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Division 7A loan exists to prevent private companies from distributing 
profits to shareholders (or their associates) in the form of loans or 
payments that would otherwise escape tax. Instead, it ensures such 
transactions are treated as either a compliant loan with strict conditions or 
as a taxable dividend.

Division 7A only applies to private companies, all loans, advances and other 
credits made by private companies to shareholders (or their associates).

The provisions of Division 7A are extremely complicated. Over the years 
these provisions have been progressively amended (and made even more 
complicated) to stamp out loopholes devised by enterprising taxpayers. 
Company shareholders and associates should be alert to
Division 7A’s potential application and seek technical advice where 
appropriate



MEANING OF ‘LOAN’ UNDER DIVISION 7A

Division 7A extends the meaning of 
'loan' to include:

An advance of money

A provision of credit, or any other 
form, of financial accommodation

A payment for a shareholder or their 
associate. 



SECURED & 

UNSECURED 

LOAN 

Secured loan - a Division 7A loan 
that is secured by a mortgage 
over real property, and with a 
maximum term of 25 years.

Unsecured loan - an unsecured 
Division 7A loan, and with a 
maximum term of 7 years.



WRITTEN 
AGREEMENT

• Before the private company's 
lodgment date for the income year in 
which the loan amount was given to 
the shareholder or associate, a 
written agreement must be in 
existence.

Microsoft Word 

Document



How to Identify Div 7A Loan

The Loan made to an Individual (Associated Person/ Director) is having a debit 

figure in the Balance sheet in the Prior year. 



DIV 7A LOAN

• The Loan amount from Prior Years should not have any movement in 

Current year. All the transactions made in Current financial year should be 

accounted to new Chart of account with the Year(As Highlighted below)



Div 7A Loan

 If the retained earning 

(Distributable surplus) of 

the current year is 

negative, the Div 7A rule 

is not applicable. 

Distributable Surplus 

             =   

      Net assets 

             + 

Division 7A amounts

             - 

Non-commercial loans 

             - 

  Paid-up share value 

             -

     Repayments of      

non-commercial loans



Div 7A Loan – ATO calculator

Steps to calculate a minimum yearly repayment and the amount of the loan not repaid by 

the end of an income year through ATO Division 7A calculator 



Step 1 – 
We can find ATO calculator for 
division 7A on google



Step 2 – 
Select Calculator to calculate 
minimum repayment



Step 3 – 

 Enter the income year of 

the loan (loan taken year) 

then, 

 Select whether loan is 

secured or unsecured 

based on the loan 

agreement made.

 Fill in the amalgamated 

loan in years 

 Select the year in which 

minimum year to be 

computed



Step 4 – 
Enter loan amount and 
select “yes” to calculate 
the principal and interest 
amount



Step 5 – 
You will get the 
minimum 
repayment to be 
made for the 
loan



Div 7A Loan – Repayment Method

There are 3 
popular methods 

to repayment 
the Debit Loan:

Actual Credit 
repayment 

made in current 
Financial year

Dividend 
declared by the 

company

Salary made to 
the individual



1. Actual Credit repayment made in current Financial year

Check the General ledger transactions for the credit 

(repayment) current year Loan movement.



2. Dividend declared by the company

Check the Franking Account balance. We need to calculate the maximum franked 

dividend based on the Credit balance X {(100-tax rate) / tax rate}

$245,236 * 75/25 = $735,708



3. Salary made to the Individual

If we are processing payroll, you need to look at the Net profit as of 30 June and 

check the director loan balance and run the payroll to meet the minimum 

repayment.



How to make Repayments to Loans

After choosing a repayment method, we could get an aggregate repayment 

amount. 

Allocate the total repayment available to the Minimum repayment in FIFO Method.

Example :

The total repayment available is $25,000, then the repayment will be as follows



Additional repayment available

After paid out the minimum repayments, the additional repayment available (e.g. 

3,570) will be utilized to the older Loan i.e. 2018 Loan.



Step 6 – 
You need to update the minimum repayment in the ATO Calculator to be made 
for the loan



RESULT



Journals for Div 7 A 

 Repayments paid via Dividend:

                                                  Dr.             Cr.

Dividend paid A/c  Dr                XXX     

Division 7a Loan A/c                                   XXX   

Interest Income A/c            XXX



Journals for Div 7 A 

 Repayments made in the Current year:

                                                                Dr.            Cr.

Current year loan / Bank A/c Dr              XXX     

Division 7a Loan A/c                                                XXX   

Interest Income A/c                        XXX



Thank You for Learning

Let’s resolve your doubts
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