
The Ultimate Guide to Tax Minimisation for Business Owners. 1

The Ultimate Guide  
to Tax Minimisation  
for Business Owners.  
Pay less tax and use your business 
profits to create financial freedom.  

www.listonnewton.com.au
Leading the way for business accounting and financial services.



The Ultimate Guide to Tax Minimisation for Business Owners. 2

Whatever your 
business goals are,  
we can help  
you get there.
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Smart tax minimisation 
is about clever planning 
and a well-informed 
long-term strategy.
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Tax owed to the ATO is probably one 
of the biggest shocks to business 
owners when they start generating  
a healthy profit. 
Without the right strategies in place, you could be left payingway more than you need 
to.  Whilst it’s important to minimise tax, it’s more important to do it the right way. Too 
many business owners focus on the short term, creating deductions they can sneak 
into their tax return.  

The following tax strategies are in the latter category. They are long term strategies 
that we use with our clients to lower their taxes in a sustainable and most importantly, 
a legal way.  

Being smart about tax should be a key part of your business and personal wealth 
strategy.  By not paying in more tax than you need to, you can make better use of your 
business profits to get you one step closer to financial freedom – the ability to make 
work optional.  
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One of the best  
ways to minimise tax 
is the use of a  
‘bucket company’.
A bucket company is a company that is set up as a beneficiary to 

a trust. The term ‘bucket’ is used because the company sits below 

your trust and is used to pour money into it to reduce tax. This 

allows you to cap your tax payable at a corporate tax rate.
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What is a bucket company  
and how do you use one?
The tax owed to the ATO is probably one of the biggest shocks to business 

owners when they start generating a healthy profit. Without the right 

strategies in place, you could be left paying way more tax than necessary.

More often than not, business owners will try to minimise tax by maximising 

deductions. While deductions can be a good way to reduce tax, it’s important 

to remember that you are sacrificing profit to lower your tax.

Sacrificing profit means sacrificing cash in your hand. As a business owner, your 

focus should not be on reducing profit to lower your tax, but rather running a 

successful business and generating a healthy profit.

One of the best ways to reduce tax is by structuring your business and personal 

assets in the most tax effective manner possible. One way to do this is to utilise 

a corporate beneficiary, otherwise known as a ‘bucket company’.

25%*
The corporate tax rate  

(using bucket company)

*Tax rates accurate as of 2021.

49%*
The individual top marginal tax rate 

(without a bucket company) 

Capped tax rates:

We can help you understand all your options, 
including a bucket company. 

What is average rate of tax?

This is the overall percentage you have paid in tax. For example: if you 

earned $100,000 and you paid $26,117 in tax, your average rate of tax 

would be 26.1%
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How can you access the capped  
tax rate of 25%?
The actual set up of this strategy is quite straightforward. You will need to revise 

the structure of your trust (discretionary trusts are recommended) so it has a bucket 

company that you can distribute profits to. Once this is set up, it’s a matter of 

understanding your responsibilities to ensure you are compliant with the ATO.

We will go into these considerations in the latter part of this article, but first, this is an 

example of how big of an impact this bucket company can have on your financials.

Example Scenario

Let’s say your business had a profit of $150,000. If this profit was to be paid to you as 

an individual, under current tax rates, you would have tax payable of $43,567. This is 

without a bucket company in place.

If we were to use a bucket company for this business, then the most tax effective way to 

distribute the $150,000 in profit is to allocate the first $45,000 in profits to you. You will 

pay $0 tax on the first $18,200 distributed to you, and then 19 cents in every dollar until 

$45,000.

After you have paid yourself $45,000, it becomes tax effective to distribute the 

remaining profits to your bucket company. If you distribute to a company, then for 

every dollar after $45,000, you will pay the tax rate of 25 cents of every dollar in tax.

If you chose to receive the income yourself, from $45,000 onwards, you will pay 32.5 

cents of tax in every dollar up to $120,000. You would also pay 37 cents for each dollar 

after $120,000, and 45 cents on each dollar after $180,000 as well as a 2% Medicare levy.

BUSINESS PROFIT: $150,000

Tax payable:

$43,567

Scenario 1: Individual

Tax payable:

$31,342

Scenario 2: Bucket Company

Total savings: $12,225
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Considerations when utilising  
the bucket company strategy.

