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Welcome to the first edition of the Sothertons Report for 2010.
In this issue we outline how the Federal Government is proposing
a range of tax law amendments as well as forecasting changes to
simplify the administration of the GST for taxpayers.

This Report highlights the usual raft of ATO and government
requirements and amendments and also focuses on a range of
superannuation changes.

Our feature articles cover the following areas:
» Federal Government Research and Development aid program to
assist businesses to convert ideas into commercial reality

= The importance of building a positive “Work Safety” culture

« Update on the National Energy Efficiency scheme for commercial
office building owners

= The National OHS Harmonisation draft update and ongoing review

As we have mentioned in previous issues the Australian economy
is not “out of the woods yet” and many clients are still facing difficult
issues, especially in the small business environment.

If clients have any issues in relation to the contents of this report,
please contact your accounting services Partner or Director

Until next time. M

Cloud
Computing

Over the last twelve months Sothertons has noticed an ever increasing
number of computer companies entering the online accounting
market. This market is often referred to as “Cloud Computing”.

The most well known of these include Quicken, Xero, & MYOB.

Initially targeting the SME market they have all made it absolutely
clear that as their systems develop so too will the size of businesses
they will target.

Online accounting or “Cloud Computing” provides a number of

perceived benefits. They include:

B No need for continual software upgrades;

B Complete offsite back up protection;

W The ability to access your online live accounts from anywhere in
the world;

B “Cloud” Software can match debtors, transaction and auto post
regular transactions;

B A potential reduction in bookkeeping costs;

B No requirement to forward a separate copy to your accountant and
financial advisors and after the job has been completed to upload
the accountant’s changes;

B You and your accountant can discuss your accounts live whilst both
viewing the software from anywhere in the world.

Clearly the ability of the provider to provide security is of paramount

importance and needs to be comprehensively investigated. It would

appear that the only disadvantage to this “Cloud Computing™ is the
perceived loss of a “sense” of security (once security of the provider
has been fully established).

The online accounting software is in its relative infancy for the
medium to larger end of the SME market. “Watch this space” and
Sothertons will continue to update you on future developments.

Should you require further information please contact your
accounting Partner or Director. W

Proposed Tax Laws

Amendments

The Government has introduced a Bill into Parliament

which seeks, among other things, to:

B remove the CGT trust cloning exception and providing a limited
CGT relief when transferring assets between two fixed trusts;

B update the list of deductible gift recipients to include two new
organisations and change the name of one organisation; and

B exempt the Income Recovery Subsidy payments to North Western
Queensland flood victims from income tax. W
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Proposed CGT-related Amendments

The Bill seeks to repeal the ‘trust cloning’ exception to two CGT

events. Currently, the exception ensures that a CGT event does not

happen if a Tax Laws between ‘fixed’ trusts. The effect of the rollover

will be to defer the making of any capital gains or losses in respect of

the transfer.

Broadly, the rollover will be available if:

W the trustees of the transferring trust and receiving trust both
choose the rollover; and

W the same beneficiaries have the same interests in both trusts.

Income Recovery Subsidy

The Bill proposes to exempt the Income Recovery Subsidy for
the North Western Queensland floods from income tax. The Bill
also proposes to ensure the subsidy is not taken into account
when calculating a taxpayer’s entitlement to certain tax offsets
(eg dependant tax offset). ®






National OHS
Harmonisation UPDATE

The public consultation period for the Exposure Draft of the
model OHS Act and key administrative Regulations closed on

9 November 2009. In total, 480 submissions were received from
various employers, industry bodies, unions, government agencies
and individuals.

Safe Work Australia has reviewed the submissions as part of
the consultation process. A final version of the model OHS Act was
approved on 11 December 2009. Draft model regulations for all other
matters (including matters covered in existing national OHS standards)
will begin to be developed and released for public comment in
November 2010.

