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Reduction in downsizer eligibility

age

The eligibility age for downsizer contributions reduced from 60 fo 55 years from 1
January 2023. This means if you are age 55 or older, you could invest the proceeds
of the sale of your family home fo your superannuation outside of your standard

contribution caps.

DOWNSIZER CONTRIBUTIONS

From 1 January 2023, if you're aged 55 years or
older you may be eligible to make a downsizer
conftribution of up to $300,000 (or $600,000 for
a couple) to your superannuation fund from the
proceeds of the sale of your home where specific
requirements are met.

Downsizer contributions can be a great way of
boosting your superannuation after retirement.

As well as the extra capital they introduce, the
contributions can also earn investment income that
is either tax-free if you commence an income stream
with the funds or be taxed at a concessional fax rate
of as low as 15% whilst in accumulation phase.
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ELIGIBILITY REQUIREMENTS

To be eligible to make a downsizer contribution, you
must answer yes' to all of the following conditions:

You must be aged 55 or over from 1 January
2023 (or age 60 or over for any downsizer
contributions made between 1 July 2022 and
31 December 2022. Note, prior to 1July 2022, the
eligibility age was 65 years and over).

The amount of the conftribution is an amount
equal fo all or part of the sale proceeds (capped
at $300,000 per person) of a qualifying main
residence, where the contract of sale of the main
residence was exchanged on or after 1 July 2018.

The home was owned by you or your spouse for
10 years or more prior to the sale. Further, your
home must be in Australia and must not be a
caravan, houseboat or other mobile home.

The proceeds of selling your home are either fully
exempt or partfially exempt from capital gains
tax under the main residence exemption or, if the
home was acquired before 20 September 1985,
would have been exempt.

You make the downsizer contribution within 90
days of receiving the proceeds of sale (ie, usually
sefflement date).

You complefe and provide the ‘Downsizer
contribution into super form’ (NAT 75073) which
is available on the ATO website and provide it fo
your superannuation fund either before or at the
time of making the downsizer contribution.

You have previously not made a downsizer
contribution from the sale of another home.
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Reduction in downsizer eligibility age cont

Provided that the above conditions are met:

m There is no obligation to purchase a new home
or fo move to a smaller or cheaper home..you
can even move info another home you own!
You simply need to sell your home and meet the
above criteria fo make a downsizer contribution.

m Thereis no maximum age limit fo make a
downsizer contribution.

m The downsizer contribution does not count
towards your non-concessional or concessional
conftributions caps. The contribution is in addition
to these caps.

m There is no requirement to meet a work test
or work fest exemption fo make a downsizer
contribution, and

m Downsizer confributions can be made regardless
of the size of your fotal superannuation balance
(TSB). This means a downsizer contribution can still
be made even if you have more than $1.7 million
in superannuation.

DOWNSIZER CONTRIBUTIONS COUNT
TOWARDS YOUR SUPER BALANCE

While downsizer contributions can be made
regardless of what your TSB is, once the downsizer
contribution is made to superannuation it forms part
of your TSB.

At this point, the downsizer contribution will increase
your TSB which may impact your eligibility to:

m Make carry forward concessional contributions
m Make non-concessional contributions

m Receive government co-contributions, and

m Receive a fax offset for spouse contributions.

Similarly, a downsizer contribution will also count
towards your fransfer balance cap (TBC), which
applies when you move your superannuatfion info
retirement phase to commence an income stream.
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So if you intend to use your sale proceeds to
commence a superannuation income sfream in
refirement, if's imporfant to note that you have a
personal TBC of up to $1.7 million on the total amount
that can be fransferred from a superannuation
account into a tax-free superannuation income
stream. You can find out your personal TBC by
contacting the ATO or logging myGov.

PRESERVATION CONSIDERATIONS

Although the age to make a downsizer contribution
has reduced to age 55, you should be aware that
the conftribution will be preserved until you satisfy

a condifion of release, such as retirement affer
reaching your preservation age (currently age 59) or
ceasing a gainful employment arrangement affer
reaching age 60.

However, if you have retired or met another condition
of release that frees up your superannuation, the
downsizer conftribution could still be accessed to
provide an income stream but it will have to be by
waly of a fransition fo refirement income stream,
which is slightly more restrictive than a regular
income sftream, such as an account-based pension.

NEED ADVICE?

