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This hasn’t stopped t

Steve Meyn

Managing Director

welcome
AUTUMN

HAPPY NEW YEAR(ISH) TO OUR CLIENTS, CONTACTS AND FAMILY – IT’S 
HARD TO BELIEVE IT’S THE END OF FEBRUARY ALREADY – WHERE DOES 
THE TIME GO?!

Firstly, welcome to the 2019 Autumn edition of Pulse. As the flooding disaster continues 
throughout Queensland, fires rage in Tasmania and the drought continues to bite across 
most of NSW, we send our thoughts and prayers to those affected in these areas during 
this time. As noted by the Bureau of Meteorology, January was Australia’s hottest month 
on record, with the country’s average temperature exceeding 30C for the first time since 
records began – a reminder that the drought is far from broken. Last year, PKF donated 
$10,000 to the farmers’ relief and those affected continue to be in our thoughts.

Onto the business and political fronts – the investigation that is on everyone’s lips, the 
Royal Commission into Misconduct in the Banking, Superannuation and Financial 
Services Industry has now released its findings. Though it is yet to be seen how the 
recommendations will be implemented, the final report from High Court Justice and Royal 
Commissioner Kenneth Hayne unveiled 76 recommendations aimed at ensuring that 
providers in the financial sector always obey the law, do not mislead or deceive, act fairly, 
provide services that are fit for purpose, deliver services with reasonable skill and care,  
and when acting for another – act in the best interests of that other. 

As Chris Bowen, Labor’s Treasury spokesman said, “This is a dark day for Australia’s 
banks and financial institutions. [They] should be strong, they should be profitable…  
and they should be above all, ethical”.

At PKF Wealth we have welcomed the Royal Commission investigation and are supportive 
of the recommendations; any review and resulting recommendations that tighten and 
strengthen the focus on clients’ best interests, and the ethics and transparency that goes 
hand in hand with providing advice and services in this sector is good for all. We watch 
now with interest as to how the recommendations are practically applied across the board. 

Royal Commission aside, business confidence on the main remains positive, albeit some 
signs of challenge in the retail and housing markets with decreases in activity and prices 
evident. 

On our people front, congratulations to the 18 people across Audit, Corporate Finance, 
Business Advisory, Tax and Business Recovery & Insolvency on their recent promotions. 
Great people who live our values and commitment to client service with these promotions 
a well-deserved recognition of this. Well done also to Alena Khudyakova, a key member of 
our Tax Consulting team on her Employee of the Quarter recognition for going above and 
beyond in her work with clients and, her support of her peers.

We’re now in the Chinese Year of the Pig which is representative of luck, overall good 
fortune and a symbol of wealth. In the spirit of the pig, we wish you happiness, prosperity 
and fortuity as we kick into 2019 and continue to work together.

Stay safe and look after yourself this 2019.

Warm regards,

Steve Meyn

Managing Director



A peppercorn lease refers to leases of assets where the required lease 
payments are significantly below market value. 

NFP Sector Getting Caught 
In Red Tape With Peppercorn 
Leases
UPON RELEASE OF AASB 
1058: INCOME OF NOT FOR 
PROFIT ENTITIES AND AASB 16: 
LEASES, THE NOT-FOR-PROFIT 
(NFP) SECTOR IDENTIFIED A 
NEWLY EMERGING AREA OF 
ACCOUNTING – THE RECOGNITION 
OF PEPPERCORN LEASES ON 
THE BALANCE SHEET. THESE 
STANDARDS ARE EFFECTIVE FROM 
1 JANUARY 2019 FOR ALL NFP 
ENTITIES. 

A peppercorn lease refers to leases 
of assets where the required lease 
payments are significantly below market 
value. 

Previously, AASB 1058 required assets 
acquired and held for an amount 
significantly below market value to 
be recognised at fair value, with the 
corresponding accounting entry (after 
accounting for any liability) recognised 
as income. At the same time, AASB 
16 requires an asset be recognised for 
a right-of-use asset. The interaction of 
these two standards results in the need 
to recognise the right to use the leased 
asset at fair value. 

Issues arose when trying to determine 
the fair value of these types of assets. 
AASB 13: Fair Value Measurement 
requires the consideration of restrictions 

Technical Director  I  Hayley Keagan AUDIT & ASSURANCE

and specialised nature of the peppercorn 
lease asset.

Initial thoughts in trying to overcome the 
fair value problem have led many NFPs 
down the path of obtaining independent 
valuations of their peppercorn lease 
assets, resulting in a significant 
compliance cost as a direct result of the 
introduction of AASB 1058 and AASB 16. 

Recently, the AASB released 
Amendments to Australian Accounting 
Standards – Right-of-Use Assets of 
Not-for-Profit Entities. The amendments 
bring relief to some NFP entities that 
have not yet delved into the valuation of 
peppercorns, but what other impacts 
does it have?

 Comparability:  the amendments 
allow for choice of accounting policy. 
This could lead to some NFP entities 
recognising significant assets and 
income related to peppercorns, whilst 
others have only discussion of the lease 
arrangement as disclosures in the notes 
to the financial statements. 

 How long is temporary:  the AASB has 
provided only a temporary change. The 
issue will need to be addressed again in 
the future. 

 Transparency:  without recognising the 
fair value of peppercorns, are we really 
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demonstrating the true economic worth 
of the entity? Are disclosures sufficient to 
understand the value and dependence 
from peppercorn leases? 

Whilst PKF welcomes the AASB 
amendments, we believe there is more 
work to be done before creating a 
permanent solution. 

• AASB 16 is intended to better 
show the financial leverage and 
working capital of the lessee – does 
recognising a peppercorn lease at fair 
value achieve this? 