Following feedback received, consequential amendments have
been made throughout the draft model provisions to change the term
‘occupational health and safety’ to ‘work health and safety’. The draft
model Act will now be known as the model work health and safety
provisions.

Some of the key amendments to the model provisions following

the public comment period include:

B Adoption of the definition of ‘officer’ in accordance with the
Corporations Act 2001 and the definition of ‘due diligence’ to
clarify officers’ duties;

B A duty for the persons conducting a business or undertaking
(PCBU) to consult not only with workers directly affected by the
health and safety matter, but with other duty holders who have a
duty in relation to the same matter;

W The requirement for a PCBU to provide training to a health
and safety representative (HSR) within three months of a
request for training;

B Removal of compensation orders as a sentencing option;

W Removal of requirements for union right of entry which are
already prescribed under the Fair Work Act 2009;

B Restructuring of the most serious category of offence to a reckless
endangerment offence when a duty holder’s conduct has exposed
a person to a risk of death or serious injury of another person;

B Monetary penalties, not penalty units, used to ensure
consistency between jurisdictions;

B A 14 day timeframe for commencing negotiations
between a PCBU and workgroup;
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B Right of entry offences would be subject to a civil penalty regime
consistent with that in the fair work act 2009. A framework will
need to be established for civil penalties;

and

B Penalties for the non-duty of care offences for corporations,
ranging from a maximum of $500,000 for serious breaches to a
maximum of $10,000 for minor administrative breaches. W

Noel Arnold & Associates is one of Australia’s largest Risk
Management and OH&S Consultants. www.noel-arnold.com.au

Goods Taken for Private Use

The Tax Office has released the amounts which it will accept as
estimates of the value of goods taken from trading stock for private
use for the 2009/10 income year by taxpayers in certain specified
industries.

These industries include:
bakery; B butcher; B caterer; B deli;

fruiterer/greengrocer;

|
B mixed business (eg general store);
B restaurant/café; and

[ ]

takeaway food shop.

Taxpayers should ensure the value attributed to goods
=¥ \ taken from stock for private use is fair and reasonable,
' and have regard to their own circumstances. M
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No Deduction for
Misappropriated Money

In a recent case, the Full
Federal Court dismissed a
taxpayer’s appeal against
the denial of his claimed
deduction of $2.3 million for
money misappropriated by
his investment manager.

The taxpayer sold a
parcel of shares and
transferred the proceeds to
the manager. However, the
funds were misappropriated
by the manager.

In his 2002 tax return,
the taxpayer included a net
capital gain of $2.3 million
from the sale of the shares.
However, he also claimed a
deduction for the misappropriation,
which was disallowed. H
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FBT Audit and Compliance Activities

With the 2009/10 FBT year drawing to a close, it is important to note
the FBT audit and compliance activities currently being undertaken by
the Tax Office.

The activities include:

W car fringe benefits and data matching;

W incorrectly claimed FBT rebates;

B lodgment of FBT returns; and

W reduction of FBT liabilities and employee contributions. W
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GST: Decreasing Adjustment Note
Threshold Increased

The Government will increase the decreasing adjustment note
threshold for the purposes of GST.

With effect from 1 July 2010, the threshold is $75 or less. B
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Building a Positive
Safety Culture

e
SAFETY
CULTURE

Powering organisations to new levels of performance
Organisations in Australia are legally bound to manage OHS risk.

All jurisdictions in Australia have Acts dedicated to the promotion of
activities designed to provide safe and healthy places of work.

The Australian Stock Exchange (ASX) also imposes obligations on
company directors to manage risk (Principal 7). This principal supports
compliance with the Corporations Act.

So why is that employees around the country continue to be
seriously if not fatally injured each year? How can organisations with
clear legal and corporate obligations to manage risk continue to
expose workers to potentially unsafe places of work?

The answer may lie in the organisations safety culture. That is
the organisations set of values and norms *“the way we do things
around here”. The problem may be that your organisational safety
culture is not in line with the business and safety objectives of your
organisation.