Although making a downsizer confribution may
seem fo be a sfraightforward strategy, there are a
number of eligibility requirements and nuances that
you must be aware of when utilising these rules. If
you're thinking about downsizing and contributing fo
superannuation but want more information, we can
help explain the rules in further detfail and discuss
how you may benefit from this scheme, based on
your particular circumstances. m
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The importance of cash flow forecasts

As we enter info the new year, with many economists predicting a slowing of the
economy, planning your businesss cashflow is more important than ever.

STudies suggest that the failure fo plan cash flow
is one of the leading causes of small business
failure. To this end, a cash flow forecast is a crucial
cash management fool for operating your business
effectively.

Specifically, a cash flow forecast tracks the sources
and amounts of cash coming info and out of your
business over a given period. It enables you fo
foresee peaks and froughs of cash amounts held
by your business, and therefore whether you have
sufficient cash on hand to fund your debts at a
particular fime.

Moreover, it alerts you to when you may need to
take action - by discounting stock or getting an
overdraft, for example — to ensure your business
has sufficient cash to meets its needs. On the other
hand, it also allows you fo see when you have large
cash surpluses, which may indicate that you have
borrowed foo much, or you have money that ought
to be invested.

In practical ferms, a cash flow forecast can also:

m make your business less vulnerable fo external
events in the economy, such as interest rate rises

m reduce your reliance on external funding
m improve your credif rating

m assist in the planning and re-allocation of
resources, and
s
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m help you to recognise the factors that have a
major impact on your profitability.

At this point distinction, a disfinction should be
drawn between budgets and cash flow forecasts.
While budgets are designed fo predict how viable

a business will be over a given period, unlike cash
flow forecasts, they include non-cash items, such as
depreciation and outstanding creditors. By confrast,
cash flow forecast focus on the cash position of a
business at a given period. Non-cash items do not
feature. In short, while budgets will give you the profit
position, cash flow forecasts will give you the cash
position.

Cash flow forecasting can be used by, and be of
great assistance fo, the following entities:

m business owners
m sfart-up business
= financiers
m credifors

A cash flow forecast is usually prepared for either
the coming quarter or the coming year. Whether
you choose fo divide the forecast up info weekly or
monthly segments will generally depend on when
most of your fixed costs arise (such as salaries,

for example). When you are making forecasts, it is
important to use realistic estimates. This will usually
involve looking at last year's results and combining
them with economic growth, and other facfors
unique to your line of business.

When forecasting overheads, usually a forecast will
list:

m receipts
m payments

m excess receipts over payments (with negative
figures displayed in brackets)

m opening balance

m closing bank balance. m

Reach out to us if you would like
to know more.
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Can you use your SMSF property
upon retirement?

Many SMSF frustees wonder if they can live in their SMSF property once they
refire. This is a common question partficularly as property is such a popular SMSF
investment.

owever, despite superannuation being your own

money, There are cerfain rules around accessing
your superannuation which prohibit you from not
only using your superannuation fo purchase a
property, but fo live it in now and in retirement.

. Proper’ry as an SMSF
Investment

Superannuation law allows SMSF frustees to
purchase property via their SMSF. However there are
strict rules regarding the purchase of property and
how it can be used.
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For example, the law allows you fo purchase property
through your SMSF provided the property:

m Meefs the ‘sole purpose test’ of solely providing
refirement benefifs fo fund members

m Complies with the SMSF's investment strategy
which must allow the acquisition of property

m s not acquired from a related party of a member
(except for business real property)

m Is noflived in by a fund member or any fund
members’ related parties, and

m Is notf rented by a fund member or any fund
members' related parties (except for business real

property).

continued overleaf 5>
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Can you use your SMSF property upon retirement? cont

It should also be noted that the tifle of the SMSF
property must be held by the frustees on behalf of
the superannuation fund and rent from the SMSF
property must also be paid info the SMSF. As owner
of the property, your SMSF is responsible for all costs
related fo the upkeep and maintenance of the
property.

As can be seen, the rules around how a SMSF
manages investments are stringent and therefore
prohibit you from living in a property owned by your
SMSF.

What is the sole purpose
0?
~-| test?

The sole purpose test is an important rule that must
be considered when purchasing investments, such
as property, by your SMSF.

For your SMSF to be eligible for concessional fax
treatment, your fund must meet the sole purpose
test. The sole purpose test requires a superannuation
fund to be maintained for the sole purpose of
providing retirement benefifs fo its members, or to
their dependents if a member dies before retirement.

In other words, the superannuation sole purpose
test dictates that your investments must be for

the benefit your retirement and therefore cannot
enhance your own personal lifestyle needs. Your
SMSF will fail fo meet the sole purpose test if your
SMSF provides a pre-retirement benefit to yourself as
a member of the SMSF.