• Recognising a peppercorn lease asset 
at fair value on the balance sheet is 
not likely to demonstrate the NFP’s 
reliance on the lease arrangement 
– perhaps disclosure regarding the 
arrangement is more important.      

• The AASB intends to consider 
peppercorn lease issues as they 
apply to the private sector and 
public sector NFP entities. This could 
result in a narrow application of the 
requirements. 

If you are, or know of an NFP that 
has peppercorn leases, subscribe 
to PKF updates to obtain 
developing information as it comes 
to light. 
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The way business leaders manage their time impacts  
not only their own effectiveness and success but the success  

of their whole organisation.

Successful Leaders,  
Time Is Of The Essence

David Jamieson  I  PartnerBUSINESS ADVISORY

WHAT ARE THE MOST SUCCESSFUL LEADERS OUT 
THERE ACTUALLY DOING WITH THEIR MOST VALUABLE 
RESOURCE: TIME? WHAT GOES IN THEIR DIARIES?

Excitingly, we now have better insight into the answer, thanks 
to a recent detailed study by Harvard Business School 
researchers1, analysing how successful CEOs use their time – 
and importantly, the time-wasters they avoid. 

And one thing is clear from the start: the way business  
leaders manage their time impacts not only their own 
effectiveness and success but the success of their whole 
organisation.

First things first: they’re strategic
The CEOs in the study were crystal clear about their role and the 
things that deserve their attention: strategy, systems and people. 
Everything else is to be delegated, outsourced or foregone. 

They love what they do
This won’t come as a surprise: they love what they do, and they 
work hard. On average 62.5 hours a week. Even on weekends 
and holidays, they make time to check in about the urgent 
things. Their businesses need them, and they are not about to 
be caught out by being absent.

They’re brutal with the diary
Successful CEOs have strict rules around their diary, avoiding:

• Long meetings. While 72% of their time is spent in meetings, 
they make sure the majority run for an hour or less.

• Giving in to demands made on their time. They set the 
agenda and push back whenever needed, shortening time 
slots and freeing up time.

• Over-booking. They deliberately leave 25% of their time 
available for the unexpected things that come up. This allows 
them to be flexible, attentive, and remain in touch with the 
whole organisation. 

• Too much time in the office. They make sure more than half 
their time is spent out and about.

In contrast, they make time for their direct reports and next 
generation of leaders. It seems that spending time with these 
key individuals is one of their highest priorities, and (perhaps 
surprisingly) the more the CEOs trust these people, the more 
time they spend with them. 

No compromises
These leaders don’t let their busy schedules, and the demands 
placed upon them, limit their personal life. On average each day 
they:

•  Enjoy over three hours with family.

•  Make sure they have around two hours of downtime.

•  Exercise for 45 minutes.

•  Sleep for nearly seven hours.

Other traps 
There are a few other things that successful leaders avoid:

• Excessive use of email. They ensure that over 60% of their 
time is spent in face-to-face interactions.

• Micro managing. It just isn’t possible for them to make or 
even ratify most decisions directly. Instead, effective CEOs 
put in place well-designed structures and processes that help 
everyone else in the organisation make good choices.

How about you?
Do you know where you spend your time? Do you make the 
best strategic use of your time, or does something need to 
change?

In my role as a business adviser, I’ve been fortunate to work in 
partnership with a variety of business leaders, challenging them 
to focus strategically; delegating and saving time. There are rich 
rewards, both personal and financial, that can be achieved by 
improving the way we use our most valuable resource: time.

Do you want to master your time management?  
Contact our business advisory team on (02) 4962 2688.1.‘The Leader’s Calendar; How CEOs Manage Time’ by Michael E. Porter 

and Nitin Nohria. Harvard Business Review July-August 2018 issue.
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The most common mistake we see is the lack of planning leading 
up to a known quiet period, which results in our clients having to 
implement last minute, unideal, “firefighting” strategies to manage 

overdue and upcoming creditor payments. 

The Christmas Cash Flow 
Crunch
WHILST THE CHRISTMAS FESTIVE 
PERIOD CAN BE THE BUSIEST AND 
MOST PROFITABLE SEASON OF 
THE YEAR FOR SOME INDUSTRIES, 
IRONICALLY IT ALSO PUTS A 
MASSIVE FINANCIAL STRAIN ON 
MANY BUSINESSES WHICH ROLL 
INTO THE NEW YEAR. 

The most common mistake we see 
is the lack of planning leading up to a 
known quiet period, which results in 
our clients having to implement last 
minute, unideal, “firefighting” strategies to 
manage overdue and upcoming creditor 
payments. 

Here are some strategies we 
recommend businesses implement to 
help them avoid a “Christmas Cash 
Flow Crunch”: 

 Implementing a Rolling Three-Way 
Forecast
Before explaining this strategy, it is 
important to define it:

•  A Three-Way Forecast  is a dynamic 
forecast that encompasses the Profit 
and Loss Statement (income and 
expenses), Cash Flow Statement 
and the Balance sheet (Assets and 
Liabilities). By looking at all three 
elements of a company’s financial 
position, it allows the business to 
gain a wholistic understanding of their 
current and future financial position.  

•  A Rolling Forecast  simply means 
it is not a static forecast with a fixed 
timeframe, but a forecast that is 
regularly updated and provides a 
reliable indication of the company’s 
future financial position. 

This type of forecasting is important as it 
allows businesses to get a reliable insight 
into future performance and in turn plan 
for seasonal and financial impacts. 

This process involves not only regularly 
updating Rolling Three-Way Forecasts, 
but also taking a step back from day-
to-day operations and reviewing the 
forecast with your business advisers 
and/or management staff, to mitigate 

Director  I  Daniel Smith PKF CENTRAL COAST
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any cash flow or financial performance 
issues before they ever arise. 

