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General Advice Disclaimer
This presentation (‘Presentation’) has been produced by Richards Financial Services Pty Ltd and has been
prepared for informational and discussion purposes only. The information provided in this document is of a
general nature and has been prepared without takinginto accountyour objectives, circumstances, financial
situation or particular needs. This Presentation does not constitute personal advice.

This Presentation has been prepared by us inthe ordinary course of our profession. In providing this
Presentation, we are not purportingto actas solicitors or providelegal advice. Appropriateadviceshould be
sought prior to actingon anything contained in this Presentation or implementing any transaction or
arrangement that may be referred to inthis Presentation.

Information contained within this Presentationis based on the relevant lawand its interpretations by relevant

authorities as itstands atthe time the informationis provided. Any changes or modifications to the lawand/or
its interpretation after this time could affect the information we have provided. This Presentation, or any part
thereof, must not be distributed, copied, used, or relied on by any person, without our prior written consent.

To the maximum extent permitted by law, Richards Financial Services Pty Ltd will not be liablefor anyloss,
damage, liability or claim whatsoever suffered or incurred by any person arising directly or indirectly out of the
use or relianceon the information contained within this Presentation.

Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks
of their respective owners. Nothing contained herein should be construed as granting by implication, or
otherwise, anylicenseorright to use anytrademark displayed without the written permission of the owner.
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RENTAL INCOMEAND YOUR TAX RETURN

The income that you get from your Airbnb rent will normally be deemed assessable, given thatthe
propertyisadvertised tothe publiconline. The ATO may attemptto argue you’re not charging a
commercial rent, particularly if you’re makingaloss onyour Airbnb venture.
Claiming Deductions
Ifyou’re a landlord fora rental property with assessable income, you may be entitled to tax
deductionsforexpensesincurred. These expensesfallinto three categories:

e expensesdirectly associated with the rented areacan be deductedinfull

e expensesrelatedtosharedareasneedtobe apportioned

e expensesrelatedtothe host’s private area only cannot be deducted.

Expenses that may be deductible infull include:
e depreciation of furniture used inthe rented room
e commercial cleaningofthe rented area
e repairsand maintenance
e food, suchas breakfast provisions, made available to the guest
e professionalphotography forthe listing
e service feesand commissions charged by Airbnb.

Partially deductible expenses

Where there are expenses that relate to the entire property, you’llneed to apportion them between
the rented area and the area you use privately. Thisis most often done based on the floorarea used
for renting compared to the total floor area of the property.

Some examples of expenses that relate to the entire property that may be apportionedinclude:

e mortgageinterestorrent;
e council rates;

e utilities;and

e insurance.

Expensesrelating to shared areas
Expensesthatrelate toshared areas can be apportioned based on access. So, if the renterand the
landlord both have equal access to, say, the lounge and the kitchen, you can deduct 50% of these
expenses.
Examples of expensesthatrelate toshared areas only include:

e depreciationonfurnitureand applianceslocatedin shared areas (such assofas, TV’s, kitchen

equipment)
e internet, phone andcable TV costs

Claiminglosses

If rental expenses exceed rental income, you'll make aloss. The excess of rental expenses over rental
income (the loss) can effectively be claimed against your otherincome such as salary. Thisis known
as negative gearing.

The rent charged mustbe consideredto be arm’s length commercial rent —otherwise you cannot
claimfor negative gearing

Where you rent out a whole property, expenses are only deductible where an area of the house is
eitheractually rented out, oravailable forrent. Forexample, whereaproperty is available for rent
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for 180 days a yearthen only the portion of rental expenses that were incurred over that 180-day
period are deductible.

Where yourent out only part of the property (such as a bedroom with access to shared areas in the
property where you live), you can only claim expenses forthe period the roomis actually rented. So,
if you only rented the roomfortwo weeksinayear, you can only claimthe proportion of expenses
for the rented part of the property which related to thattwo week period. Thisisto stop you
claiming deductions for periods wherethe room might be used for private ordomesticpurposes,
eventhoughitwas notionally availableforrent.