The risk of contravening the sole purpose fest
could cause your fund to lose its concessional fax
treatment and you as frustee could also face civil

and criminal penalfies.
What are my options
é«:’ at retirement?

Upon refirement, the only way you can move info a
property that has been purchased by your SMSF is by
transferring the property from your SMSF fo you as a
member in your own personal capacity. This is also
known as an ‘in-specie transfer meaning your SMSF
transfers its asset fo you personally.
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Undertaking an in-specie fransfer will avoid
breaching the sole purpose test in the event that you
reside in the property as you will not be obtaining

a present-day benefit or personal use of an SMSF
asseft.

An in-specie fransfer is only possible once you
meet a condition of release (such as retirement
after reaching your preservation age or ceasing d
gainful employment arrangement after reaching
age 60) and are legally allowed fo access your
superannuation.

Beware of perils of tax
and duties

It is important to carefully consider any potential
capital gains tax (CGT) on a fransfer of property
between an SMSF and the members of an SMSF
in their personal capacity. Generally speaking, if a
property is solely supporting the payment of one
or more pensions for fund members, CGT may not
apply.

Further, any potfential fransfer or stfamp duty must
also be considered as it may apply depending on
your state or ferritory jurisdiction. m

TAKE CARE!

Just because you have reached
preservation age or are retiring
doesn’'t mean you can use or live
in your SMSF owned property after
retirement. If you're thinking about
investing in property via your SMSF
or are thinking about taking your
SMSF-owned property out of your
SMSF so you can use it for yourself,
be sure to contact us for a chat
before you make any decisions.
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ATO finalises Section 100A
guidance for Family Trusts

Do you operate your business via a family frust? The ATO released its final
guidance material on the application of section 100A on 8 December 2022 — TR
2022/4 and PCG 2022/2. In doing so, it has forfunately clarified a numlber of issues.

T o recap, the ATO in February 2022 updated

its guidance around tfrust distributions made
to adult children, corporate beneficiaries and
entities that are carrying losses. Depending on the
structure of these arrangements, potentially the
ATO may take an unfavourable view on what were
previously understood fo be legitimate disfribution
arrangements. The ATO is chiefly fargeting
arrangements under section T100A of the Tax Act,
specifically where trust distributions are made o

a low-rate fax beneficiary but the real benefit of
the distribution is fransferred or paid to another
beneficiary usually with a higher tax rate. In this
regard, the ATO's Taxpayer Alert (TA 2022/1) illustrates
how section T00A can apply fo the quite common
scenario where a parent benefits from a trust
distribution fo their adult children.

The final guidance is not the law and represents
no more than the ATO's view about how the law
applies. It carries no legal authority, and clients in
consultation with us as your advisor may consider
venturing out info deeper and rougher waters,
depending on your circumstances.

Following the release of the ATO material, there are a
number of risk management options going forward:

m Only distribute to Mum and Dad

This would be quite safe from section T00A
scrutiny. No person pays less fax as a result of any
agreement, and this is unlikely o be seen as high-
risk by the ATO.

m Continue to distribute to young adult
beneficiaries, but hand over the money

If you are happy fo give money fo your children,
this can be achieved while at the same time
optfimizing tax.

m Charge board and current university fees

If adult beneficiaries are living at home, they
should pay board (just as if they had a job). This
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will not add up fo large sums, but arm’s-length
board for a full year could come to about $18,000.
This allows for some tax arbifrage without
handing the kids any money.

Use of bucket company

Having a private corporate beneficiary caps

the tax rate imposed on trust income. Franked
dividends can subsequently be flexibly allocated
through having a frust sfructure interposed
between the bucket company and the
beneficiaries. The present enfitlement can be lent
back to the trustee for use in the business of the
trust, although there are minimum repayment
conditions. Avoid having the main trust as a
shareholder in the bucket company. The ATO
considers circular income flows to be high-risk.

Be alert for the “no reimbursement agreement”
argument

If you are contemplating making a giff or an
inferest-free loan to another person, ask questions
about the circumstances behind this plan. If it was
not in contemplation at the fime of the relevant
appointment of frust income (up to two years
ago), but has arisen because family circumstances
have changed recently, there may not be a
reimbursement agreement.

If making gifts, go once and go big

You are unlikely to escape ATO attention if you
have beneficiaries making gifts or loans year-
after-year. So, where there is a strong argument
to support the ordinary dealing exception, try fo
make it once-off, and for a significant amount if
possible. m

If you are impacted, reach out
to us to determine which option
is best for you and your business.
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