 Having Effective Debtor and 
Creditor Policies 
The most common mistake is not 
having Debtor and Creditor policies 
documented and regularly reviewed. 
Having policies and procedures in 
place, allows for prudent oversight and 
effective management of cash flow, as it 
ensures clarity for everyone involved in 
the process.  

Whilst this strategy is extremely different 
depending on the industry you are 
operating in; the overarching concepts 
are essentially the same. Here are some 
recommendations we give our clients 
throughout the invoicing process:

Before: Negotiating appropriate 
payment terms; providing accurate 
quotes and requesting upfront deposits 
or payment plans for customers with 
poor payment history. 

During: Ensuring invoices are sent 
out as soon as possible; invoices are 
accurate/correct and that clients receive 
the invoices. 

After: Sending regular automated 
Statements of Account and contacting 
customers as soon as the debt falls 
overdue. 

Seeking Additional Financing
Whilst finance facilities can be an 
effective way of managing seasonal 
impacts on cash flow it is important to 
note that the approval process can take 
several weeks. Bear in mind that lending 
institutions will generally require up to 
date management financials, which 
therefore extends the approval process 
further, should you not have up to date 
bookkeeping records. We recommend 
clients review their financing facilities with 
their financial advisers several months 
prior to requiring them. Here are some of 
the more popular financing facilities that 
are used to overcome short-term cash 
flow issues. 

•  Debtor Financing –  This is a form 
of financing where a business’ 
Accounts Receivable ledger is funded. 
It is particularly useful for businesses 
experiencing issues with customers 
not paying invoices on time. 

•  Overdraft / Temporary Overdraft 
Facility –  This facility is primarily used 
in the event of an emergency cash 
flow deficit.  

•  Company Credit Cards –  Assist in 
delaying minor overhead payments. 

The importance of planning is highlighted 
by a famous quote from Abraham 
Lincoln, “Give me six hours to chop 
down a tree and I will spend the first four 
hours sharpening the axe”. The common 
theme amongst all these strategies is 
the importance of cash flow planning. 
Implementing an effective cash flow plan, 
allows businesses to identify issues in 
advance, mitigate the identified issues 
and have appropriate financing facilities in 
place, should all else fail. 

1

2

3
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CONTRIBUTION LIMITS PREVENT ME FROM PUTTING 
MORE INTO MY SUPER NOW…. WHAT DO I DO?

When building wealth for retirement or even building wealth 
for your future there are many options. Traditionally if people 
want to hold their wealth in tax effective structures, they 
consider placing money into their super accounts due to the 
low tax environment of only 15% on earnings.

This is, however, becoming harder with low contribution limits 
and the $1.6 million-member balance cap which limits large 
contributions to super. 

If you are being taxed at the highest income tax rate of 47% 
(inclusive of Medicare levy) then what alternatives are there to 
contribute to your super account that are tax effective?

In these cases, many people have discretionary family trusts 
that hold their wealth and they then stream income to various 
family members or a company. The earnings if streamed to 
a company may be taxed at between 30% to 27.5% and, if 
paid to other family members the progressive tax rate from nil 
tax to 47% tax.

The problem with the use of the company to retain income 
and cap the tax rate arises where considerable earnings are 
achieved on wealth. In this case, the company then builds 
up significant retained profits that if ever paid out in large 
sums can then result in what is called top up tax. Top up tax 
is the difference between the tax the company pays and the 
tax rate of the individual. The tax on these large payments 
may be as much as 17% bringing total tax back to 47% on 
this wealth. For example, a company with retained profit 
(income) of $700,000 with a franking credit of $300,000 
(effectively taxable income if paid out of $1 million) if paid out 
to people on the highest tax rate would attract a further tax of 
$170,000.

Many people don’t know about investment bond tax 
structures which allow wealth to be accumulated on a flat 
tax rate on earnings at 30%. If the required conditions are 
met over a 10-year period, this then allows the capital and 
future retained earnings to be paid out to the owner of the 
investment bond with no further top up tax. This allows 
wealth to be built just the same way as in a company 
limiting the tax on earnings but there is no additional tax on 
withdrawal.

There are limitations as to how the wealth in an investment 
bond is invested and it is limited to be invested in managed 
funds. Unlike in a company, this wealth can be invested in 
almost anything.

As a worked example let’s assume, we accumulate over 10 
years, $2 million in a company in a portfolio and $2 million in 
an investment bond portfolio. Assuming a modest return of 

Superannuation  
Contribution Limits 

David Henriksen  I  PartnerSUPERANNUATION

5% let’s see the difference in tax outcomes if the earnings are 
drawn on each year. Note – we will ignore franking credits as 
both structures benefit from this tax anyway and would get the 
same reduction in tax. The real benefit is the additional tax paid 
by an individual after being paid the income if their other income 
is already at $180,000 p.a. Also, it is noted if the company 
is on a 27.5% tax rate the individual then pays the difference 
personally raising their top up tax to 19.5% from 17%.

Another benefit with investment bonds is they do not form 
part of a person’s estate in the same way super does not. This 
allows this wealth to be passed directly to beneficiaries on 
death or even before death with no tax consequence to them 
or the beneficiary. As it is not part of the estate it is not part 
of the contestable wealth of the deceased. This is a benefit in 
situations where people are in a relationship with children from 
previous relationships and they want to ensure the right people 
receive part or all of their wealth on death. They do not want 
their current spouse, former spouse or children to have the 
ability to contest their estate and take most of their wealth which 
they otherwise could do with wealth held in other tax structures.

A further key benefit of this structure is it is a legacy type of life 
insurance tax structure which means if left on death or while 
alive to an overseas beneficiary they may be able to draw on 
this with no Australian withholding tax consequences. It has also 
been identified some overseas tax authorities recognise the life 
insurance nature of the Australian investment bond and may 
also not tax the drawings received by the beneficiary.