Capital gains tax
Generally, youdon't pay CGT if you sell the home you live in (underthe main residence exemption).
However, if you've used any part of your home to produce income —forexample, by renting out part
or all of it—you're generally not entitled to the full exemption.
To work out the capital gain that is not exempt, you need to take into accounta number of factors,
including:

e proportionof the floorareathat is setaside to produce income

e periodyouuseitforthispurpose

e whetheryou're eligible forthe 'absence'rule (see Treatingadwelling as your mainresidence

afteryou move out)
e whetheritwasfirstusedto produce income after 20 August 1996.

This gain will also usually qualify for the 50% Capital Gains Tax discount.
You can work outthe proportion of your capital gain that is exempt from capital gains tax using the
Property exemptiontool onthe ATO website.

GST
Good and services tax (GST) doesn'tapply to residential rents, soyou're notliable for GSTon the rent
you charge, and can't claim GST credits for associated costs. Thisis the case evenif yourturnover

exceedsthe GSTthreshold of $75,000.

Business or Passive Rental income?
Rental income is generally passivein nature and rental activities do not normally amounttoa
business under general principles regardless of whetherthe propertyis commercial orresidential in
nature and regardless of the platform used to rent out the property. Having said that, in some limited
casesit may be possible forsome taxpayers to argue that they carry on a business undergeneral
principles ratherthan merely deriving passive income.
The question of whetherabusinessiscarried onisa question of factand depends on the
circumstances of each case.
The courts have held that the followingindicators are relevant:

e whetherthe activities have a significant commercial purpose or character

e the existence of a profit-making purpose and a prospect of profit

e the complexityand magnitude of the undertaking

e whetherthe activitiesinvolvea degree of repetition and regularity

e thesize and scale of activities

o whetherthe activities are systematicand organised, and

e theamountof time, effortand capital employed.

Whethera businessis carried on must be answered based on a wide survey and the overall
impression of the activities. No one indicatoris decisive. They must be considered in combination
and as a whole.
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In determining whetheryou carry on a business of letting residential properties, some of the factors
that the Commissionermay considercaninclude:

e thetotal numberof residential propertiesthatare rented out

e theaverage numberof hours per week you spend actively engaged in managingthe rental
properties

e theskilland expertiseexercised in undertaking these activities[9], and

e whetherprofessional records are keptand maintained in abusiness-like manner.

Generally, itis more difficult foranindividual to demonstrate that they are carryingon a business of
propertyinvestingthanitisfor a company. The receipt of income by an individual from the letting of
property to a tenant, or multiple tenants, will not typically amount to the carrying on of a business as

such activities are generally considered aform of investment ratherthan abusiness.

Business vs Passive income

Business

Passive Income

GST Threshold applies—mustregisterat

$75,000 turnoverperannum

No GST on residential rental property

ABN required

ABN not required

Must pass otherteststo claim losses against

normal income

Negative gearing available

CGT Small business concessions available

No CGT small business concessions available

Depreciation—small business thresholds

available

Depreciate all assets over $300 (perowner)

Second hand goods/ furniture deductible

Second hand goods/ furniture not deductible

Can claimtravel expenses

No travel expenses

No Covid19assistance availablefrom state or

federal government
e CovidGrant (NSW)
e Cashboostif pay wages

e Jobkeepertobusiness participant

No Covid19assistance availablefrom state or

federal government
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Useful ATO links:
ATO guide torental properties
https://www.ato.gov.au/Forms/Rental-properties-2019/?page=2#Introduction
ATO guide torecord keepingforsmall business
https://www.ato.gov.au/General/Other-languages/In-detail/Information-in-other-languages/Record-
keeping-for-small-businesses/
Renting out part of all of your home
https://www.ato.gov.au/General/Property/Your-home/Renting-out-part-or-all-of-your-home/
ATO —the sharingeconomy and tax
https://www.ato.gov.au/general /the-sharing-economy-and-tax/
Software for keeping track of income and expenses

e Wave-free

e QuickbooksOnline

e Xero

MYOB
Excel spreadsheets
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