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Important information
Pitcher Partners Advisors Pty Ltd

This presentation (‘Presentation’) has been produced by Pitcher Partners Advisors Proprietary Limited and has been prepared for informational
and discussion purposes only. The information provided in this document is of a general nature and has been prepared without taking into
account your objectives, circumstances, financial situation or particular needs. This Presentation does not constitute personal advice.

This Presentation has been prepared by us in the ordinary course of our profession. In providing this Presentation, we are not purporting to act
as solicitors or provide legal advice. Appropriate advice should be sought prior to acting on anything contained in this Presentation or
implementing any transaction or arrangement that may be referred to in this Presentation.

Information contained within this Presentation is based on the relevant law and its interpretations by relevant authorities as it stands at the time
the information is provided. Any changes or modifications to the law and/or its interpretation after this time could affect the information we have
provided.

This Presentation, or any part thereof, must not be distributed, copied, used, or relied on by any person, without our prior written consent.

To the maximum extent permitted by law, Pitcher Partners will not be liable for any loss, damage, liability or claim whatsoever suffered or
incurred by any person arising directly or indirectly out of the use or reliance on the information contained within this Presentation.

Pitcher Partners is an independent member of Baker Tilly International. Baker Tilly International Limited is an English company. Baker Tilly
International provides no professional services to clients. Each member firm is a separate and independent legal entity, and each describes
itself as such. Pitcher Partners is not Baker Tilly International’s agent and does not have the authority to bind Baker Tilly International or act on
Baker Tilly's behalf. None of Baker Tilly International, Pitcher Partners, not any of the other member firms of Baker Tilly International have any
liability for each other’s acts or omissions. The name Baker Tilly and its associated logo is used under license from Baker Tilly International
Limited.

Pitcher Partners is an association of independent firms.
Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their respective owners.
Nothing contained herein should be construed as granting by implication, or otherwise, any license or right to use any trademark displayed

without the written permission of the owner.

Liability limited by a scheme approved under Professional Standards Legislation.
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Tax planning around
COVID-19 for 30 June 2020

While tax planning is always important
for taxpayers each 30 June, COVID-19
has brought about several additional
complexities and challenges that need

to be considered as part of your year-end
tax planning

This does not replace your normal year
end tax planning, but are specific items
that we believe should be considered

Pitcher Partners is an association of independent firms.



Consider your circumstances for 30 June 2020

Defer deductions D

or income
@ Bring forward income
or deductions
1 July 30 June 30 June
2019 2020 2021
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8 months 4 months Next 12 months
to March to June to June
2020 2020 2021
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Profit Loss? Profit or loss?

Should you lodge your returns early?
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Overview
Number of key items for consideration
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Stimulus Impact on trust Division 7A Impact on
measures distributions considerations tax offsets
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Loan rationalisation Capital Other issues

and refinancing maintenance

Information on the above items plus more are contained in the PP guide
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Stimulus measures



Stimulus measures
Tax planning around COVID-19
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Jobkeeper
payments

Timing for
accounting purposes

Timing of assessability
to employer

L
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Cash flow
boost

First and second boost

Treatment of
income receipts

Deductibility of
costs (e.g. advice)

Payments to owners of
companies and trusts

Depreciation
claims

Instant asset write-off
and accelerated
investment allowance

Review capital
expenditure plans

Review depreciation schedules

for assets that can be
written off
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Trust considerations




Trust distributions
Key issues for consideration

Accounting and
tax differences

There may be large accounting and tax differences due to the nature of
certain expenses (e.g. rent relief, disputed income, provision for doubtful
debts, asset impairments)

How does this impact on income of the trust and resolutions for
30 June 20207

Negative assets

—

Trusts may fall into a deficiency of asset position but may have a taxable
position for 30 June 2020

What is the impact of making a distribution?

Dealing with
UPEs

Banks may place restrictions on repaying UPEs

Does that impact on whether there is a present entitlement?
Is arefinancing of a UPE subject to s100A?
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Trust distributions
Considering differences between accounting and tax

ITEMS ACCOUNTING TAX
Sales income $100,000 $100,000
Provision for doubtful debts ($20,000) -
Impairment of investment assets ($75,000) -
Expected reductions due to rent relief ($10,000) -
Professional fees for cash flow boost ($2,000) -
Other expenses ($25,000) ($25,000)
Net amount ($32,000) $75,000

What is the income of the trust estate (trust law definition v s.95 definition)?

Is it impacted by the ATO view on calculating trust income (i.e. TR 2012/D1)?
What is the distributable income at 30 June 2020?
Will distributing this amount result in a deficiency of net assets?

