substantive review rights  
 that can be or could have been pursued.

Further limiting the scheme is the need 
to provide concise details of the actions 
of the ATO that you consider have caused 
your loss supported by evidence. The ATO 
considers that a claim or allegation that 
is expressed too “generally or broadly” is 
difficult to assess and that an allegation 
no matter how serious or how strongly 
it is expressed is not evidence itself. 
Therefore, to be successful at the limited 
range of compensation available, you will 
need to provide documentary evidence 
to support your allegations and detail the 
financial losses that were suffered (such 
as invoices or statement of accounts from 
professional advisers or banks). 

If you’re unsuccessful in your 
compensation claim you can apply for 
an internal review in cases where you 
can provide new or relevant information 
in support of your claim. Otherwise, 
you may also apply to the Inspector-
General of Taxation to investigate the 
ATO’s handling of your compensation 
claim. Whilst the Inspector-General 
does not have power to overturn or 
vary an ATO decision, they may make 
recommendations to the ATO about how 
the claim was handled. 

PURSUING ATO COMPENSATION 
If you think you have a legitimate 
compensation claim that qualifies under 
the scheme, contact us and we’ll help you 
sort out the information you need and 
make an application to the ATO on your 
behalf.

SME compensation from the Tax Office.

EXPENSES HOME IS MAIN WORKPLACE 
WITH DEDICATED WORK AREA

HOME NOT MAIN WORKPLACE 
HAS DEDICATED WORK AREA

YOU WORK AT HOME BUT  
NO DEDICATED WORK AREA

Running expenses Yes Yes No

Work-related phone and 
internet expenses

Yes Yes Yes

Decline in value of a computer 
(work-related portion)

Yes Yes Yes

Decline in value of office 
equipment

Yes Yes No

Occupancy expenses Yes No No

Source: Australian Taxation Office
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Borrowing through Self-Managed Super.

Working from home and your deductions.

Limited recourse borrowing arrangements (LRBAs) allow a SMSF to borrow money for the purchase 
of a single asset (or a collection of identical assets that have the same market value) to be held in a 
separate trust. Investment returns from the asset go to the SMSF and if the loan defaults, the lender’s 
rights are limited to the assets held in the separate trust, which means there is no recourse to the 
other assets held in the SMSF. 
While LRBAs could potentially be an 
attractive avenue to achieve your 
retirement goals, the complexity and risks 
involved mean that forward planning is 
essential to get the best outcome.

Do you have an SMSF and want to grow 
the assets with borrowings to fund 
your retirement? An SMSF, or more 
specifically, the trustees of an SMSF can 
borrow money but only in very limited 
circumstances. 

These include short-term borrowings 
of seven or 90 days to cover certain 
events and, more interestingly, longer-
term borrowings using limited recourse 
borrowing arrangements (LRBAs).

Used as a part of an investment strategy, 
LRBAs can be used to purchase an 
appropriate growth asset with borrowed 
funds to maximise the level of benefits 
available in retirement. 

It may be a particularly desirable strategy 
for SMSFs with more modest assets 
looking to gain access to high-value 
growth assets or SMSFs looking to 
increase the fund’s asset base exposure 
by borrowing.

Although LRBAs seem to be an attractive 
avenue to achieve your retirement goals, 
there are risks involved including long-
term geared exposure to whatever market 
you have invested in (eg. the property 
market), interest rate risk, potential lack 
of diversification, liquidity and cash 
flow. Therefore, the risks to establishing 
an LRBA need to take into account the 
circumstances of the fund as well as its 
investment strategy.

A single title block of land acquired under 
a contract of purchase with an initial 
deposit and the balance payable on 
settlement can be funded under a single 
LRBA. This is also the case for the deposit 
and balance payable at settlement under 
a contract for an off-the-plan purchase of 
a strata titled unit. However, an “option” 
to acquire an off-the-plan purchase of 
a house or unit must be funded under 
a separate LRBA to any subsequent 
acquisition of the house or unit as the 
“option” is a separate asset.

Notwithstanding the complexity and 
risks involved in establishing an LRBA, 
there may also be restrictions on the 
loan and lender to consider. For example, 
you as the SMSF trustee or investment 
manager cannot allow a related party 
lender to charge the fund more than 
the arm’s-length rate of interest under 
an arrangement. You must also be able 
to demonstrate that the SMSF was not 
paying in excess of an arm’s-length rate 
of interest to a related party, based on 
reasonably objective and supportable 
data.

FIND OUT MORE ABOUT LRBA
Before establishing a LRBA, it’s vital to 
plan ahead to avoid any adverse tax or 
potential stamp duty consequences down 
the track. Given the complexity involved, 
detailed advice should be obtained in 
relation to the borrowing agreement and 
the establishment of a holding trust. 