Commitment to distributions

If you elect to distribute to the bucket company for the Financial Year, then a physical 

distribution for the same amount needs to be made to the company’s bank account 

before lodgement of the tax return.

How to get money out

To get money out of the company, a dividend can be paid to the shareholders. Because 

the dividend has already been taxed at the company tax rate, the shareholder receives a 

franking credit on the tax already paid.

Note: if there aren’t enough funds, the ATO will allow a 7 year repayable loan 

between the trust and bucket company, with interest charged at benchmark 

rates. This is called a Div 7A Loan.

Note: a franking credit allows you to pass on a tax credit for tax paid at the 

company level to shareholders.

Div 7A Loan

A Div 7A loan agreement is a loan between the trust that is distributing the profits and 

the company that is receiving them. If the trust doesn’t pay all the distributions in cash 

before the tax return is lodged, then a Div 7A loan is created.

A Div 7A loan:

• Has a maximum term of 7 years

• Has a minimum annual repayment plan

•  Has interest that is payable at a commercial rate prescribed by the government

The minimum repayments need to be met by the trust physically making payment to 

the bucket company each year. However, it may be possible for the bucket company to 

declare dividends that can be off-set against the minimum repayment obligation.
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Who should hold the company shares

You need to put some thought into who the shareholders of the company will be. If they are 

individuals, then this does not allow much flexibility in how the dividends are distributed. The 

dividends need to be distributed exactly according to the shareholder percentage.

A smart thing to do is to set up another separate trust to hold the shares of the company. That way the 

dividends can be distributed by the trust in the most tax effective way.

Holding the shares in a trust is also beneficial from an asset protection perspective. Over time, if a large 

amount of profit is distributed to the company, the company will have a lot of value. If the shares are 

held by the individual, this can leave the individual exposed in the event of legal proceedings.

Holding the shares in a separate trust will create another layer 
of asset protection, whilst also providing extra flexibility of 
how to tax effectively distribute the dividends.

What to do with money in the company

A bucket company can be a very good structure to hold long-term investments. Effectively, the bucket 

company can become an investment company that seeks to generate another income source for the 

owner. As cash is transferred across from a trust into the company, the cash can then be invested. 

Examples of investments can be listed shares, investment properties, and private investments.

When investing via a company, you need to be mindful of how companies are taxed. Companies are 

not eligible for the 50 per cent capital gains tax discount, while trusts and individuals can access a 50% 

CGT discount if an asset is held for more than 12 months. Also, any profit within a company is taxed at 

the current corporate tax rate of 25 per cent (subject to the base rate entity rules being met). 

Note: However, if you have distributed to a company to save tax, it is likely this will still be under your own personal tax rate.  

This is where a good accountant can advise you on how to create a tax minimisation strategy best suited to your situation.
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Business Trust

Bucket Company

beneficiary of Business Trust

Individual 1 Individual 2

beneficiary of  
Holding Trust

beneficiary of  
Holding Trust

Holding Trust

holds shares of Bucket Company

Profit Distributions

Dividends

Distributions

Minimise the tax your business is paying

Whilst distributing to a company may be the most tax-effective strategy, it may not always be the most practical. No 

matter what your situation Liston Newton Advisory can provide you with options on how to effectively minimise your 

tax.
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How to minimise  
tax when selling  
your business.
At Liston Newton Advisory, our business accountants can give you 

comprehensive advice and guidance for your business.
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Careful planning can eliminate your capital 
gains tax when you sell your business.
For many business owners, their business represents the sum total of many years of hard work, challenges and stress, 

and much of their personal wealth can be tied up in their business.

While some of the tax that businesses pay when selling is unavoidable, there are multiple strategies to minimise 

tax that you can implement right now, even if the prospect of selling is many years away. If you’re reading this and 

currently run a small business, you can prepare for some incredibly generous tax minimisation strategies in the 

future.

Small business owners are entitled to a variety of concessions that can significantly reduce or eliminate the amount 

of capital gains tax you pay upon the sale. These small business CGT concessions are an essential tool when holding 

on to that wealth that you’ve worked so hard towards creating.

Step 1: Accessing the first 50% CGT reduction

The first part of qualifying for the CGT reduction relates to the type of structure that you’ve set up for 

your business. Correctly structuring your assets is an incredibly important part of tax minimisation, and 

unfortunately, one that is too often overlooked in haste to set up a business.