Developing a positive and effective safety culture is paramount
in reducing workplace accidents and incidents and to maintain
organisational production and service delivery targets in the most cost
effective and efficient way.

The Missing Components
Research and experience tells us that the common missing
components to achieving a ‘safe’ place of work and an effective safety
culture in the workplace are leadership and communication.
Effective leadership and communication nurture an organisation
and when done well, the organisational culture improves due to
enhancing levels of trust, respect and management credibility. These
factors help build enduring relationships within the business.
A culture that is contradictory to the stated safety intent of an
organisation may limit the effectiveness of its safety interventions.
Unfortunately, organisations still try to apply ‘Safety’ to employees

like a band-aid and this band-aid will often fail to ‘stick’.

[Continued]
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Safety needs to be nurtured as an organic process that grows within
the organisation. Safety needs to be deeply embedded in the culture
of the organisation in order to be effective and it must be driven and
demonstrated by the organisation’s leaders.

A Solution

Safety does not come before or after, nor is it additional to current
business performance metrics. Rather it is a moral and legal obligation
that can drive business performance improvement that is expected by
stakeholders. There are four key aspects to achieving these outcomes
and these aspects can be combined together within a unique process
called ‘Organisational Performance through Safety’ (OPS).

1. Seeing the future

One of the first activities required to be undertaken by an organisation
aspiring to improve safety culture is to develop a clear understanding
of where the organisation is at RIGHT NOW and a concrete and
explicit vision of where they want to be, supported by a core value
set. This knowledge then needs to be strategically communicated
throughout all levels of the organisation.

2. Building relationships: the corner stone

Relationships within an organisation are incredibly important. It is

the strength and quality of relationships within the workplace that
enable appropriate and accurate information to flow from one person
to another. It is a relationship that defines how we perceive another
person and how we interact with them.

Do we trust them?; are they credible?; are they honest?; and so on.
Effective relationships between members of an organisation are key to
understanding and developing a positive safety culture.

3. Communication

There is significant evidence, both formal and anecdotal that tells us
effective communication is a key factor in successful organisations.
The difficulty for many organisations is how and what to communicate
with respect to safety.

Without effective relationships, it is less likely that people will listen
to what you have to say anyway.

Simplistic and gratuitous safety communication about the correct
use of personal protective equipment or procedural correctness for
example often results in a heightened level of cynicism by employees
toward safety. Communication and consultation must be two ways,
engaging and valuable to both parties.

[Continued]
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4. The engagement process: an approach to |mproved culture
An approach that enables communication between a manager and
their employee about safety issues that are important to both of
them and the organisation will generally provide an opportunity
for engagement. Effective managers understand their employees’
interests and ideas in the work place and this knowledge provides the
manager with a significant opportunity to engage the employee and
be involved in a meaningful discussion about safety. This discussion
is not about generalities and safety platitudes. It is about how
employees understand production and service delivery objectives
through a common understanding and framework of safety.

Acknowledgment and action in relation to employee concerns
and ideas about understanding and improving safety in the workplace
provides an opportunity for the manager to build the relationship
by demonstrating:
W Active listening:

Genuine interest in understanding the safety issues & concerns

B That safety is important to them:

Clear commitment to promoting safety in the organisation.
W Leadership:

Demonstrating personal accountability for safety performance.
B Credibility: ‘Walking the talk’, actioning issues.
B Respect:

Recognising that others also have valuable ideas to contribute.
W Trust in the opinion of others.

