Happy New Year
The team at Accountplan would like to wish all our valued
clients the very best for the upcoming year ahead.
As for us, after a very big 2018 we have recharged over the
Christmas break and are ready to launch into 2019. So don't
hesitate to contact us for all of your 2019 financial needs be
they tax related, business advisory, superannuation,
insurance or even finance broking. We'd love to help.
Give us a call on 07 3883 8999 or send us a message online at
accountplan.com.au to get things started

Interest Deductibility After
Income-Producing Activity
Ceases
An issue that sometimes arises for business owners is
whether interest expenses incurred on borrowed funds used
in a business remain deductible after the business’s income
earning activities have ceased (eg: the business has closed or
has been sold).
In general, interest expenses are deductible in the relevant
income year when a taxpayer is can demonstrate the expense
was either incurred in gaining or producing assessable
income, or, necessarily incurred in carrying on a business for
the purpose of gaining or producing that assessable income.
In either case, the taxpayer is required to establish a
connection between the interest expense incurred and the
assessable income.
Past court cases on this matter have seen consideration given
to the purpose of the borrowing and the use to which the
borrowed funds have been put. In each judgment, the courts
allowed a deduction for interest expenses incurred on
borrowed funds despite the disposal of the relevant
businesses and/or related assets.
Case 1:
Partners borrowed to acquire a delicatessen business. After a
number of years of trading, the business was sold at a loss.
The proceeds of the disposal were paid to the lender but
were insufficient to clear the debt in full. The court held that
the interest expense incurred on the outstanding loan
balance remained deductible.
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Case 2:
The taxpayer, with her husband, borrowed money to fund a
trucking and equipment hire business. After her husband’s
death, the wife sold the assets of the business but the
proceeds (plus other amounts on hand) were insufficient to
fully repay the loan. She subsequently refinanced the loan
because she was able to obtain a lower interest rate through
an alternative lender. The court held that the interest costs
incurred relating to the refinanced loan were deductible as
the new loan was considered to have taken on the same
character as the original borrowing.
Based on the principles in these cases, the ATO maintains
that a sufficient connection between the former income
earning activities and the interest expenses incurred
following cessation of those activities must continue to be
maintained.
Further, the ATO has acknowledged that ongoing interest
expenses, in the above circumstances, may still be deductible
irrespective of the loan not being for a fixed term, the
taxpayer having a legal entitlement to repay the principal
before maturity, with or without penalty, or, the original loan
being refinanced, whether once or more.
The ATO does state, however, that any connection would be
broken if it could be concluded that the taxpayer had kept
the loan for reasons not associated with the former business
activity, or, had made a conscious decision to extend the loan
to obtain a commercial advantage that is unrelated to the
previous attempts to earn assessable income.
Still unsure where you sit? Call us on 07 3883 8999 to speak
to one of our experienced accounting team.
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Investment Market Review
Summary – Quarter Ended 30
Sept 2018
Australian Shares
Sector Performance
•
•

1.5% Sept Qtr
14.0% 1 yr

•

8.2% 5 yrs

•

7.7% 10yrs

International Shares
Sector Performance
•

7.4% Sept Qtr

•

20.6% 1 yr

•

15.0% 5 yrs

•

9.5% 10yrs

International share markets had a strong quarter recording a
gain of 7.4% underpinned by a weakness in China and Europe
while the US goes from strength to strength. Given US shares
still dominate global indices, their ongoing strength helped
the global index finish the quarter higher.

