DEPRECIATION

1. Rule
a. An entity can deduct the decline in value of a depreciating asset that is held
during the year (s 40-25(1) ITAA97)
b. To the extent that it is used for a taxable purpose (s 40-25(2) ITAA97)
i. Producing assessable income (s 40-25(7) ITAA97)
2. Is [asset] a depreciating asset?
a. Depreciating asset if it has a limited effective life and can reasonably be
expected to decline in value over its use (s40-30(1) ITAA97)
b. Excludes:
i. (1)(@)Land
ii. (1)(b) Trading stock
ii. (1)(c) Intangible assets (other than IP i.e. mentione
iv. Less than $300 —can depreciate all in year one (
v. Second hand assets acquired after 9 May 2017 use
premises are not deductible (s 40-27 ITAA97)
3. Has [asset] been held?
a. The holder is the legal owner (ltem 10 s 40-4
b. If equitable and legal owner, holder is legal own
4. Decline in value
a. Depreciation method
i. Choice of method
1. You can choose ma
chosen for asse
ii. Prime cost method (
1. Asset’s cost C
iii. Diminishing value mefio isitiof pre 10 May 2006) (s40-70)
) X (150%/effective life)

65 ITAA97). Once method is
hanged (s 40-130 ITAA97)

aigfents (s40-175 ITAA97)
FAmount paid for asset (s40-180)
a. Or greater of amount paid (incl non-cash) vs market value
(s40-185 ITAA97)
2. Amount paid for economic benefit contributed (s40-190)
a. E.g. transport, installation, improvement
3. Exclusions
a. Price reduced by ITCs available (s27-80 ITAA97)
b. Car limit of $57,581 (s40-230 ITAA97)
e. Base value
i. Asset cost or opening adjustable value (s40-85 ITAA97)



5. Balancing Adjustment Event
a. Is subdivision 40-D enlivened
i. If a balancing adjustment event has occurred (s 40-295 ITAA97)
1. Stops holding asset (sells or loses)
2. Stops using and expects to never use it again
b. Termination value
i. Amount received if sold / market value if stop using / insurance value if
lost (s 40-300; 40-305 ITAA97)
ii. Take out GST
c. Adjustable value
i. Cost, less decline in value (s40-85 ITAA97)
d. Effect
i. If termination value is more than adjustable value, in
assessable income (s 40-285(1))
ii. If termination value is less than adjustable value, the
deductible (s 40-285(2))
e. Exception
i. Roll over relief for CGT event (s 40-34Q
ii. Roll over relief for involuntary disposal’(s
6. Business related Black Hole expenditure

a. Rule
i. Capital expenditure that relatg [ carries on for the
purpose of producing asseg
ii. Even though it falls outsi
1. E.g.legal exp essful takeover bid
2. Settling litigat as capital in nature
b. Application

iii. Will be deductible ove
iv. Excludes