There is a lot to understand with how to best utilise an 
Investment Bond and advice should be sought before entering 
one as there are costs that can rule them out as being effective 
on low balances.

If you have questions after reading this article or have 
an SMSF and want to talk further please contact 
PKF Sydney & Newcastle on (02) 4962 2688 or email 
super@pkf.com.au and one of the team will contact 
you to assist.

Earnings Tax 30% Add tax in 
personal  
when on  
47% tax 
rate

Company $100,000 $30,000 $17,000

Investment Bond $100,000 $30,000 Nil

Total tax saved yearly in this example would be $17,000.

Many people don’t know about investment bond tax structures which 
allow wealth to be accumulated on a flat tax rate on earnings at 30%.
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PKF WEALTHFinancial Adviser  I  Damien Passmore

Anyone who had a mortgage in the early ‘90s will be quick to tell 
you about the 17% interest rates (or worse) that they were paying 

on their mortgage at that time.

THE STATEMENT “PROPERTY 
NEVER GOES BACKWARDS” 
HAS BEEN ON THE TIP OF MANY 
AUSTRALIAN TONGUES FOR THE 
BEST PART OF 30 YEARS BUT 
THAT PREMISE IS IN THE PROCESS 
OF BEING TESTED. 

A question that we are regularly asked is 
“whether now is a good time to buy an 
investment property?”. Generally, when 
that question is posed, it is a reference 
to an Australian residential property. 
Australian residential property has been 
a strong asset class for the last 30 
years but now there appear to be some 
storm clouds circling. To understand the 
residential property outlook, let us first 
consider what caused the residential 
property boom. 

Anyone who had a mortgage in the 
early 90s will be quick to tell you about 
the 17% interest rates (or worse) that 
they were paying on their mortgage at 
that time. Fast forward to today and if 
you are paying more than 4%, you are 
not paying enough attention to your 
finances. 

This almost unabated fall in interest 
rates constituted a critical tailwind for 
residential Australian property over the 
past 25-30 years. 

That same early 90s borrower will also 
explain how difficult it was to get a loan 
in those days. The deposit that was 
required, the family income that was 
allowed to be included in the affordability 
analysis, the fact that virtually all loans 
required repayments of both principal 
and interest. Over the next 25 years 
credit availability steadily loosened until 
such time as no deposit, interest only 
loans, based on every conceivable 
cracker of family income, and low-ball 
estimates of family expenses, became 
increasingly common. 

This easy credit, which has only recently 
come into clear focus, was also a 
critical tailwind for Australian residential 
property.

is likely to come under pressure and 
Australia already has the highest 
household debt in the world (186% debt 
to disposable income). 

This brings us back to the question  
“is now a good time to buy a residential 
property?” For all the above reasons  
we do not believe so. Of course, a falling 
market can bring with it opportunity, 
however, prices are unlikely to adjust 
quickly, and any downturn is far more 
likely to be ‘death by a thousand cuts’ 
rather than something ‘short and sharp’.

Of course, Australian residential property 
is a diverse asset class, and there will be 
some pockets that will fare better than 
others, but with a long list of headwinds, 
highly questionable starting valuations, 
and a nation of heavily indebted buyers, 
the better regions are more likely to be 
characterised as ‘less bad’ than good. 

So, for those pondering whether to 
leverage up to buy a residential Australian 
property (or a second or third Australian 
residential property), we would suggest 
that they should hasten with extreme 
caution.

Contact PKF Wealth on  
(02) 4962 2688 to discuss your 
financial affairs and how our team 
can steer you in the right direction.

While these were two of the most 
important tailwinds there were others. 
Government policy, such as negative 
gearing, helped fuel the fire and so did high 
levels of immigration. With the Labor party 
promising to wind back negative gearing 
if they take office, and with the public 
appetite for perpetually high immigration 
seeming to wane, some of these other 
tailwinds also appear to be challenged. 

Property Never Goes 
Backwards (Or Does It?)

“Fast forward to today 
and if you are paying 

more than 4% you are 
not paying enough 
attention to your 

finances”.

So crucially, a number of the tailwinds 
that fuelled residential property growth 
over the past 30 years appear as though 
they might be turning into headwinds. 
Credit availability is on the slide, interest 
rates will rise in the coming years off 
an incredibly low base (short term 
movements aside), negative gearing 
will remain in the sights of Government 
policy makers, the level of immigration 



BIRTHDAYS ARE USUALLY A TIME 
FOR CELEBRATION – IN THE CASE 
OF THE PERSONAL PROPERTY 
SECURITIES ACT 2009 (CTH) 
(PPSA) HOWEVER, ITS SEVENTH 
BIRTHDAY MAY HAVE CAUSED 
YOUR SECURITY INTERESTS TO 
EXPIRE – A SEVERE CONSEQUENCE 
WHICH RESULTS IN PREVIOUSLY 
REGISTERED INTERESTS LAPSING 
AND THEREFORE BECOMING 
UNSECURED!

PPSA commenced operation on 30 
January 2012 as a means of protecting 
interests in personal property. A national 
register to record such interests was 
established on the same day – the 
Personal Property Securities Register 
(PPSR). Organisations and individuals 
were then encouraged to utilise the 
register to note their interest in personal 
property. 

But why?
Let us say you are interested in 
purchasing some machinery. The seller 
seems committed to a quick sale and 
offers a discount if you can provide 
funds within a week. Staunched by 
this offer you remit the funds, receive 
the goods and the seller vanishes. 
Months later, you are contacted by a 
representative from a bank who claims 
title to the machinery by virtue of their 
registered security interest. As it turns 
out, the seller offered the machinery 
historically as security for a loan which 
has now been defaulted on. Chances 
are the bank would have proper title to 
the assets in question. 