Best Performers
•

Telecommunications (up 22.6%)

•

Technology (up 9.9%)

•

Health care and industrials (up 3.4%)

Worst Performers
•

Utilities (down 5.7%)

•

Materials sector (down 2.8%)

•

Financials sector (down 1.4%)

The telecommunication sector reacted to the prospect of a
TPG-Vodafone merger. So, instead of four mobile phone plan
options there are now three with less competition implying
better profits. The financials sector continued to struggle
owing to disclosures in the Royal Commission and the
prospect of a tougher regulatory environment in the future.
Listed Property Trusts
Sector Performance
•

1.3% Sept Qtr

•

13.2% 1 yr

•

12.6% 5 yrs

•

6.5% 10yrs

The Australian real estate investment trust (A-REIT) sector
generated a strong return during the September 2018
quarter, however faces headwinds via the increase in bond
yields. A-REITs are viewed as a proxy for bonds, hence rising
bond yields (on the back of strong US growth) can result in
poor performance for this asset class.
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Fixed Interest
Sector Performance
•

20.6% 1 yr

•

15.0% 5 yrs

•

9.5% 10yrs

Aust Performance
•

2.05% 3yr Bond Yield (down 0.01%)

•

2.63% 10yr Bond Yield (up 0.04%)

The Australian outlook remained broadly flat due to:
•

US / China trade war concerns

•

Weaker inflation with continued low wage growth
pointing towards the RBA being on hold for longer

•

Out-of-cycle increase in interest rates by several
major banks which will curb consumer spending and
achieve a similar effect to an RBA interest rate hike.
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US Performance
•

2.88% 3yr Bond Yield (up 0.26%)

•

3.06% 10yr Bond Yield (up 0.20%)

Rentvesting – Enter the Property
Market Without Sacrificing Your
Current Lifestyle

This volatility is being driven by:
•
•

global trade concerns (new tariffs implemented by
the US and China)
investors adjusting to the prospect of better risk-free
returns.
year (%) 5 year (% pa) 10 year (% pa)

Cash
Sector Performance
•

1.90% 1 yr

•

2.20% 5 yrs

•

3.20% 10yrs

The RBA left the cash rate unchanged at a historical low of
1.5% in the September 2018 quarter, as it remained
concerned about low wage growth and high levels of
household debt. Rising job vacancies should see wage growth
and inflation rise, which should lead to a gradual increase in
interest rates, but this is not expected until late 2019. June
2018 quarter economic growth surprised to the upside, with
3.4% growth for the year, which was mainly attributable to a
strong contribution from an increase in consumer spending.
The household savings rate also declined to a record postglobal financial crisis (GFC) low, which implies consumers are
using their savings to maintain their standard of living in the
absence of wage growth.
Source: EWM Portfolio Watch (Summer 2018)
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As property prices continue to rise, purchasing in a centrallylocated or sought-after area is out of reach for many working
millennials. Instead, many are opting to rent rather than buy
as it means not having to compromise their inner city or
beachside lifestyle. But for those who are still eager to enter
the market, there is a way to get the best of both worlds.
‘Rentvesting’ is the term coined for when you purchase a
property for investment purposes in an affordable location
and continue to live and rent in the area of your choice. An
example of how the market is evolving, it is a wealth creation
strategy that is popular among the younger generation due
to the flexibility it offers in comparison to being an owneroccupier.
Millennials typically aren’t interested in purchasing a
property in the outer suburbs and then having to commute
into the CBD. In some cases Rentvesting may see your rental
income cover the mortgage expenses, so you can keep living
the lifestyle you want without it costing you any money.
For this strategy to work, you’ve got to be a good saver and
able to live within your means. It helps greatly if you buy
neutrally, or ideally, a positively geared property to minimise
the level of "out of pockets".
Recent Mortgage Choice surveys highlighted an increase in
‘rentvesting’ from 21 per cent of investors to 37 per cent over
the past twelve months alone. But while this strategy may
appear ideal to many, it’s not suited to everybody as it is still
a foreign way of thinking for many. In the past, the great
Australian dream was to buy a home on a quarter acre block
and then do everything you can to pay that down as fast as
possible in the hope of living debt-free. ‘Rentvesting’ is quite
the opposite. It says we’re okay with good debt as long as we
stick to our budget and keep using the money to invest
further. You’ve got to have an open mind and be comfortable
with debt.
Want to know more about property investment ? Call us on
07 3883 8999 to arrange a discussion with our Finance
Manager

Accountplan Financial Planning Pty Ltd ABN48609100978 is an
authorised representative of Executive Wealth Management
Financial Services Pty Ltd (AFSL 245451)
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