GS5T - HOW IT AFFECTS YOU TODAY

Background

With the retum of the Coalltion, we can expect some fomm
f @ GST in place in Australia by 1 July 2000, The politica
iebate owver the impact on food and low inCome earmers
ovarshadows the reality that the G5T affects many propar
tv transactions taking place today, The Coalitions package
proposes that a 10% G5T will apply from 1 july 2000 [0 2

a Cconstnuciion, sale and leasing of all non-resiceniial lans

ind Duldings
s construction and sale of new residential accommadation

s fepair and renovation of exsting reskdential accommodation,

impact on Property Contracis

Construction and leasi 1g contracts which you have a ready
commenced or which you will shorly commence may bDe
subject in a cost increase of 10% on payments afer 1 july 2000,
The guestion whether this incorease can be passed
bullders to developers of from bullding owners to fenants

wil be determined by the contract in place and by legisiat

o
to be tabled in Federal Parliament within a month. It is

wpected that the legislation will follow the New Jealand
mesclel and;
® EQUITE payments under Teview ibhie”™ contracks o oe

sublect o GST from 3 July 2000 {see diagram below); and

s dllow "non-reviewable™ contracts to be GSHree wntil
ey are completed or until the hrdl partunily for a

J |
B e his concession is likely to apply only toe confradct

sfitEred bEfore the date the |[eEsisiabiosn 15 tdbied |

rederal Farliament

f G5T % charged then at best ane af the parties Wil ave
0 Tuni e GST charee for betver 1 amd 111 days Dafore
a mfund is available from the ATO. I the propety Is (0 be
used for residential leasing or for cerfain financial services

noy relund will be avallamle

Recammended Course of Action

i,.l:..--.. developer: property owners prAnts  and
ronefrisctinn  rompanies would be wise o immEdi@Erey
examine all current and proposed contracts to determine
whether 51 #ill apply and wnather it Can bie passed on,

Contracts shauld be amended now if passible 1o place you

in the most favourable position ater s

f GST will apply there may be advantages in accelerating
construction work o @niure most payments precede [hi
GST introduction  date farticular emphasis should be
placed on planning for developments invaiving DOoLF

rommercial and resldential property

GST ON A CONTRACT STRADDLING THE INTRODUCTION DATE
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EXCAMPLE OF IMPACT OF GST ON CONSTRUCTION CONTRACT STRADDLING 1 july 2000

This arlicle was prepared by Stephes Baxter, Assodate Director at Indired Tax Consulting broup,
Slephen can e contacted on (oz] nagy G4 il you with & disoiss the iImpact on b31 on your property oF Conirais,

L.'n,-lll 1

Email” bimiassoc & oremall.com.aw

fic attributes of pr

¢ spectrum of services offered
by the guantity surveyor.

How the G5

rr-:-.: you today.

Many individuals and omanisatiens faill o generate the
madimum after tax of “real returm from a progery investment
Significant opportunites exst for the astute invesior
through property ownership that no other mvesirment
vehicle can provide.
Cpecific attributes of a praparty investment include

a histarical long term sector capital growth;

®m access 1o a relativily stable mvesiment platform

= 3 safe harbour from the Huctuations of the stack market

" '-i‘!'!'"ll cant taxation Benelils in the farm of plant and

[a]l} ..':i|1|_:_ warite oft

This |ast r!I'-iI'I' has provided many investors with § }lll:l ant
‘real' after tax returns that can be torecast with relative
CEMIanty. This r_-_|||i'..'-_' CErmaincy is ;|I|:'-\.i Jed v a camimnalian
of rental stream and a complete “actual’ plant and bullding
write off caculation. This actual calculation of plant and
building write off should be developed by an experienced
praperty depreciation and construction cost consultant and

will Include a5 a minkmum, 8 10 year deprecation projecings

The maximisation of 2 depreciation claim on any bullding
fequlres a unique combination of construction costing skills
ind experience combined with an intimate knowledge of
the Income Tax Assessment Act 1gor (ITAAgZ). This rane
combination of skills rests in the sole domain of the property
consultant, BMT &