A search on the PPSR would have 
revealed the bank’s interest and raised a 
red flag prior to purchase. 

On the other hand, let us say you are 
in the business of leasing machinery 
to third party businesses for their own 
use. You are satisfied if a client went 
belly up, that you would be protected 
because the contract has a retention 
of title clause. Months into a contract, 
one of your clients goes into liquidation 

Happy Birthday – Time’s Up!

Organisations and individuals should be checking the expiry dates 
of their registered security interests over personal property and seek 
advice on renewing these interests before they expire to avoid losing 

security and/or priority.

BUSINESS RECOVERY & INSOLVENCY Daniel Drayton  I  Manager
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and the liquidator sells your machinery. 
When you demand an explanation, you 
are informed that you had not registered 
your security interest on the PPSR and 
therefore the liquidator was able to deal 
with the property free of your interest, 
despite your retention of title clause in 
the client contract.

“Many common registrations on the PPSR only last for  
a default period of seven years, after which they expire.  

From 30 January 2019 therefore, the first round of default 
lapses will occur unless registrations are renewed in time.” 

1    Your interest may become 
unsecured;

2    The party in possession of your 
property may be able to dispose of 
it free of your security; and/or

3    Other registered interests will rank 
before your claim against the same 
property.

Now what?
Organisations and individuals should 
be checking the expiry dates of their 
registered security interests over 
personal property and seek advice on 
renewing those interests before they 
expire to avoid losing security and/or 
priority.

The Government have published a 
website filled with information about 
the purpose of the PPSR and why you 
should use the PPSR, located here 
https://www.ppsr.gov.au. 

If you would like more information 
surrounding PPSR, please contact 
our BRI team on (02) 4962 2688  
for the Newcastle office or  
(02) 8346 6000 to get in touch  
with our Sydney office.

A retention of title clause no longer 
protects you on its own, particularly 
if other creditors have registered their 
interest, effectively placing themselves 
ahead of you in the queue.

Times up!
Many common registrations on the 
PPSR only last for a default period of 
seven years, after which they expire. 
From 30 January 2019, the first round 
of default lapses will occur unless 
registrations are renewed in time. If 
they are not renewed, the following 
consequences could ensue:



INTEGRITY IN THE WORKPLACE 
HAS COME UNDER THE SPOTLIGHT 
IN 2018, BRINGING ABOUT A NEED 
FOR SIGNIFICANT CULTURAL 
CHANGE IN BOTH PUBLIC AND 
CORPORATE ENTITIES OPERATING 
IN AUSTRALIA. 

Reviews, such as the Royal Commission 
into Misconduct in the Banking, 
Superannuation and Financial Services 
Industry, have exposed numerous 
disconcerting behaviours from Australian 
businesses. In short, there has been a 
sense of entitlement coming from the 
top of companies that is destroying the 
trust between these businesses and the 
general public. It also highlights the need 
for Australian companies to embrace 
policies regarding organisational integrity 
to ensure their businesses are operating 
ethically and fairly for all stakeholders.

Fraud: a multibillion-dollar disease
Fraudulent activity is nothing new to the 
corporate world, but it is still incredibly 
prevalent today. If most people know 
these actions are wrong, why do we 
see this occur? Three common traits 
have been found to be present in fraud 
cases. They have become known as the 
Fraud Triangle – a term coined by Donald 
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Cressey, a prominent criminologist 
throughout the 60s, 70s and 80s. The 
triangle has been theorised to be made 
up of three factors: pressure, opportunity 
and rationalisation. 

Looking at the past events detailed by 
the Royal Commission into Misconduct 
in the Banking, Superannuation and 
Financial Services Industry, there has 
been pressure to provide revenue and 
results for the company – creating the 
motivation for acting unethically and, 
sometimes, illegally. Once presented with 
an opportunity to do so, so staff will most 
likely take it. Offenders then tend to justify 
their actions as a result of seeing their 
manager or co-workers using unethical 
practices to further themselves in the 
company. 

This leaves them thinking ‘everyone does 
it’, helping to ease their mind. It is this 
rationalisation that has bred a mindset of 
disregarding integrity that has then led 
to the state that some companies find 
themselves in. It can sometimes become 
the collective culture of the organisation, 
but more often than not develops in 
pockets of an organisation.

What is quite alarming is the scale at 
which modern businesses are being 
impacted by fraud schemes. The 

PKF INTEGRITYManaging Director  I  David Morgan

Three common traits have been found to be present in fraud 
cases. This has come to be known as the Fraud Triangle...  

made up of pressure, opportunity and rationalisation.

Whistleblowing In The 
Boardroom – Part 1

Association of Certified Fraud Examiners 
(ACFE) in its Report to the Nations, (released 
in 2018), detailed the trends of the cost 
of fraud in 125 countries and 23 industry 
categories from more than 2,600 survey 
respondents regarding investigations over 
the period of January 2016 to July 2017. 
The report highlighted that during those  
18 months, total losses to companies due 
to fraudulent activities exceeded $7 billion 
with ‘22 per cent of cases [causing] losses 
of $1 million [or more]’.  

“Had there been more 
effective internal reporting 
policies and procedures, 

significant amounts of money 
may have been saved as the 
perpetrator may have been 

discovered earlier.”

It is also concerning that victims who are 
smaller businesses are affected more 
than larger corporations, losing ‘almost 
twice as much per scheme to fraud [than 
larger companies]’.  

Disappointingly, it is apparent from the 
ACFE report that internal control was 
a contributing cause for these crimes 
to be undetected for significant lengths 
of time. Had there been more effective 
internal reporting policies and procedures, 
significant amounts of money may have 
been saved as the perpetrator may 
have been discovered earlier. We hope 
that the high-profile cases and Royal 
Commissions that have been highlighted 
in Australia in recent times, lead to a shift 
in mindset regarding the importance of 
integrity frameworks inside the workplace. 

