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AUTHENTIC FINANCIAL SERVICES

268 Sixth Avenue / '
Brisbane QLD 4000
~ Phone +61 3111 3111 Fax +61 3111 3112
4 October 2010 /
Bill Devine /
144 Milli Vanillie Paradise
Burbanke QL.D 4156

[Re: Business structure advice on the purchase of Karacke King and Party
A Supplies.

C Dear Mr Devine

We refer to our mesting on Thursday 2™ September 2010 and your request for
advice in respect of the purchase of Karaoke King and Party Supplies. In
particular, you-requested advice regarding:

e What is the best structure*to adopt for purchasift the business;

o Whether you have to pay tax on the inhegi\;g@%g%"(rom your uncle’s; and

e Whether you can get an immediate tax deduction for the restricti(fe
covenant.

Below is detailed our understanding of your relevant circumstances, and the
basis of our advice.

Our understanding

Pursuant to the information supplied by you, we understand that:

e You approached Angus Foley, a sole trader, to purchase all of the business
assets for $3,400,000, $500,000 of which is allocated for the restrictiv
covenant signed by Angus; . '

e You are 45, has previously been involved in property development using a .-~
corporate form; ‘ 7

« Your wife, Janine, aged 53, holds a Commerce degree and had prior retail
experience. Janine would like o be heavily involved in the business. Janine
owns the family home worth $500,000, rental property worth $750,000 and i
$100,000 worth of shares;

« Your son, Jeff, aged 20, attends university. You would like Jeff to be .~
involved in the business; ' : :

e The business acquisition is funded by the inheritance of $4,000,000 from
your uncle. The business is expected to make some l0sses for the first two "
year and start making profits after that;

e In eight years from now, the business will need to raise. $2,600,000 to
expand its operations; and

e Your long term plan is to run the business for 20-30 year and then sell it,
make a large profit and retire. However, if things do not go according to plan,



then a "plan B” is to exit the business totally by subdividing the land and
/ selling it off,

If our understanding is incorrect or there are any material omissions,. please
advise us immediately, as it may affect the conclusions reached in our advice.

- Executive Summary

After considering your circumstances we recommend you to adopt the
corporation structure for purchasing the business. It is advised that you first
incorporate a company limited by share in which Janine and you will be the
initial equity investors. Each would hold $500,000 worth of shares. The
corporation -appoints you as a director and employs Janine and Jeff. Three
million doliars ($1.5 million each) will be loaned to the company by both Janine
and you. The security will be land and building that are going to be purchased
from Angus. Then you will sign the contract to buy the business assets on
behalf of the company.

You do not need to pay tax on the inheritance. Ho ever, you cannot get an
immediate tax deduction for the restrictive covenant.

S

\
\'\

o \‘r
@“ Detailed below is the precise basis for our recommendations.

AR

\ \‘15 ! Detailed advice
Below is a discussion about the business structure, tax treatment of the / )
inheritance and restrictive covenant, and other issues.

Business structure /

In determining the business form, we took into account asset protection, ease oei/
understanding, ability to retain profit and control of the business operations, us
‘of losses, tax minimisation and ease of getting out of the business.
AP T be ;
With regards to asset pfotection, a corporation provides limited liability for
Janine and you as sha)@holders. Your liabilities are limited to your contributed
share capital which is’'one million dollars. Therefore, your family's assets are
protected. In addition, being secured creditors, Janine and you have the bést
AN _?_ﬁﬁaﬁ@%f getting the adequate protection payments for your three million ddllar
o " _—"""oans in the priority scheme if the company fails. Besides, creditors of members
f”/ are not abie to access the corporation’s assets, though they may gain control of
AR the member’s interest, as an asset itself, in the corporation. Thus, creditors of
outside investors cannot access to the company’s assets. However, Janine and
you (especially Janine as she holds significant assets) must be careful in /
providing personal guarantees and securities over personal assets to get a
company loan because in the event the company cannot pay the loan you will -
become liable risking the loss of your assets. ‘--?/\ )J\Pf-
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Concerning the ease of understanding, it would be easy for you to undéand :
the legal and tax rules applying to this business form given yo(lr prior
experience using a corporate structure in property development. Moreover
Janine with her Commerce Degree and retail experience has the necessary’
skills to meet the legal and tax obligations of the company’s operation given the
size and nature of your business. '

With respect to the ability to retain profit, profits made by the business can be
reinvested in the company as ‘retained earnings” in order to financé the
business growth. Your family as shareholders can also maintain control in the
company structure with you as a director. If a new member joins the business
gs a shareholder, s/he cannot exercise day to day control uniess s/he is also a/
Girector. Nevertheless, you need to make sure that new members hold similar
_Jviews in operating .the business or your family still attain majority sha'reholding/

incorporating his/her own company that forms a partnership with your company.