As referenced by the Australian Tax Office (ATO), the following rules apply:

•  Individuals or trusts will qualify for a 50% discount if they hold an asset for at least 12 months before 

selling it. This means you would only include 50% of the capital gain in your assessable income.

• Companies are not entitled to a CGT discount.

•  Partnerships do not pay tax on capital gains. Instead, the individual partners determine their share of 

the capital gain when working out their net capital gain to include in their assessable income.

Example

•  If you run your business from a family or unit trust, you will qualify for the first 50 per cent CGT discount, 

and may qualify for the remaining small business concessions.

•  If you run your business as a company, and the company shares are held by a family trust or held by you 

personally, you will qualify for the first 50 per cent CGT discount and may qualify for the remaining small 

business concessions.

•  If you run your business as a company, and hold the company shares in another company – you will not 

qualify for the first 50 per cent discount, but may qualify for the remaining small business concessions.

Note: When a business is sold to realise this wealth, capital gains tax (CGT) can be a significant 

factor in how much wealth is retained by the owner.
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How to qualify

To be classified as a small business, your business must have either less than $2 million of 

turnover, or net assets of less than $6 million. The entity claiming the concession must also have 

net assets of less than $6 million.

Previously, you could qualify for the small business CGT concession by counting the assets and 

liabilities held by both the business and the entities relating to it. For example, if you ran a business in 

a company and held the company shares in a trust, you could count a business loan in your family trust 

as a liability that reduces the net asset value of the business.

ARE YOU CONSIDERED A SMALL BUSINESS?

Annual Turnover:

less than $2m
Net Assets:

less than $6m

OR

*The entity claiming the concession must also  

have net assets of less than $6m

As of February 2018, this has now changed when you are selling shares or units in a unit trust.  

The new legislation requires two tests:

•  Firstly, the business must qualify as a CGT small business entity (having a revenue of $2 

million or less) or satisfying a $6 million net value asset test.

•  Secondly, the $6 million net asset test is applied to the entity that holds the business. For 

example, if a family trust holds shares in a company, the family trust must also have assets 

of less than $6 million. It gets even more complicated after this, as the beneficiaries of the 

trust can also be included in the asset test. This requires careful planning and expert advice 

to get right.
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Step 2: Once you qualify for the first 50% CGT reduction,  
there are 4 additional concessions to look into

If you pass the tests above and qualify for the small business CGT concessions, there are four 

concessions available to you. Business owners don’t have to use all of the CGT exemptions; they can 

choose which ones they want to use.

1. 15-year exemption

The first and most valuable concession to consider is the 15-year exemption. Have you continuously 

owned your active business asset for more than 15 years, are you retiring, and are you aged 55 or older? 

If yes, read on. If no, go to the 50 per cent active asset concession below.

Should you qualify for the 15-year exemption, you can disregard the CGT on the sale of your business. 

What can be even more appealing, is that the CGT event may be contributed to each CGT concession 

stakeholder’s complying superannuation fund (up to their CGT cap amount*), and it wouldn’t be 

counted as a non-concessional contribution if it is made within 30 days of the payment.

*CGT cap amount is $1,615,000 for the 2021-22 income year.

Example: the 15-year exemption in action

Steven is aged 61 and decides to sell his Real Estate Agency to a national brand that is buying up 

smaller businesses. He is looking to retire upon the sale and travel more. He is offered $1.2 million for 

the business. 

He started the business from scratch when he was 40 years old (21 years ago), the business is held in a 

family trust. This means there is a $1.2 million capital gain. As he is over age 55, is retiring, and has held 

the business for over 15 years, he can apply the 15-year exemption.

• Cost Base: $0

• Sale Price: $1,200,000

• Capital Gain: $1,200,000

•  Tax payable after 15-year  

exemption applies: $0

Steven can choose to contribute the $1.2 million into his superannuation fund, and he can then choose 

to start a pension and pay no tax on the earnings in the fund and no tax on withdrawals.

STEVEN: 15-YEAR EXEMPTION

Steven’s Real Estate Business

Sold for $1.2m
*Steven has held business over 15 years

(New) Assessable Capital Gain: $0Capital Gains Tax: $1.2m

Steven is eligible 15-year exemption
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2. 50 per cent active asset reduction

A further 50 per cent reduction can apply if you are disposing of an ‘active asset’. An active asset is an asset held 

in the course of carrying on a business. It can be a tangible asset such as a shop or warehouse, or it can be an 

intangible asset such as the goodwill of a business. 