Be sure to stay tuned for our Pulse Winter 
Edition to read Part 2 of ‘Whistleblowing 
in the boardroom’.

Contact PKF Integrity (previously 
Forensic and Risk) for more 
information about whistleblowing 
on (02) 8346 6000.

RATIONALISATION

PRESSURE

OPPORTUNITY

Fraud Triangle
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Happy Holidays
WITH THE FESTIVE SEASON A NEAR DISTANT MEMORY, WE THOUGHT IT WOULD BE A GREAT TIME TO RE-LIVE 
SOME OF THE FANTASTIC MOMENTS OUR TEAM HAD OVER THE HOLIDAYS. ENJOY!

PKF Staff Promotions
THERE’S BEEN A RAFT OF PROMOTIONS ACROSS OUR TEAM AND WE’RE VERY PROUD OF ALL THE 
SUPERSTARS AT PKF! CONGRATULATIONS EVERYONE!

Alex Schipp

Joanne Ngo

Samantha Richards

Baidy Laffan

Jonathan Alizadeh

Tim Morritt

Elise Novak

Katelyn Stokes

Tran Lam

Erin Fairleigh

Kym Reilly

Tynan Wingrove

Hayley Keagan

Matt Mansfield

Victoria Dawes

Jackie Marriott

Paul Pearman

Vikas Nahar
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PKF Sydney’s Aussie 
BBQ
AS PER THE ANNUAL OFFICE TRADITION, PKF SYDNEY’S AUSSIE 
BBQ WAS A HIT WITH OVER 100 GUESTS GATHERED IN THE 
PORTER FOR FINE FOOD, A MEAT RAFFLE AND A CATCH UP 
OVER A DRINK OR TWO!



TAXATION Emmanuelle Roulet  I  Manager

On exit, and provided certain conditions are met, any capital gains 
realised by an Australian company from the disposal of shares  

in a foreign subsidiary may be disregarded in Australia.
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Tax Tips For Doing Business 
Overseas
WHEN CONSIDERING DOING 
BUSINESS OVERSEAS, IT IS 
IMPORTANT TO HAVE PROPER 
PLANNING AT THE START OF 
THE PROCESS. GENERALLY, THE 
PURPOSE OF TAX PLANNING IS 
TO ENSURE THE STRUCTURE IS 
EFFICIENT FOR TAX PURPOSES (I.E. 
TO GET THE LOWEST EFFECTIVE 
RATE POSSIBLE WITHIN THE 
DESIRED RISK PROFILE) AND TO 
MAKE SURE THERE ARE NO HIDDEN 
TAX COSTS THAT HAVE NOT BEEN 
CONSIDERED.

There are a number of tax issues to 
be considered and given the specific 
and general anti-avoidance provisions 
in Australian tax laws, it is valuable 
that you engage with a specialist 
tax professional when looking at tax 
planning opportunities and investing 
overseas.

Set-up
You will first need to determine whether 
you have a permanent establishment 
overseas and what type of entity should 
be set up (if any). This would not only 
have a tax effect in the foreign country 
but also in Australia. For example, 
a number of tax concessions for 
repatriating profits to Australia from 
overseas will only be available for 
company-to-company transactions or 
branch-to-head office transactions.

Financing
The funding mix (debt/equity) should be 
considered including what are the capital 
requirements and debt limits overseas. 
Both types of funding and source of 
funding can affect tax outcomes. Where 
the funding of an overseas entity is 
made by debt, transfer pricing provisions 
should be considered. Interest expenses 
incurred in Australia to earn income from 
foreign sources are generally deductible 
subject to a number of limitations. 

In addition, foreign exchange risks 
should be considered (e.g. foreign 
exchange gains (fx gain) on repayment 
of foreign currency loan).

Provided certain conditions are met, 
you may be eligible for an export 
market development grant. This is 
a government financial assistance 
program which aims to encourage small 
and medium sized Australian businesses 
to develop export markets. This program 
reimburses up to 50% of eligible export 
promotion expenses. 

Operating 
To operate overseas, you may need to 
employ expats and consider structuring 
their employment agreements. For 
example, it may be possible to package 
non-cash benefits for expats overseas 
in different ways to achieve a better 
tax outcome. Likewise, the tax effect 
regarding individual employees and 
directors in Australia may need to be 
considered. For example, payroll tax 
may still be payable by the employer 
in Australia if Australian employees are 
spending only short periods overseas.
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In addition, when the central 
management and control of a foreign 
company is in Australia, tax residency of 
the foreign company will also need to be 
considered to avoid potential taxation of 
foreign profits in Australia. Appropriate 
governance and processes should be in 
place in this regard especially since the 

(federal, state and local, direct and 
indirect) as well as plan for local 
compliance. Remember, while we may 
plan structures to achieve tax efficiency, 
one of the best ways of not paying 
more tax than necessary is to ensure 
full compliance with tax laws to avoid 
penalty taxes, fines etc. 

Once you have a clear understanding 
of taxes overseas, it is also necessary 
to consider the effect on taxes back in 
Australia.

Profit Repatriation
Provided certain conditions are met, 
profits from an overseas company or 
branch may be flowed through to an 
Australian company free from Australian 
income tax.

For resident shareholders of an 
Australian company, dividends will 
be unfranked dividends so individual 
shareholders should be taxed at a 
marginal tax rate (with no franking 
credits). This can significantly increase 
the tax rate payable on profits earned 
overseas. Careful planning is required to 
mitigate the effects of this. 

For non-resident shareholders, no 
Australian withholding tax on unfranked 
dividends should apply if the dividends 
are declared as conduit foreign income. 

