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Welcome to the December 2014 edition of Business Essentials.

If this is the first time you've received a Business Essentials CD, we hope it will be a
thoroughly enjoyable experience for you - and that you'll come back for more!

TURN DRIVE TIME INTO PROFIT TIME

We suggest that you put this CD straight into your car's CD player and start listening.
These CDs are designed to inform, update, motivate and inspire. And we know they
work. Just check out what others say about us on our website at www.be.com.au and
you'll see why Business Essentials has become such a valuable learing tool for
thousands of business operators around Australia.

To subscribe, please complete the form below and send it to us, or order online at
www.be.com.awplans. Straight away you'll start receiving your own monthly CDs, as
well as downloadable access to all our interviews online. We look forward to hearing
from you!

PN S RAE NG EOMESHi]
1 1 year (12 editions) $425
[ 2 years (24 editions) $800 (SAVE $50) Prices include GST & PH

Order online: www.be.com.au/plans
Your Details
Dr / Mr/ Mrs / Miss Full name:

Company:

Address:

Suburb: State: P/Code:

Phone: () Mobile:

Email:

Payment Options
[ Cheque

Please find enclosed a cheque made to Business Essentials Ply Ltd for &

O Credit Card
Please charge my credit card for the amount of 5

Card type (Please circle): VISA MASTERCARD  Expiry: /
Card number:

Name on card:

Signature:

Retuming this form Telephone enquinies please call Maureen Payne (03 9882 8333)
o ; Mail: PO Box 579 Online orders:
’E@ ARSI E Hawthom Vic 3122 R www.be.com.awplans



More information

For more information about the topics discussed on this
program, please contact the relevant organisations listed

below.

2014 ECONOMIC REVIEW TAX ROLLBACK ON EMPLOYEE SHARE PLANS
Professor Neville Norman, Michael Jones,

Melbourne University Cummings Flavel McCormack
n.norman@unimelb.edu.au T 03 9252 0800

PLANNING THAT ACTUALLY WORKS enquiries@ctme.com.au

Alan Rodway, Leap Performance www.cfme.com.au
dan@alanrodway.com.au SHAREMARKET UPDATE

T: 0404 177 094

Elio D'Amato, Lincoln Stock Doctor
LESSONS ON DEVELOPING A SIMPLE PHONE T 1300 676 333 or 03 9854 9444

Dmitry Levin, Kisa www lincolnindicators.com.au

ogea.conay CONTROLLING PASSWORDS!

T 1300 557 453 '
Samuel Gilbert, Caramel

WHO WILL INHERIT YOUR SUPER WHEN T 1300 559 100

YOU DIE?

sgilbert@caramel.com.au
Allan Swan, Swan & Yii Lawyers

allan.swan@swanandyii.com.au
www.swanandyii.com.au 2 GOLDEN RULES OF BUSINESS IMPROVEMENT

T: 03 8600 6906 Tony Gattari, Achievers Group

T: 0410 538 521
GEARED PROPERTY INVESTING: WILL THE _
RULES CHANGE? tony@achieversgroup.com.au

www.achieversgroup.com.au

www.caramel.com.au

Bruce Brammall, Castellan Financial
bruce@castellanfinancial.com.au
www.castellanfinancial.com.au

T: 03 9020 2905

© Copyright 2014. Business Essentials Media Production Pty Lid. ABN 98 006 144 449, This CDis subject to copyright. No part thereof may be
reproduced by any process without direct written pemission. Business Essentials is a registered trademark under licence from Business
Essentials Properties Unit Trust. Meither Business Essentials Media Production Pty Ltd. nor sponsors of this program accept any form of liability,
b it contractual, tortious or othenwise, for the contents of this CD o for any consequences ansing from its use or any reliance placed upon it. The
information, opinions and advice contained in this CD are of a general nature only and may not relate to or be relevant to your particular

circumstances.