To classify as an active asset, the asset must have been active for at least half the time you owned it, or if it has 

been owned for 15 years or more, it must have been an active asset for at least seven and a half years.

If the sale of a business qualifies as an active asset, this will reduce the CGT payable by another 50 per cent, on 

top of the 50 per cent general discount above - resulting in only 25 per cent tax being paid on the CGT amount.

Example: 50 per cent active asset reduction

Anna is aged 43 and runs a successful catering company. The company has enjoyed huge growth in recent years, 

and she receives an offer to sell the business for $2.3 million. The offer is too good to ignore, she decides to sell 

the business and look for another business opportunity. She started the business eight years ago and invested 

$200,000 to get it started.

ANNA (PART 1): 50% ACTIVE ASSET REDUCTION

(New) Assessable Capital Gain: 
$525,000

Capital Gains Tax: $2.1m

Anna’s Catering Business

Sold for $2.3m
*Anna started her business 8 years ago and invested $200,000

Anna is eligible for 50% reduction (-$1,050,000)

Anna is eligible for 50% active asset reduction (-$525,000)

As she has held the business for more than 12 months, she can apply the first 50 per cent CGT reduction.

Assessable gain after 50% reduction: $1,050,000

Anna has not held the business for more than 15 years, so she cannot apply for the 15-year exemption. The 

next concession to look at is the 50 per cent active asset reduction. The business classifies as an active asset as 

she has run it for eight years.

Assessable gain after 50% active asset reduction: $525,000

• Cost Base: $200,000

• Sale Price: $2,300,000

• Capital Gain: $2,100,000
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3. Retirement exemption

The next concession available is the CGT retirement exemption. This concession allows you to disregard 

up to $500,000 worth of gains from the sale of a small business. Although this concession is called the 

“retirement exemption”, no age limit applies for choosing it, and there’s no requirement for you to retire 

or stop doing business.

If you’re aged under 55 at the time you choose to apply the concession, you must contribute the capital 

gain amount into a superannuation fund or a retirement savings account. If your age is 55 or over at the 

time you choose the exemption, you can take the capital gain tax-free.

The retirement exemption has a lifetime limit of $500,000. This means business owners can either claim 

the full $500,000 from the sale of one business, or they can progressively use this exemption on several 

business sales up to the maximum limit.

Example: retirement exemption in action

Following on from the previous scenario, Anna can now utilise the retirement exemption. Even though 

she is not retiring permanently, she can still utilise the retirement exemption to disregard $500,000 of 

gains. As she is under the age of 55, the gain must be contributed to her super fund.

• Remaining gain after 50% active asset reduction: $525,000

• Amount contributed to super: $500,000

• Assessable gain after retirement exemption: $25,000

Anna has been able to utilise the 50 per cent CGT discount, the 50 per cent active asset reduction and 

the $500,000 retirement exemption. She now only needs to add $25,000 to her assessable income for 

the year and pay tax on the $25,000 of extra income.

ANNA (PART 2): RETIREMENT EXEMPTION

(New) Assessable Capital Gain: 
$25,000

Remaining Gain  
(after active asset): $2.1m

Anna’s Catering Business

*Continuing on from previous example

Anna is eligible for retirement exemption  
(-$500,000 moved to Anna’s Super Fund)
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4. Small business roll-over concession

The final concessional available to you is called the ‘roll-over concession’. If you sell an active asset, you can 

choose to rollover the gain made into a replacement asset. Under this option, the cost base of the replacement 

asset is reduced by the capital gain rolled over.

There are conditions around the timing of the purchase of the replacement asset. It must occur during the 

period between one year prior to and two years after the occurrence of the CGT event in the income year of the 

rollover.

Example: small business roll-over concession

Following on from the previous scenario, Anna decides she wants a change of direction in her business life and 

wants to purchase a fitness franchise. She decides to purchase an F45 gym. The upfront cost is $150,000 to buy 

in. 

