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Funding of Investments in Australia by non-residents

With the funding of most acquisitions or the repayment of debt, not much thought
is put into how it is done. It must be asked — can it be done in a better way? Most
people buy an investment and do not specifically structure the funding of that
acquisition.

Investments in Australia are not all taxed in the same manner. Some are exempt
whilst others are not. For those that are subject to income tax, consideration
needs to be given to the deductibility of expenses against such investments,
including interest bearing debt, or, making investments that produce income
which is subject to capped rate of tax.

Whilst the objective is to accumulate wealth, such an act can have the opposite
effect if you are a non-resident and there is no gearing on the investment.
Accordingly, investments not subject to tax should be acquired with no gearing.
Investments subject to tax should be acquired with gearing.

Net income from property is one such scenario. If a non-resident has net rental
income then that non-resident will be subject to income tax at non-resident rates
in respect of net Australian property income.

Non-resident income tax rates in Australia are currently as follows:

Taxable Income (AUD) Tax Payable
0-37,000 29%
37,001 - 80,000 $10,730 plus 30% on excess over $37,000
80,001 — 180,000 $23,630 plus 37% on excess over $80,000
180,001 plus $60,630 plus 45% on excess over $180,000

As you can see from the above table the taxation of non- residents can indeed be
quite taxing.

Since the objective is to accumulate wealth then it is necessary to arrange
matters in such a way where as much of the asset accumulated is maintained.
Paying income tax is one expense which reduces one’s wealth.

Considering that a non-resident has the ability to structure their affairs to
accumulate such wealth then it should be considered to interpose a foreign entity
in between yourself - the non-resident - and the asset. The foreign entity acts as
a financier, your own bank it is were. The funds provided to acquire the asset or
reduce the debt will be provided in the form of debt. The debt should be secured
so that the asset is protected. The interest charged by this entity will be
deductible in Australia against the income generated from the asset being funded
and may, in certain circumstances, depending on the country one resides in, not
be assessable or subject to a lower income tax rate than those provided above.