EMPLOYEE SHARE PLANS — EXAMPLES FROM FEDERAL mmings
GOVERNMENT INDUSTRY INNOVATION AND COMPETITIVENESS @ @ @rcommack
FACT SHEET 21 OCTOBER 2014

Example 1 - Opfions that are eligible for the start-up concession

Kerry works for a small company that meets the eligibility criteria for the start-up
concession®. On 1 July 2015, Kerry is given 10,000 options to purchase shares in
her employer's company for $5 per share (that is, the exercise price is $5)
between 1 July 2018 and 1 July 2019 under a qualifying employee shares
scheme.

The market value of shares in her employer's company on 1 July 2015 is $4 per
share (which is less than the exercise price of the options) so the shares are "out
of the money'. Because the shares are not 'in the money' (which occurs when
the exercise price is lower than the market value of the shares), Kerry is eligible
for concessional treatment under the start-up concession.

Kerry does not pay anything for the options, but they are worth $0.50 each (total
value of $5,000) when they are provided to her. The total discount provided to
Kerry is $5,000, equal to the market value of the options ($5,000) minus any
amount paid by Kerry ($0).

Under the old rules, and assuming there was no risk that Kerry could forfeit the
options, Kerry would have had to pay income tax on the discount component
($5.000) in the income year that she received the options (2015-14).

Under the new concessional start-up rules, Kerry will be able to defer any tax on
this ESS arrangement until she sells the underlying shares, unless another taxing
point** occurs first. If Kerry sells the shares for more than $5 per share (the
exercise price, which will also likely be her cost base for CGT purposes), she will
be liable for capital gains tax upon sale of those shares. In this example, if Kerry
sells the shares for $8 per share, she will pay CGT on her gain of $3 per share
when she sells the shares (the sale price of $8 minus what she paid for each
share, $5).

*Eigibility criteria include: the 3 year minimum holding period; company having aggregaled lurnover of nol more Than
230 milkon; being unlisted; and being incorporated for less than 10 years,

**anclher taxing point will occur it o non-sole CGT event occurs lo the oplions or shares before the sale event occurs
(e.g.. Kemry stops being an Australian resident taxpayer].

Example 2 - Options that are not eligible for the start-up concession

Kate works for a company that does not meet the eligibility criteria for the start-
up concession. On 1 July 2015, Kate is given 10,000 options to purchase shares in
her employer's company for $5 per share (that is, the exercise price is $5)
between 1 July 2018 and 1 July 2019 under a qualifying employee share
scheme. Kate does not pay anything for the options, but they are worth $0.50
each (total value of $5.000) when she receives them. The total discount
provided to Kate is $5.000, equal to the market value of the options ($5.000)
minus any amount paid by Kate ($0).

Under the old rules, and assuming there was no risk that Kate could forfeit the
options, Kate would have had to pay income tax on the $5,000 discount
provided in the 2015-16 income year - the year in which she was provided the
options. This is despite the fact that Kate cannot use the options to purchase
shares [exercise the options) until 1 July 2018.

Under the new rules, Kate will not be liable to pay income tax on this ESS
arrangement until she converts the options to shares (exercises the options),
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provided the employee share scheme is a deferred tax scheme and not an
upfront tax scheme (as determined by the governing rules of the scheme)*. If
Kate chooses to exercise the options on 30 June 2019, she will pay income tax on
the difference between the market value of the option at that time (say §1 per
option (the difference between %6 share price on that day and the exercise
price of $5) and the ameount she paid to acquire them (in this case, nil). Kate will
be liable for capital gains tax on any further gains in the value of the underlying
shares when she sells the shares. For example, if Kate sells her shares for $8 per
share on 1 July 2020, she will be liable, in the 2020-21 income year, for capital
gains tax on 38 less the sum of: the market value of options on the exercise date
($1 per option) and the exercise price of 35 per share.

*Anciher taxing point will cccur if Kate stops being an emplovee of the maximum lime penod i exceeded,

Example 3 - Shares that are eligible for the start-up concession

John works for a small company that meets the eligibility criteria for the start-up
concession®*. This means that John's employer can offer him shares through an
ESS at a discount of up to 15 per cent relative to market value, and have that
discount exempt from income tax. John's employer offers John 10,000 shares
that are valued at $1 per share ($10,000 worth of shares) in their company for
$8.600 ($10,000 x 0.88) which is a 14 per cent discount on market value.