In relation to the use of losses generated by the business, tax losses stay within
the corporation thus cannot-be used to offset other incomes of members.
Nonetheless, those losses can be a deduction in calculating company’s taxable
income in later years if the company satisfies either the continuity of ownership
or same business test. If there is no significant change to the company
ownership, the business is likely to satisfy the ownership test. Otherwise, it is
advised that the company should continue to operate the same kind of business
in order to carry forward losses. According to the profit and loss projection, the
company should be able to utilise all tax losseg’in 2015.
e . )J.) Ty S
As to tax minimisation, profits .generated-by_the business can be slitted’ to
Janine and you by way of réasonable loan interests, director fees or salaries
and guaranteéd superannuation. Jeff can also be paid reasonable wages. Then
“the company pays tax on its taxable income at a flat rate which is currently 30
percent. After retaining some profits for future expansion, dividends can be
distributed to Janine and you. The company may also issue shares to Jeff in a
different share class which dividends are not automatically distributed to. Your
family members pay tax at your marginal tax rate. Janine can offset her income

with the negative gearing from her rental property and BHP. Billiton shares./ / A”

Franking credits and salary packaging are aiso available for Janine and you.

With reference to the ease of getting out of the business, you can sell the
business, liquidate and de-register the company. When selling the business,
either the corporation could sell the business assets or alternatively the
shareholders could sell their shares in the company. The company selling its

\Q—i’ O
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“lor oting rights. Alternatively, a new member may join the business by //

-
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assets is not able to access the general 50 percent CGT discount; however, /

shareholders selling shares in a company would be eligible as individuals. You
can utilise your carried-forward capital losses from the sale of Qantas shares to
offset the capital gains before applying discount. Furthermore, access to the
small business CGT concession may be available. / '
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Inheritance and Restrictive covenant

Regarding your concern on the tax treatment of the inheritance and restrictive
covenant, ‘it is advised that you don’t need to pay tax on the inheritance,

Others

Adequate business and personai insurance covers may help to litigate risk to
your business and family. Janine and you may also consider contributing more
into superannuation io take advantage of this tax concessiona] environment and
provide for your life after retirement. Finally, the structure should be built over
time to take into account your financial circumstances and the actual growth in
_your business. We can help you with these matters. :

Should you have any queries in relation to this advice or wish to proceed with
the advised business struciure, please do not hesitate to contact Ms Anh Thu
CHAU on (07) 3111 3111,

Yours sincerely

Dinkum Smith
Director . .
Authentic Financial Services




Disclaimers

The advice given in this letter is for the recipient only and ‘may not be suitable
for other applications. The firm takes no responsibility for liability .as a result of
incorrect use of the above information. This advice is made on certain
assumptions and using a particular case, if these circumstances change then
any advice in this letter becomes void.

.
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Appendix 1: Company’s structure
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- Shareholder
($500,000 worth of
share): dividends,
franking credits

- Director: director
fees, guaranteed
supers, salary
packaging

- Secured creditor
(loan of 1.5 million):
loan interest

(Marginal tax rate)
~ Company

(Flat tax rate @
30%)

Jeff

Employee: Wages

(May also be shareholder in
different share class: dividends
not automatically distributed to}

(Marginal tax rate)

- Shareholder
($500,000 worth of
share): dividends,
franking credits

- Employee:
salaries, guaranteed
supers, salary
packaging

- Secured creditor
(loan of 1.5 miilion):
loan interest

(Marginal tax rate)




Appendix 2: Assets held by separate individual/structure

Janine or company
owned by Janine or
discretionary trust
controiled by Janine

Owns land and
building

Lease land and building

h A

Company owned by
Bill

Runs karaoke and
retail business
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