Our Advisers can help to ensure that 
the documentation put in place now 
will derive favourable tax treatment and 
prudential compliance through your 
SMSF. Contact us on 07 3360 9888 if 
you’d like to know more about borrowing 
through you SMSF.

The ATO is targeting home office expenses and has identified a high number of mistakes, errors and 
questionable claims in this area. It’s important that claims are accurate and can be substantiated.
The common mistakes identified by the ATO are taxpayers 
claiming expenses they didn’t incur, claiming expenses that were 
reimbursed by their employer, claiming private expenses and 
not retaining sufficient records.

As part of its compliance activities, the ATO may contact a 
taxpayer’s employer to check whether the employee is actually 
required to work from home, and whether the employer has 
reimbursed them or paid for their home office expenses. The 
ATO is also using data analytics to identify claims that are 
outside of the norm compared to similar occupations.

New guidance released by the ATO states that when a taxpayer 
is seeking to claim home office expenses they should keep a 
diary for a four-week period that can be used to determine the 
deductible portion of the relevant expenses. However, the ATO 
expects the taxpayer to adjust this for changes in their normal 
pattern of behaviour, including periods where the taxpayer is ill 
or on holidays during the year.

Like many areas involving work-related deductions, you need to 
be aware of the limitations around claiming deductions plus the 
records that you’re expected to keep to substantiate deductions, 
even if the amounts being claimed are relatively small.

“Data from the ATO shows 
the most common asset 

purchased by SMSFs using 
LRBAs is property.”



Confusion over super transfer balance cap.

Christmas for the kids.

The information in this newsletter is general commentary only and should not be considered to be advice. You should not act solely on the basis of the material in this newsletter. Also changes 
in legislation may occur quickly. Therefore, we recommend that our formal advice be sought before acting in any of the areas. This newsletter is issued as a general guide for clients and others. 
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Framed. Janolla Weatherhead.
Janolla is one of our long-term Senior Accountants, joining The Peak Partnership way back 
in 2005. As part of Damian Knoblanche’s business services team, Janolla provides business 
and taxation advice to her own portfolio of clients – as well as supporting Managers and 
Damian across larger clients’ advice and compliance work.

Janolla has a Bachelor of Business (Accountancy) degree through QUT and she is a 
Certified Practicing Accountant (CPA).

Outside of work, Janolla and her husband Warren stay active and have their hands full 
with two daughters – aged five and two. Janolla is also an Officeholder and Executive 
Member of not-for-profit group The Gospel Coalition Australia Ltd.

In her limited spare time, Janolla enjoys playing “geek-type” (her definition) board 
games like Catan, Ticket to Ride, Carcassonne and lately, Sushi Go! She also learned to 
play the traditional Chinese Mahjong from her grandmother.

Janolla speaks fluent Cantonese and she’s developing her Japanese language skills.

Christmas is a time for family and friends, but did you know that 
almost 50,000 children around Australia won’t be enjoying the 
festive season that they should. These are the kids known to be 
suffering abuse or neglect, usually at the hands of someone they 
know and should be able to trust.

As a long-time supporter of Act for Kids – a wonderful charity 
that crusades against all forms of cruelty towards children 
through Prevention, Therapy, Research and Education – we’ll 
make our traditional end of year donation in place of printing 
and sending Christmas Cards. 

It’s our small way of helping some young people  
less fortunate to have a brighter Christmas.

So there won’t be a Peak Christmas Card in your  
letterbox this year, but look out in your inbox  
for our Christmas e-card – and we hope you  
have a safe and enjoyable Christmas season. 

From all the staff at The Peak Partnership.

A recent speech by the Australian Tax Office’s Assistant Commissioner for Superannuation 
demonstrates the very practical problems with the new superannuation rules.
The $1.6 million transfer balance cap (TBC) that limits the 
amount you can hold in a superannuation pension requires 
trustees to be aware of how close they are to this limit at all 
times. To ensure that this cap is not breached, trustees need to 
report common events that may impact on a member’s pension 
account. Trustees should have already reported pre-existing 
pensions (pensions members were receiving just before 1 
July 2017 that they have continued to receive and which are in 
retirement phase on or after 1 July 2017).

This new event-based reporting requirement is causing a few 
headaches with the wrong information or no information being 
reported. Common ‘events’ that need to be reported include:

 � The start of new retirement phase pensions;
 � The full or partial pay-out of a pension (commutation); and
 � Some limited recourse borrowing arrangements.

Some information does not need to be reported including 
withdrawals from accumulation accounts, standard pension 
payments, or investment earnings or losses made on or after  
1 July 2017.

To make the reporting process work, it’s essential to keep us up 
to date as events occur. If you are not sure, just give us a call or 
drop us a line – it’s better to be sure.

www.actforkids.com.au