John accepts the offer, and purchases $10.,000 worth of shares for $8.600. As
long as the scheme requires that John holds the shares for at least three years,
the $1.400 discount will be exempt from income tax. Capital gains tax (CGT) will
be payable if John sells the shares for more than 31 per share on the difference
between the sale price and §1.

*Elgibility criteria inglude; The 3 year minimum helding peried; company having aggregaled lurnover of nol more Than
£30 milkon: being unlisted; and being incorporated for less than 10 years.
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Example 4 - Shares that are not eligible for the start-up concession
No Risk of Forfeiture

Tom is given 1,000 shares in his employer's company under an ESS on 1 July 2015.
The shares are provided at no cost to Tom, but are worth $4 each when he is
given them (total market value of $4,000). If there is no risk that Tom will forfeit
the shares, then he will pay income tax up-front (in the 2015-14 income year) on
the discount provided on those shares. In this case, the discount will be $4,000,
equal to the market value of the shares when provided ($4.000) minus any
amount paid by Tom ($0).

Mo risk of forfeiture and employee earns less than $180,.000

If Tom earns less than $180,000 in the 2015-16 income year, he may be eligible to
receive the first $1,000 worth of discounts on ESS shares (or options) tax-free. This
would reduce the taxable discount on his shares to $3.000 in 201514.

Risk of Forfeiture

If there is a risk that Tom will forfeit the shares (for example, Torm must meet a
performance target before being able to sell the shares) then he will become
liable to pay tax once that risk no longer exists (for example, the performance
hurdle 1s met and there are no restrictions on disposal). At that time, the shares
are worth $5 each and Tom will pay income tax on the difference between the
acquisition cost and the market value of the share at that time*.

Capital Gains Tax

In all cases, Tom will be liable to pay capital gains tax when he sells the shares,
on the difference between the sale price and the market value of the shares at
the time of the ESS taxing point.

*Angiher taxing point will cocur if Tom stops being an employvee or the maoximum ime period is exceeded.
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@ @ @ ccormack

flavel

Accountants Who Help You See Further

Cummings Flavel McCormack are accountants who provide
accounting, auditing and business advice to business owners
Cummings Flavel McCormack also provides tax consulting services.

Tax Consulting

Tax law is relevant to every major business and investment decision.
Understanding the latest developments in tax is difficult.

The Cummings Flavel McCormack tax consulting practice works with clients
to evaluate the taxation risks and benefits applicable to their business and
investment plans.

We are proud of our ability to untangle the complexities of tax law to
produce commercially practical tax advice that the client can understand
and act on with confidence.

We have significant breadth of experience, having worked with successive
governments in tax law development and holding key positions on advisory
and education committees with professional tax bodies.

David Kent, Michael Jones
and Neil Flavel lead

a group of dedicated
taxation professionals.

see further



Individual resident marginal tax rates for
the year ended 30 June 2015

Income year 2015 Income year 2015
Taxable Income $ Tax Payable (excluding Medicare levy)
0-18,200 Nil
18,201 - 37,000 19% of excess over $18,200
37,001 - 80,000 $3,572 + 32.5% of excess over $37,000
80,001 - 180,000 517,547 + 37% of excess over $80,000
180,001 + 554,547 + 47% of excess over $180,000
(this includes the 2% temporary budget
repair levy)

The tax rates do not include the Medicare Levy. From 1 July 2014 the Medicare levy
rose from 1.5% to 2.0%. Your Medicare levy is reduced if your income is below a
certain threshold and in some cases you may not have to pay the levy at all. The
thresholds are higher for seniors. If your income is above the thresholds, you may still
qualify for a reduction based on your family taxable income.

For more visit our website, www.cfmc.com.au

cummings
Office Details @ @ @ nccormack
Level 15, 390 St Kilda Road flavel

Melbourne VIC 3004

T: 61392520800 F:61392520801
E: enquiries@cfmc.com.au

E: careers@cfmc.com.au

www.cfmc.com.au
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