Overseas withholding taxes may apply 
on dividends payments, branch profits 
and other intra-group charges such 

as interest, royalties, management and 
services fees. Foreign income tax offsets 
(FITO) in Australia may be available in 
respect of certain foreign withholding 
taxes paid but there is no FITO for 
overseas corporate income tax paid. 

When considering profit repatriation 
to Australia and inter-company 
charges, transfer pricing rules need to 
be considered in detail including the 
determination of arm’s length prices and 
preparation of related transfer pricing 
documentation.

Exit Strategy
On exit, and provided certain conditions 
are met, any capital gains realised by an 
Australian company from the disposal 
of shares in a foreign subsidiary may 
be disregarded in Australia. Tax treaties 
(if any) also need to be considered to 
determine the allocation of taxing right 
on the capital gain.

If you are considering doing 
business overseas or have any 
queries in relation to the above, 
please do not hesitate to contact 
our international tax team on  
(02) 8646 6000. PKF is a member 
firm of the PKF International 
network with more than 440 offices 
globally operating in 150 countries 
across five regions.

“Provided certain conditions 
are met, you may be 

eligible for an export market 
development grant. This 
is a government financial 

assistance program which 
aims to encourage small 

and medium sized Australian 
businesses to develop 

export markets.”

recent Australian Taxation Office (ATO) 
Taxation Ruling 2018/5.

Moreover, although you could get a 
lower tax rate overseas, the Australian 
Controlled Foreign Company rules may 
apply. In certain circumstances, these 
rules aim to tax Australian owners on 
their share of tainted income, even where 
that income is retained by the overseas 
company and has not been distributed 
to the Australian shareholders. 

You will also need to consider the 
specifics of the overseas jurisdiction 
and be aware of all taxes in the country 
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In a Private Equity Funds sale scenario, sellers need to understand that, 
unlike a full exit in a traditional ‘trade sale’ situation, this type of transaction 
is generally a two-step process that requires their ongoing commitment.

A SALE OF YOUR BUSINESS TO PRIVATE EQUITY CAN 
DELIVER A GREAT RESULT OVER TIME FOR BUSINESS 
OWNERS, HOWEVER, IT IS NOT FOR EVERYONE. 

We have acted for numerous business owners in the sale 
of their companies to Private Equity Funds (PEF). In most 
cases, the outcomes were excellent for the business owners 
concerned. In the few where the result was negative, this 
was generally as a result of either adverse changes in market 
conditions or the business owner not delivering on promises.

In a PEF sale scenario, sellers need to understand that, unlike 
a full exit in a traditional ‘trade sale’ situation, this type of 
transaction is generally a two-step process that requires their 
ongoing commitment. A PEF will initially acquire a percentage 
of the business (usually a controlling stake) which allows the 
owner to take some money off the table but requires them 
to remain on board to operate and grow the company. In the 
Australian market, PEF business exit timeframes are generally 
three-five years with a select few funds going beyond this.

This two-step approach only works when the owner is fully 
committed to continuing to operate the business and has 
the drive to grow it. It is important to note that PEFs are 
not operators. While they will provide experience, ideas, 
deal structure acumen and financial resources to grow 
the business, they are not generally involved in day-to-day 
operations. They let the owner do their job, i.e. they are 
betting on the jockey, not the horse.

The sale of a business, regardless of the buyer, is a major 
decision for the owner but especially so if it does not involve 
a full exit. If an owner is contemplating a PEF exit alternative 
their adviser should consider the PEF’s track record and at the 
right time seek references from owners that have previously 
been through the process with that fund. PEFs with overly 
aggressive expansion plans that will overstretch the business 
(and the owner) should be treated with caution.

The key question for a business owner contemplating sale 
is why would you consider selling to a PEF rather than an 
outright sale? First, the actual sale process is generally easier: 
PEFs buy and sell interests in businesses for a living and often 
they are more efficient at closing the deal. Secondly, provided 
that the business achieves its growth targets and market 
conditions hold up, the overall exit result should be superior to 
an outright sale.

Selling Your Business  
To Private Equity Is Not  
For Everyone

Alan Stevenson  I  DirectorCORPORATE FINANCE 

What do PEFs look for in a business?  
Based on our experience key criteria include:

    
High quality owner/management team;

     
Clear and credible business strategy;

    
Potential to take a leading market 
position in the sector in which the 
company operates;

    
Potential for sustainable competitive 
advantage and hence strong margins; 
and

  
Growing revenue and profitability.

The proliferation of PEFs has been a boon to business owners 
who are open to considering a range of exit alternatives. It is 
important that any owner considering this route understands 
that it is a two-step process and that they will have a new 
partner going forward. For owners who truly believe in their 
business, want to take some cash off the table and want to 
keep working at it with the ultimate goal of a very lucrative 
payout, selling to a PEF can be the ideal outcome.  

 If you would like to know more about PEFs, please 
contact the Corporate Finance team on (02) 8346 6000.

“PEFs buy and sell interests 
in businesses for a living and 
often they are more efficient  

at closing the deal.”
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FG has been able to increase efficiency and decrease costs across many of the 
operational functions of the business, freeing up resources to focus on growth 

and customer service.

Five Things All Businesses Can 
Learn From The AHA Operator 
Of The Year – Feros Group
THE AUSTRALIAN HOTELS 
ASSOCIATION (AHA) OPERATOR 
OF THE YEAR AWARD HAS 
ARGUABLY BECOME THE MOST 
COVETED AND PRESTIGIOUS 
GONG TO WIN AT THE ANNUAL 
AHA AWARDS. THE EVER 
EVOLVING AND INCREASINGLY 
COMPLEX COMPLIANCE REGIME, 
INCREASED COMPETITION, 
TIGHTENING MARGINS AND 
DIVERSIFIED OFFERING HAS 
CREATED THE NEED FOR HOTEL 
OPERATORS TO HAVE A SMART 
AND SOPHISTICATED OPERATING 
STRATEGY.