Next Steps

Key steps in establishing a positive safety culture include:

B Map your current business and safety performance through the
use of a safety climate assessment process, interactive workshops
and detailed analysis of your current safety and other business
performance data;

W Develop a vision for your organisation’s safety potential,
the pathway to getting there and the values to support it;

B Assess and develop your current managers and supervisors with
respect to critical safety leadership behaviours and provide them
with effective ‘one on one’ coaching; and

B Implement a ‘corner stone’ structured engagement process that is
designed to build relationships between managers and employees
whilst focussing on safety and achieving program objectives. B

Noel Arnold & Associates is one of Australia’s largest Risk
Management and OH&S Consultants. www.noel-arnold.com.au
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Latest Research and Development
Assistance now open to applications

The Australian Government recently opened their latest assistance
programme for businesses to convert their ‘idea’ into a commercial
reality. Announced as part of the 2009-10 Federal Budget, its aim
is to “build the capacity of and opportunities for, Australia’s
researchers, entrepreneurs and innovative firms to convert ideas
into commercial ventures, creating high skill jobs and increasing
global competitiveness”.

Entitled “Commercialisation Australia”, the support is
designed to assist applicants who are successful through the
‘commercialisation process’.

There are various levels of grants/support:

B Skills and Knowledge support to access specialist advice and
services to build the skills, knowledge and linkages required to
commercialise new ideas. This includes funding of up to $50,000

to engage specialist advice and services;
. v
funding from $50,000 to $250,000 to test v
the commercial viability of a new product,
ProCess Or Service; M
W Early Stage Commercialisation repayable
grants will provide funding from $250,000 to VENTURE
$2 million to undertake activities that enable

a new product, process or service to be
developed to the stage where it can be taken
to market. Typical activities covered include:

W Experienced Executives provides up
to $200,000 over two years to assist in
the recruitment of experienced CEOs
and other executives;

B Proof of Concept grants will provide
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= Product development;
» Testing and documentation;

Tooling-up for full scale production;

Establishment of quality control;

Market validation;

Initiation of sales and marketing;

= Execution of IP strategy.
There are strict ‘eligibility’ and ‘merit’ criteria
to be met. For further information contact
your Sothertons Partner / Director who will
be happy to assist. W
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+ Update on Mandatory Disclosure of
Commercial Office Energy Efficiency Scheme

Australian, state and territory government energy ministers recently
approved the parameters of the new disclosure scheme for office
building energy efficiency, with Commonwealth legislation now being
developed. Starting in the second half of 2010, building owners will
need to provide up-to-date energy efficiency information when they
sell or lease office space covering more than 2,000 square metres.

What is the national energy efficiency scheme? The national
energy efficiency scheme is part of an ambitious plan to make
Australia’s homes and businesses more energy efficient, by improving
base standards and star ratings for appliances, equipment and
buildings, and by phasing out inefficient technologies.

Why is the new scheme being enforced? Improving energy
efficiency is a rapid and effective method of containing Australia’s
greenhouse gas emissions. The scheme will provide a strong incentive
for building owners to improve their properties by investing in cost-
effective upgrades.

Federal Government policy states that “Greener offices are not only
more comfortable to work in, they can also boost productivity, bring
down sick leave, support green building industry jobs and have the
potential to deliver savings of 20-40 percent on energy bills.”

Disclosure of commercial office building energy efficiency will also:

B Encourage reductions in energy use and greenhouse gas emissions;

B Aid businesses in saving money on their energy bills and
buildingmaintenance costs;

B Help stimulate demand for and investment in more
energy efficient buildings; and

B Have the potential to improve staff morale, productivity and
stimulate green jobs.

Who is affected by the new scheme? Commercial office building
owners will be required to provide up to date energy efficiency
information when they sell or lease office space with a net lettable
area (NLA) covering more than 2,000 square metres.

This means that the building owners, potential purchasers and
tenants will have access to consistent and meaningful information
about a building’s energy efficiency and will be able to make informed
decisions when they purchase or lease a building. In a later phase, the
Government will consider expanding this measure to other building

types including hotels, shops, schools and hospitals.
[Continued]
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What do building owners need to do?
W Disclose a valid Building Energy Efficiency Certificate to prospective
buyers and lessees at the point of sale and lease of office space
over 2,000 square metres; and

B Include a National Australian Built Environment Rating System
(NABERS) Energy base building star rating, an assessment of the
lighting energy efficiency of tenancies and some suggestions on
how to improve the building’s energy efficiency.