Because Anna has purchased a new asset within the two-year time frame, she can now utilise the roll-over 

concession for the remaining $25,000 gain. By utilising the remaining $25,000 in the roll-over concession, the 

ANNA (PART 3): SMALL BUSINESS ROLL-OVER CONCESSION

Buys new asset

Anna’s Catering Business

*Continuing on from previous example

Remaining Gain  
(after retirement exemption): 

$25,000

Anna’s Fitness Franchise

*150,000 purchase price

Final Assessable capital gain for 
Anna (After using 4 x concessions): 

$0

Anna is eligible for roll-over 
concession (-25,000 deducted 
from franchise price)

•  Purchase price of gym: $150,000

•  Rollover concession used: $25,000

• Adjusted cost base of Gym: $125,000

•  Assessable gain after roll-over concession used: $0
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For expert advice on planning for future CGT 
concessions, talk to our business accountants.  

Start planning your  
CGT concessions now.
As you can see, the small business CGT concessions can be a very powerful 

tax planning tool. In the above examples, the business owners sold their 

businesses for large sums of money and paid no tax on the sale. However, 

the tax laws surrounding the concessions are very complex and require 

careful planning. 

We encourage our clients to start preparing as soon as possible so they 

can make the most of the concessions. It is essential to take time when 

structuring your business and personal tax affairs to ensure you get it right 
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Using superannuation  
to pay less tax.
At Liston Newton Advisory, our accountants can give you 

comprehensive advice and guidance on using your super.
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Max Tax Rates  Outside Accumulation Pension

Income/Dividends 49% 15% 0%

Capital Gains 49% 10% 0%

Contributions 

(Concessional)
- 15% -

Withdrawals - - 0%

 Superannuation tax strategies for 
business owners.

Tax strategies with superannuation

Superannuation is essentially a generous tax and trust structure with some age limits.  

It does not belong to the government. It is and always has been your money to use.  

For business owners, superannuation is a critical part of a tax minimisation strategy.

Tax deductions

Contributing to super is tax deductible, and reduces your overall profits and taxable  

income in your name. As a business owner, you can claim a maximum deduction  

of $27,500 by contributing super in the following ways:

1.  Pay your super direct from the business and claim a deduction in the business expenses.

2.  Contribute to super personally and claim the deduction in your personal tax return.

Future planning

Superannuation also provides a very favourable tax environment for investments. If you hold 

investments outside of super, and you happened to be on the top marginal tax bracket, you 

would pay tax at a rate of 49%.

•  Any investment income such as dividends or interest is only taxed at a rate of 15%.

•  Capital Gains Tax (CGT) is only taxed at a rate of 10%, if the investment is held for more than 

12 months.

•  When you reach age 60 and stop working, the deal gets even better. There is a 0% tax rate 

on income, a 0% tax rate on capital gains, and 0% tax on withdrawals from your super.
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Protected assets

When conditions change, business owners can go bankrupt. Superannuation is 

generally protected in the event of a bankruptcy, ticking another critical box for 

business owners. An insolvent person’s super benefits will not form part of the 

property that a trustee claims in the event of bankruptcy.

However, superannuation contributions can be clawed back by the courts if an 

insolvent person deposits funds into super to protect them from creditors.
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Total Tax Savings: $12,860

Option 1: No Tax Plan

Tax payable is $34,742 each

Total: $69,482

Anna
$127.5k Income

Total: $56,624

Option 2: Using Super

Tax payable is $28,312 each

Steven
$127.5k Income

Strategies

1. Maximise the $27,500 tax deduction

If cashflow permits, maximising concessional contributions is a great way to minimise tax and 

set yourself up for later in life. Over the course of a financial year, an individual can contribute 

$27,500 into super and claim it as a tax deduction.

Running a business from a family trust can offer flexibility in maximising super contributions. 

A common scenario is distributing profit to a family member and then having that person 

contribute the money to super and claim a tax deduction. 

Example

Steven and Anna are husband and wife. They run a bakery together and utilise a family trust 

structure. This financial year the bakery has $255,000 of profit.

•  If no tax planning takes place, Steven and Anna will each receive a distribution of $127,500 

each and will have tax payable of $34,742 each.

•  If tax planning does take place and they each contribute $27,500 into super, their taxable 

income is reduced to $100,000. Their tax payable is minimised to $24,187 each.

Both Steven and Anna have saved $10,555 of tax on their personal tax returns. When you 

contribute to super and claim a tax deduction, you will pay $4,125 in tax from your super fund at 

the 15% rate, still representing a saving of over $6,430 each.
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2. Buy commercial property in SMSF

Another strategy is to purchase a commercial property with your Self-Managed  

Superannuation Fund (SMSF). 