ASS0C Pty Ltd specialise in depreciation and will é@nguen

depreciation and construction oost

the client obtains the maxkimum depreciation pobential of a

given property

Some axamples ol balldings that will attract a claim
for depreciation include; = enled units and houses;
] I||"=i"|:' nomes: = haotels: m affices: & warehniuses:
= molels; = retail b -Irli||:r.:.; m industnalimanuld
turing facilities: = private hasplials;

Mast other types af buildings, if used for income
producing purposes, will alse atiract a clam far
depraciation

BMT & ASSOC can assess any building irrespective of age,
that may attract a claim for depreciation with respect to the
plant and eguipment items contained within The property

including air-conditioning, carpets, light fittings, fitout eic,

The imdmmdual property haolder a5 well as arporations with
large portfolios olten allow depreciation fo ECOme a oy
pricrity and hence the tax credits generated fTom eal
Imd I idua property  investment 15 Aol maximised
Experience has shown clients that do engage a specialist,
such as BMT & ASSOC, obtain significant tax benefits of up
e so-100% owver and abowe what swould have previously

been claimed.

BMT specialise In maximising the depres iatiom potential of
a miven property and are able 1o provide an obligation free
QUOTE On amny rnew, mistin E OF [Prospcrses |-".-|'|..l|.'II!' 1

e BMT service is unigue atg it fopuses on providing the
client with the
makimum  dedi
tion possible in
the first five
vears. of ownership,

hic enables the

client to free up
panumd!

scare comimitted —_—l L

1'1 |i|'

capital for use in
oiner investments,
thus masimesing

the ‘real retwrm”



https://www.bmtqs.com.au/

QUANTITY SURVEYING - SERVICE SUMMARY

BMT have been asked on several gccasions for an
prplanation and summary of the spectrum ol services
offered by the Quantity Surveyo

Mariy people arg nol awane thatl the Cuaniily Surdelyor 15
the “knight In shining armor tor many aiferent parties
invalved with a consiruction project whno require cost
advice,

The misunderstanding of e guantity surveyors rie scope
1t services atten leads 10 complications assocated with the
financial management of the constructon process for ail
!;|,|r|i-_';. involved. The Quantity Surveyor's service Summany
i5 illustrated in the below table. The eader should note
that these stages may be employed individually or grouped
infx 2 work packape depending on the specihc project
aguiremenis:

Should further imformation be required with respect to any
af these senvices please do not hesitate ta contact BMT as
this space only allows a briet summary tha Duanbity

SUNnYeyors rote, .

PROPERTY INVESTORS TO LOSE SMILLIONS

The curmment business tax review iniliative has dangled &
huge camot in front of the business community - Lo owe
the corporate tax rate from 36% to 30%. On face value,

this appears to be fantastic news for the business community

Howiewver, the Government has set parameters for such a
proposal stating any change must be revenue negative,
that is, henefits derived from the rewiews must be alsel by
income derived from other sources. In a major blow 1o the
property sector, the source of that revenue is likely to be

derived rom propery deprecialion.

Although a lower tax rate is essentially desirable, the

prescribed method & restrictive.  The review has focussed

- - -
PRE-CONSTRUCTION STAGE

CONSTRUCTION PERIOD

an the removal or dampening ol three key areas o
business tax concessions, these being the msearch and
development allowance {cumently at 125%), acceleraled
depreciation of plant and equipment and the capital

allowance provision for budldings.

he impacts of the dampening measures on the thres
nvesitment concessions include

s A decrease in the willingness af business to inwast in new
Droperty anc infrastructure

s A slow down in the rate of replacement of old and ouwl
dated plant and equipment;

s The use of older and inefficient plant, ultimately effecting
business productivity, future profitability and ultimataby
b creation; and

s Lower invesiment in new plant and capital allows o dir,
nigher polluting plant to continue in operation, continuing

the high lewels of pollutants produced by older Hems of plant,

Uitimately, the removal or dampening of these concessions
will create 8 divide between those industmes that am
nnovative and invest in physical infrastructure to obtain
msestabie income and those industries that apply outdated
technology and do not invest in thelr specific industries

|.__|._| i

The desine to create a ‘flal earth' tax environment will only

be accomplished at the expense ol disadvaniaging
calecl sections of the Business communiby.
A Wi situation s oreated for industries
that do not derve significant IRCome ma

innovation or utilising physical assei:

Simply remdving & ConCessions
will nol allow lar '-.;.-:ll‘hi.’u'.
differences i industry sirachures
and incomes sireams g
simple “Treasury™ wiew ol

business taation means thal

PosT-CONSTRUCTION STAGE

msurmnce Cliims Preparatiorn
Replacemenl cosl eslimales
fior Insurance Purposes
Sinking Fund For

Tax Depreces

IFimal Ao oums sangle J by

property and infrastructure based oarganisanons are fared
with slgnificant real dacline in profit or indeed real losses,
Iee majonty of property o Items of plant and equipment
used  for  income  producing  purposes  will  be
affected. Soedfic investment vehicdles that will be adversely

iffected include:

i, Office developments;

¥, Ball and road infrastructune projects:

¥, Hétall eomipl@ass:

. MUISINg Momes;

;. Private hospitals;

6. Industrial and |||::||.-|'|Il'.II||||§'-: developments;
bol@ls and molels: and,

8. Property Trusts

&5 a simple example af how the removal af the acceleraled
depreciation and the capital allowance provision alfedts the
viability of properly ownership the following can be seen

as a good gude;

1. An investment house holding S100M In property,
deriwving 115 sole income fram the rent of the physical
space buildings provide. This organisation could pay up
1o Hi5-20M more in tax over a period of five years
with significantly less incenlive g invesl in naw

praperty or upgrade existing plant,

2. & Finamcial services focused
omFanisation who owns no property,
rents all reguired space. This
Ll-'!d_-:lllim.l'.-l.':' will reap the benafil
of paying &% less tax. Loosing no
concessions. it will be a winiwin

result

The meview raises a number of

s

concerns for the property sector.
Will the attainment of a lower corporate
tax rate be preferable to retaining

incentives for I'I'-.'I"-uli"l_-.' in infrastructure

and plant and equipment? Will it menaly

disadvantage some industries that derive
their main income from physical infra-
structure: Indeed, how Can &y

industry that employs significant capi
fal assefs ecoup that investment and hope to fund
replacement of those assets if capital allowances

and depreciation of plant is not tax deductible?

The risk to the industry is not only the result such a
dramatic change would have i implemented, but the

uncertainty the review PrOCess itself creates in the marketplace

A5 the Commonwealth Minister for Industry stated,

I wou wani

“accelerated depreciation ks highly legitimate
tphysical) invesiment: there 15 a corredablon Detween that
and investment."” Why then is the Government looking to

dampen depreciation benpefits? B

YOUR CURRENT CONTRACTS AND GST

: SUPPLIER BEWARE !

Overseas experience shows that countless Australian
companies will “met it .-'.rr_"'q.'_!" with GST in the lead up

period o G5T Day (1 July 2oo00) and beyond

Thosa in the knopw will avoid these costly traps, and star
thinking about G5T - and start negotiating all their contracts
with G5T in mind - today rather than in 18 monihs time
Whene G517 applies, the relevant G331 & generally payable

by the supplier, not by the reciplent of the supply

G5T is @ supplier liability, wunder our proposed GS5T law,

not a recipient Labslity,

Althowgh the proposad GST law includes extensase fransitiona
rules, for contracts sSpanning 1 July 2oo0, your wars
poassible present strategy 15 1o Sit on your hands and hops
for the best, that 15, hope that the complex transiional

rules will somehow magically protect vou.

Your best possible present stratesy is to, first, meview all
wour commercial agreements Lwith both your customerns and
your suppliers) that are presently being negotiated or
n the future]

re-negotiated (or that will be negotiater

and, second, identify all possible G5T transition issues and,
third, resolve those ssues Defore signing off on those

agreements

These are some GST guestions you should be asking now:
u What nEnl ol recovery ol GE5T wal YOUT compary nave
under all relevant contracts - whers your company is

making a G5T taxakble supply 7

m What are the hkely G5T implications for Yowr company
in terms off cash low, acoounting and SySlems requirements,
IT. structuring. and grouping of companies - and what

should your company be doing about it now 7

GST will create winners and losers, right across Australia

Those m e know, will win

Mhose who "wing it", will lose
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