The Building Energy Efficiency Certificate will remain valid for

12 months and, once legislation is in place, owners who don’t comply

will risk a fine or prosecution.

Efficiency Rating Tool — NABERS: It is proposed that the NABERS
Energy accredited rating tool will initially be the sole rating tool. The
NABERS Energy rating tool benchmarks actual operating energy use
of the commercial office building by measuring the energy use per
square metre NLA based on twelve contiguous months of metered fuel
data (electricity, gas, diesel).

The rating tool awards from one star (high greenhouse impact) to
five stars (low greenhouse impact) depending on the energy efficiency
and greenhouse performance of the rated space. NABERS has a
trained and accredited group of assessors who independently assess
the rating of a building.

In preparation for the scheme’s implementation, a NABERS Energy
base building assessment is a great way for building owners to get
a snapshot of their building’s performance. Property owners who
haven’t already rated their building under NABERS Energy should
familiarise themselves with the system.

Exemptions from the Scheme: Exemptions will be considered for
buildings with less than 12 months worth of contiguous data (i.e. new
building), or where inadequate metering or other factors preventing
an accredited assessor from being able to achieve the required quality
standards of a NABERS Energy assessment. Situations where it is not
feasible to prepare a valid energy efficiency assessment of a particular
building or tenancy will be exempted from the scheme.

Summary: The Australian Government has agreed to the new
national scheme to improve the energy efficiency of commercial
office buildings. Commercial office building owners will be required
to provide up to date energy efficiency information when they sell or
lease office space covering more than 2,000 square metres. H
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Q: I’'m curious about rental property deductions...
what is deductible?

A Any expenses incurred in deriving the income from your
rental property should be deductible.

Expenses are commonly paid from rent money received by your

agent managing the property and reported on their statement

—such as agent’s fees (commission, letting, advertising, etc.), council

rates, water rates, land tax, strata levies, insurance, and repairs

and maintenance (plumbing, electrical, gardening, etc.). Where you

manage your own property or you pay the expenses directly it is up to

you to properly maintain these records to ensure you get the best tax

result.

Where the property purchase was financed by a mortgage the
interest on this loan will be deductible. The borrowing costs incurred
in relation to this finance are also deductible over 5 years or the life
of the loan, which ever is shorter. Similarly, costs incurred during the
term of the loan are deductible such as account fees and interest rate
fixing fees.

Repair costs should be approached carefully as they will not be
deductible if they constitute capital improvements. Repairs and
maintenance of existing features will be deductible such as repairing
or replacing roof tiles or maintaining the garden. However, if the tiled
roof were to be replaced with a colorbond steel roof or the entire
garden dug out and landscaped with paths and garden beds these
costs should be reviewed carefully to see whether they are deductible
as repairs or if they constitute capital improvements. The capital items
are then added to the property’s cost base or may be depreciated. One
test to distinguish repairs from improvements is whether different
materials were used, is it just the replacement of old with new, and
does it change the function of the asset or the rental property as a
whole.

Other not so common deductible items include telephone calls,
postage, and travel to inspect or maintain the property. You should
keep records of the travel to your rental property, including where it is
in your own vehicle.

[Continued]

Building allowance... additional deduction
Real estate investors are also afforded
deductions under income tax law for the
many costs of holding and maintaining their
investment property.

In the first instance depreciation of fixtures
and fittings is allowed on such items as
carpet or linoleum, lighting, curtains and
blinds, hot water services, stoves, refrigerators, and furniture. When
acquiring a property it is important that the purchaser establishes a
“cost base” for such items on the date of purchase.