For example, the owners of a professional services firm may choose to buy an office:

•  They can borrow within their SMSF to buy the property (usually a maximum  

borrowing of between 60% to 70%).

• They need to have a minimum of 30% to 40% deposit in their SMSF plus stamp duty.

• Once the property is purchased, they can then rent out the property to their business.

•  The business pays rent into the SMSF and the business claims the rent as a rental expense.

•  If there is borrowing in the SMSF, then the interest on the loan will mostly  

offset the income, and there will be a minimal tax for the SMSF to pay.

• If there is no borrowing, the SMSF will pay 15% tax on the rental income.

A step further

This strategy becomes a lot more effective when those making the contributions  

are over the age of 60.

Example

If Steven and Anna were age 65, they could contribute money into super, claim the tax 

deduction and then withdraw the money again. If they were not over 60, they could 

utilise their parents as a beneficiary of the trust.

• The parents receive the business profits and contribute into super.

• They will pay tax at a 15% rate on this contribution and then take the money back out.

•  The parents then gift back the money to Steve and Anna, or pay for things like school 

fees.

A commercial property can be purchased and rented back to  
the business. If this is done at commercial rates, it is a perfectly  
legal strategy.
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Summary: Using super in a strategic way can be an effective tax minimisation strategy. It’s crucial to conduct proper 

planning to tailor a strategy that fits your stage in life and your preferences. You can strike a great balance between the 

assets you build up inside and outside of super.

SMSF OWNS COMMERCIAL PROPERTY

Net Tax Benefit: 10% (each year)

SMSF owns bakeryPay rent to SMSF

Anna and Steven’s SMSF

Tax deduction business rent expense at 25%

Super fund pays tax on rental income at 15%

Example

Steven and Anna’s bakery business may be operated through a company or trust, with a tax rate of 

25% or more. Steven and Anna decide to purchase the bakery premises via their own SMSF.

•  Steven and Anna now pay rent to their super fund (the owner of the bakery property).

•  They get a tax deduction for the rent expense at 25% (or more).

•  The fund only pays tax on the rental income it receives at the rate of 15%.

•  There is a net tax benefit to Steven and Anna equal to 10% of the rental income each year. 

Once Steven and Anna reach age 65 and start withdrawing money from the SMSF, then the fund 

pays no tax on the rental income it receives. Steven and Anna pocket the whole 25% (or more) on 

the rental income paid each year. Even if the fund is not in pension phase when the property or 

any other asset is sold, the capital gains tax rate inside a super fund is only 10% compared to up to 

22.5% outside of super.

Once again, if the fund is in pension phase, the CGT rate inside the fund is 0% - a significant 

advantage in accumulating as much wealth as possible inside super.
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5 most popular tax 
minimisation strategies.
At Liston Newton, we have a wealth of knowledge around tax 

minimisation strategies. We know no two businesses are the same.  

To find out how you can make the most of your tax return, get in 

touch with us today, or call us on 03 9509 0366.
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Tax saving strategies through smart investing.

1. Structuring assets

Tax deductions mean that one must spend money, and therefore deduct that expenditure from  

their tax payable. This often leads to people buying things unnecessarily just to get a tax deduction.

A more beneficial tax saving strategy to focus on building profit and personal wealth, rather than trying  

to minimise tax via spending. Structuring your business and personal assets is the best place to start 

when minimising tax.

When considering where to hold your investment assets, you need to consider a number of factors:

•  Holding investments under a trust structure would give you access to a 50% capital gains discount.

•  A company structure does not receive a CGT discount, has the advantage of having a capped tax rate 

at 25%, which could be valuable if the investment is generating significant income each year.

The correct structure depends on your personal circumstances, but should be the first conversation you 

have around tax minimisation. If you’d like to learn more about how to structure your assets for greater 

effect, contact Liston Newton.

THERE ARE MULTIPLE BENEFITS TO EACH STRUCTURE

25% Tax payableCGT Reduction50% 

Investments within Trust Investments within Company

Finding the right structure depends on your situation

How to save on tax

There are several ways to reduce the tax you pay.  

As a general overview, the most beneficial strategies for tax minimisation are: 

1.  Structuring your business and personal assets

2.  Investing in Early Stage Investment  

Companies (ESIC)

3.  Investing in Early Stage Venture  

Capital Limited partnerships

4.  Negatively gearing a property or  

an investment into shares

5.  Holding tax deductible  

income protection
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2. Early Stage Investment Companies (ESIC)

Early-stage investment companies are relatively new and can be overlooked as a tax minimisation strategy.  