Feros Group (FG) is proud to have been 
awarded the NSW Operator of the Year 
in 2018. 

As a business owner, there are many 
things that we can learn from FG’s 
success. We summed up the top five 
that you can take away and apply to 
your own business:

Get across the detail
Chris Feros, CEO, has always 
emphasised the importance of 
completely understanding every 
component of his growing business. 
Over the years through constant refining, 
Chris has built the right management 
team and systems to achieve this 
outcome. “There is not one aspect to 
my business that I can’t completely 
understand to the current day, if not 
hour, within an hour of the query”.

Take time to work on the 
business and analyse success 
and learning points
Each year the senior leadership team, 
which consists of the independent 
Chair of the Advisory Board, CEO, 

CFO, COO and CMO, have a two-day 
offsite planning session. “This is where 
we think big and set our five-year goals. 
The road blocks to achieving these goals 
are critically analysed and we determine 
the actions required to overcome those 
road blocks. At the end of the two days, 
each member of the leadership team has 
relevant areas of focus for the coming 12 
months”.

Action and transparency
Chris explains that there is no point 
in having a good operating strategy 
unless its implemented. “I am very 
happy with the governance of our overall 
group. We have implemented a strong 
communication framework which ensures 
transparency from the Advisory Board 
level down to the most junior employees. 
At any point in time, any employee can 
see where discussion of a particular issue 
takes place”.

Embrace technology and move at 
the same pace as the changes
Technology has enabled FG to outsource 
certain business processes offshore. 
Working with the PKF specialist 
Hospitality team and utilising their 
innovative approach and products, FG 
has been able to increase efficiency 
and decrease costs across many of the 
operational functions of the business, 
freeing up resources to focus on growth 
and customer service.

Surround yourself with the right 
people
“Critical to the success of any business is 
surrounding yourself with the right people, 
both employees and consultants. There 
are fantastic people that are industry 
experienced and have significantly helped 
the development of FG over the years. 

CLIENT PROFILE 

For more information head to www.ferosgroup.com.au 

Choosing the right people is not easy but 
critical to the success of your business”.

FG was founded in the early 1970s 
and has grown from one pub to seven 
successful businesses, and despite 
its vast growth, continues to hold the 
values of family and community at the 
fore. FG employs 450 people and in the 
last two years, it has completed two 
greenfield pub sites, one major renovation 
and assessed other opportunities on a 
monthly basis. Both the recent greenfield 
sites have been nominees for Hotel of the 
Year and in 2017 The Prince at Kirrawee 
won the award. All the hotels in the FG 
are diversified businesses with strong 
food, beverage, catering and gaming 
offerings, firmly positioned as community 
assets in their relevant areas.

Partnering in 2014, PKF is proud to be a 
part of the “right people” that FG has as 
part of their team.  PKF strives to add real 
and sustainable value to our clients and 
has helped to further position FG as a 
leader in the hospitality scene by utilising 
technology, understanding their monthly 
financial position to continually drive their 
venues forward and assisting in setting 
strategic objectives. 
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PKF Sydney and Newcastle is a member firm of the PKF International Limited family of legally independent firms and does not 
accept any responsibility or liability for the actions or inactions of any individual member or correspondent firm or firms.

Sydney
T. 02 8346 6000

Melbourne 
T. 03 9679 2222

Brisbane
T. 07 3839 9733

Perth
T. 08 9426 8999

Adelaide
T. 08 8373 5588

Gold Coast
T. 07 5553 1000

Newcastle
T. 02 4962 2688

Canberra
T. 02 6257 7500

Hobart
T. 03 6231 9233

Rockhampton
T. 07 4927 2744 

Tamworth 
T. 02 6768 4500

Walcha 
T. 02 6777 2377

Central Coast
T. 02 4367 8955
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FIND US ON

Take 5 with...  
Steve Meyn

Tax Diary
APRIL 2019

22 Due date for lodgement and payment of March monthly BAS.

Due date for lodgement and payment of March quarter IAS for head companies of consolidated 
groups.

Due date for March quarter Activity Statement – paper lodgements or varied instalment amounts.

Due date for March quarter Superannuation contributions.

Due date for lodgement TFN report for closely held trusts if any beneficiary quoted their TFN to a 
trustee in March quarter.

Due date for lodgement lost members report for the period between 1 July 2018 and 31 
December 2018.

MAY 2019
15 Due date for 2018 income tax returns for all entities that did not have to lodge earlier and are not 

eligible for the 5 June 2019 concessional lodgement date.

Due date for companies and superannuation funds to pay if required.  

21 Due date for lodgement and payment of April monthly BAS and IAS.

Final date to appoint a tax agent for FBT in order to receive concessional lodgement date. 
Due date for lodgement of FBT returns and payment of FBT if not covered under a tax agent 
lodgement program.

Due date for March quarter Activity Statement – electronic lodgement.

JUNE 2019
05 2018 income tax returns for all entities where eligible for the June concession.

Due date for lodgement and payment of May monthly BAS and IAS.
2019 FBT annual return – lodgement due date for tax agents if lodging electronically.

PKF SYDNEY & NEWCASTLE MANAGING DIRECTOR

Q  What was your first job? 

A  Picking and bagging potatoes on a local farm in 
East Maitland.

Q  If you could have dinner with one person, 
dead or alive, who would it be and where 
would you take them?

A My nephew Harry – wherever he wanted to go.

Q  If you were down to your last $50, what would 
you spend it on?

A A few beers and a bet with my mates. 

Q Do you have a career highlight so far?

A  The opportunity to become a Partner back in 
1999. 

Q  Finish this sentence – if I wasn’t an 
accountant, I would be…?

A  A pilot.
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