Depending upon when a building is constructed, it may also qualify
for a building allowance write off. This allowance is generally available
at 2.5% for residential property on income producing buildings
constructed after July 18, 1985. Other dates apply for non-residential
property buildings and short term traveller accommodation (ie. hotels,
motels, etc.).

Construction is generally deemed to commence from “first digging
of the foundations”, although in some cases it may be the date
the construction contract was signed. The actual rate at which the
allowance may be claimed varies depending upon the type of property
and when construction commenced.

These rates can vary with the use of the building and other factors
and investors should clarify this with their Sothertons partner. The
amount on which these rates apply is the total of construction costs
which includes architects’ fees, engineering fees, building approval
fees and other costs. You must keep accurate records of construction
costs and the Australian Taxation Office also accepts estimates from
quantity surveyors and often estimates from the project manager or
managing architect.

Entitlement to the building write off allowance transfers with
ownership changes provided that the building continues to be used
for its eligible purpose. The allowance is an outright deduction and is
not always added back or adjusted on sale of the property, as happens
with depreciation. Given the various dates and other factors affecting
these deductions investors should clarify these items with their
Sothertons Partner or Director. W

Sothertons publishes The Report,
newsletters and bulletins as a service to
our valued clients and trust these are of
benefit to you. If you think this (or any of
our publications) may be useful to others
please provide their details to our office.
However in accordance with the Privacy
Amendment (Private Sector) Act 2000, we
invite you to advise us if you wish to have
your name removed from our mailing lists.
Please contact our office.

If we do not hear from you we will assume
you are happy to receive this and other
future publications and will retain your
name on our mailing list.

Important: Certain articles in The Sothertons
Report are provided by the Centre for Professional
Development and other contributors as a service for
clients of Sothertons. This is not advice.

Clients should not act solely on the basis of the
material contained in this Report. ltems herein are
general comments only and do not constitute or
convey advice per se. Also changes in legislation
may occur quickly. We therefore recommend that
our formal advice be sought before acting in any of
the areas. The Report is issued as a helpful guide to
clients and for their private information. Therefore it
should be regarded as confidential and not be made
available to any person without our prior approval.
Errors and omissions excepted.
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Our Partners are Your Partners

ADELAIDE
Sothertons, 42 Hurtle Square, Adelaide SA 5000
GPO Box 2193, Adelaide SA 5001
Phone: (08) 8223 7311 Fax: (08) 8223 7488
Email: sothertons@sothertonsadelaide.com.au

BRISBANE
Sothertons, 8th Floor, 10 Market Street, Brishane, QLD 4000
Phone: (07) 3221 1877 Fax: (07) 3221 8261
Email: sothbris@sothertons.com.au

GLADSTONE
Sothertons, Level 1, 100 Goondoon Street, (PO Box 5066) Gladstone, QLD 4680
Phone: (07) 4972 1300 Fax: (07) 4972 4386
Email: sothertons@sothertonsgladstone.com.au

MELBOURNE
Sothertons, Level 6,468 St Kilda Rd, Melbourne, Victoria 3004
Phone: (03) 9820 6400 Fax: (03) 9820 6499
Email: sothertons@sothertonsmelbourne.com.au

PERTH
Sothertons, Level 3, Centrepoint Tower,
123 Colin Street, West Perth, WA 6005
Phone: (08) 9322 6280 Fax: (08) 9322 5564
Email: sothertons@sothertons-wa.com.au

SYDNEY
Sothertons, Level 24, Westfield Tower 2,
101 Grafton Street, Bondi Junction, NSW 2022
Phone: (02) 9389 7777 Fax: (02) 9387 4995
Email: info@sothertonssydney.com.au

= ADELAIDE = BRISBANE = GLADSTONE = MELBOURNE = PERTH = SYDNEY
Sothertons: An association of independent accounting firms throughout Australasia
Limited liability by a scheme approved under Professional Standards Legislation
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