In July 2016, concessions were introduced for early-stage investors, otherwise known as ‘Angel Investors’,  

that included a tax offset and a Capital Gains Tax exemption. These concessions can be generous.

Sophisticated versus non-sophisticated investors

•  Sophisticated investors need to have a gross income of at least $250,000 for the last two financial years,  

and net assets of at least 2.5 million.

•  Non-sophisticated investors are anyone that doesn’t qualify for the above. If you are not a sophisticated 

investor, the maximum amount you can invest in an early stage investment company is $50,000 per year.

THE TWO TYPES OF INVESTORS

Non-sophisticated Investors

Gross income of less than 
$250,000 over the last 2 
financial years

Net assets of less than 2.5 million

Sophisticated Investors

Gross income of at least 
$250,000 for the last  
2 financial years

Net assets of at least 2.5 million

Tax offsets

A tax offset is a direct reduction on the amount of tax you need to pay.

•  If you have $100,000 of assessable income for the year, your tax payable would be approximately 

$26,000.

•  A tax offset of $10,000 would reduce your tax payable down to $16,000.

The ESIC concessions allow an investor to claim a 20% tax offset on the amount they have invested in an 

early stage investment company.

•  A sophisticated investor could make a $1 million investment in an early stage investment company and 

claim a $200,000 tax offset against their tax payable.

•  A non-sophisticated investor could invest $50,000 and claim a $10,000 tax offset against their tax 

payable.
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3. Early Stage Venture Capital Limited Partnerships

An Early Stage Venture Capital Limited Partnership (ESVGLP) is an investment structure that combines 

multiple investors into a structure to make investments. It works much the same way as an investment into an 

early stage investor company.

•  All partners have a combined minimum investment of $10 million.

•  This type of investment allows a 10% tax offset for the amount of investments made.

If you’d like to learn more about tax minimisation strategies by investing in ESICs or ESVCLP, contact Liston 

Newton.

REQUIREMENTS OF PARTNERSHIPS

$2M $2M $1M $4M $1M

Combined Minimum Investment: 10 million

4. Negative gearing

Negative gearing essentially means that the income you receive from your investment is less than the 

expenses you paid to hold the investment.

Here’s an example of how negative gearing works:

•  An investment property you hold receives $30,000 in rent per year.

•  You have $40,000 in ongoing expenses such as loan interest, council rates and maintenance fees.

•  Because you have $10,000 more expenses than income, this would allow you to deduct $10,000 from 

your taxable income each year.

Negatively gearing is a common tax saving scenario, and remains  
an effective strategy, provided the underlying investment experiences 
ongoing growth in capital value.
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Negative gearing works the same way when you borrow to invest in shares. If the dividends on your 

investment income don’t cover the cost to hold those shares, you are able to claim a deduction for that 

amount.

This strategy only works well when the underlying asset is increasing in value. For example:

•  A good negative gearing strategy may cost you $5,000 per year to hold a property

•  The property value must increase by more than the $5,000 each year to justify the cost of the loss.

Tax Deduction: $2,000

5. Income protection

If you have a plan that provides you with a strategy to build wealth over time, then the only thing that 

may prohibit you from achieving your goal is illness or injury. 

This is why we strongly advise our clients to acquire income protection. It’s a great way to provide your 

family with peace of mind.

•  If you hold income protection in your own name, you’re able to claim it as a tax deduction.

•  Income protection is relatively affordable and on average costs around about 2% of your annual 

income.

•  It should be treated as an essential expense to protect your most valuable asset.

Janice:  100k income

Income Protection (2% of income)
Annual Price of insurance: $2,000

NEGATIVE GEARING

Investment Property
$30,000 rent income

Investment Property
$40,000 on maintenance,  

rates, interest, etc

is less  
than

Tax Deduction: $12,000
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We love seeing our clients grow,  
we get a real thrill out of it.  
Not only that, we’re proud to be a part of it.

Do you have questions 
about the amount of tax 
that you are currently 
paying?
The team at Liston Newton would be happy to look at your financials 

and provide you with an accurate recommendation. To increase your 

wealth and achieve your financial goals, get in touch with us on 03 

9509 0366 today.
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www.listonnewton.com.
Leading the way for business accounting and financial services.