Can this issue be managed or minimised?
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Division 7A considerations




Division 7A considerations
Understanding distributable surplus

BALANCE SHEET OF ACO AT 30 JUNE 2020

‘

Cash $100,000
Loans to shareholders $200,000
Investments $800,000
Provision for impairment of investments ($200,000)
Loans to financial institutions ($700,000)

Net assets $300,000

Share capital $300,000
Prior year retained earnings $100,000
Current year losses ($100,000)

Equity $300,000

Aco made payments to
shareholders ($50,000),
loans to shareholders
($200,000) and forgave
a debt ($25,000)

Does Aco have

a distributable
surplus?
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Division 7A considerations
Understanding distributable surplus

Net assets cannot be less than nil

Total assets — legal liabilities — Provisions*
*Only provisions for annual leave, long service leave and depreciation can be taken into account

— O

Net Paid up Deemed Deemed Distributable
assets capital dividends from dividends from surplus
payments debt forgiveness amount
$400K = $300Kk $50K + $25K —  $175K

In addition, ATO can revalue assets upwards if undervalued. ATO can also argue that

non-repayment of loans is a debt forgiveness which is added to the distributable surplus
noting that the starting point is always nil, even if there are negative net assets
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Division 7A

Other issues for consideration

Companies paying dividends Deferring the repayment of loans and
and section 254T profit restriction debt forgiveness risks

Franking credit position @ Valuations for 25 years loans

from PAYG variations and

deferral plans Variation of Division 7A agreements

and risk of deemed dividend
Assigning debts or other assets as
repayment of debts (value of assets) Guarantees offered by companies for
debts of individuals or trusts
@ ATO ability to extend MYRs
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Managing tax offsets and credits




PAYG variations
Tax planning around COVID-19

MONTH AMOUNT PAID $

Sept 2019 Instalment paid $2.5M
Dec 2019 Instalment paid $2.5M
March 2020 Varied instalment ($5.0M)
June 2020 Varied instalment -
Dec 2020 Final liability $X

Taxpayers may also consider lodging tax returns
early to obtain access to refunds. ATO looking at

system improvements to ensure pre-fill is available

Plan for any final payment
that may be due on the
lodgement of tax

Understand the impact of
deferring tax payments on
the franking credit balance

Consider whether
dividends have already
been paid or need to be
paid (e.g. for Division 7A
purposes)
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Trapped franking credits
Tax planning around COVID-19

Losses incurred in atrust
may result in dividends being

trapped in the trust and a
wastage of franking credits Distribution?

Dividend

Loss for
30 June 2020

ACo J
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Managing
tax offsets

and credits
Other items for
consideration

@,

Consider

other offsets and
credits available
for the year

S
<Y

Identify
non-refundable
non-carry
forward credits
(FITOs)

B |

Strategies
to minimise
wastage
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Financing considerations




As a part of COVID-19, many
groups will seek to rationalise,
refinance and reorganise loans

Many groups may be required by
financial institutions to place
Intra-group loans on certain term

Loan rationalisation may give rise
to a number of taxation issues and
considerations

Pitcher Partners is an association of independent firms.




Financing considerations
Tax planning around COVID-19
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Deferring loan arrangements — ‘in substance’ forgiveness?
Restructuring finance — implications for interest deductibility

Varying terms — new loan? — tax implications

Claiming bad debt deductions and timing

Changing loan arrangements — debt / equity rules — material changes
Revisit interest rates charged to loss entities

Interest on an accruals basis — ability to stop interest for tax purposes

Call on guarantees and personal use asset exclusion
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Capital management considerations




As an alternative to debt finance,
many groups may be required to
look to equity capital as a part of
managing their way through
COVID-19

This could include, for example,

converting debt to equity or
replacing losses with equity

These commercial transactions
can have significant tax implications
If not managed correctly

Pitcher Partners is an association of independent firms.



Capital management
Tax planning around COVID-19

>

Section 254T, Corporations Act and Taxation Ruling TR 2012/5

Section 258F, Corporations Act cancelling lost capital

Debt for equity swap — debt forgiveness issues and capital tainting

Paying returns of capital in lieu of dividends — 45B considerations

Fresh issue of capital — consider impact on losses
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Restructuring funding arrangements — may not result in a revenue loss

Consider the taxation issues where strategies are put in place

to help improve the balance sheet of an entity
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Other issues to consider
Tax planning around COVID-19
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Trading stock elections and ability to use lower values

Tax losses (carry forward issues, business continuity and injection rules)
International tax issues (transfer pricing, thin cap, residency status)
Goods and services tax and apportionment models

Stamp duty considerations on restructuring

Impact on deferred tax balances for tax losses and other DTAS
Opportunities to restructure, consolidate, demerge

Consider anti-avoidance provisions
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Contact

us

Alexis

Kokkinos
Partner

+61 386105170
alexis.kokkinos@
pitcher.com.au

Peter

Gillies

Client Director
+61 3 8610 5361
peter.gillies@
pitcher.com.au

Leo

Gouzenfiter
Senior Manager
+61 3 8612 9674
leo.gouzenfiter@
pitcher.com.au

Chanel

Palmer
Manager

+61 3 8610 5805
chanel.palmer@
pitcher.com.au
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Making business personal

Pitcher Partners is an association of independent firms.
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