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FRINGE BENEFITSTAX

(FBT)

Important — This booklet is simply a collection of Newsflashrticles relevant to FBT. The articles
are transferred from Newsflash into this booklet sat is best read from the back page forwards to

ensure you are reading the latest article on the pic first. Note that the information contained inthis

booklet is not updated regularly so it is importantthat you seek professional advice before acting an
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Introduction

Some clients are not taking full advantage ef BT concessions and others have packages thabare
beneficial. To help negotiate a package that maemiour benefits we have prepared a simple yeileeét
discussion on the main benefits you should be denisig. Please note in order to keep this sucdirtties
not cover every benefit but should help you to ustdad the traps and opportunities in most occapsti

The following does not apply to employees wiark in remote areas or for rebatable employerblipu
hospitals or benevolent institutions. If you worka remote area you need to read our Miners boaklét
consider many more concession than those listembéf you work for any of the others above you o
package benefits that do not have any concesamotigeir own right into the exempt or concessiorat pf
your package and then consider the following. Yeally need to seek advice on an individual basisrafer
to out FBT booklet for Public Hospitals and PBIs.

If your package is under $150,000 the onlgde benefits that are worth sacrificing are exebgstefits
(laptops, Utes, superannuation, minor etc) or adoamg a decent amount of kilometres but make gore
crunch the numbers and make an employee contribtdibring the taxable benefit to zero.

If you are self employed you can still sal@gckage fringe benefits if you operate throughuattor a
company as you can become an employee of thay.eBtit you can't be an employee of yourself sié t
business is operated through a partnership oisatedrader you cannot utilise these benefits.

The Dangers

If your gross wage after the salary sacrificdess than $150,000 and you can't get out of yonge
benefits package you will need to make an emplayedribution to reduce the taxable value of yourde
benefit to zero. An employee contribution is necessary with exempt fringe benefits that are galar
sacrificed such as superannuation, laptops, mabitages, minor benefits etc. because their taxadiigevis
already zero. The “taxable value” is normally tharket value of the benefit you receive, so, ifrypackage
is under $150,000, the only items worth salary ifeitrg are the exempt benefits or in most casesmla
(providing it is unlikely to have much business asd it will travel a reasonable amount of kilonesjt

If you pay some of the expenses of a packagegourself the ATO does not reduce the amourBi
your employer pays under the formula method. Sorgast keep the receipts and give them to your eyaplo
to include in the FBT calculation as employee abotions. If you don't do this you are effectivdidging
double taxed because you have already paid talkeombney you use to buy the fuel etc but your eygplcs
also deducting from your package the FBT he orlse to pay on the ATO's estimate of what the fuel
expense will be. If you are in the maximum tax ked@nd you pay $100 in fuel out of your own pocket
have had to earn $186.92. The ATO has also chaygad employer FBT of $86.92 because the formula
assumed you would use that fuel and the employeddvoave paid for it. You are effectively paying ta
twice on the same tank of fuel not to mention ted fax we all pay.

If you salary package a car you cannot claimexpenses for it in your personal tax return. Yiollineed
to crunch the numbers to see if it is worth losihig deduction. It may not be worth it if the cared few
kilometres. A log book can be used to solve thélgm if you are already in this situation.

If you do not travel many kilometres a pacldgar may be costing you more than it is worth. For
example if your car does less than 15,000 kilonsedrgear and it cost $38,000 the ATO considerstgdie
receiving a benefit worth $9880 per year or $828menth. Now unless your lease payments, fuel,irgpa
registration and insurance are more than this galary package is being reduced by FBT your emploge
to pay on a benefit you are not really receivimgother words the ATO's formula could calculate lbeeaefit
of the car to you to be greater than the cost ohing the car. More details on this calculation laeeow. If
this is the case you would be better taking youolelpackage as wages and providing the car forsgbiurf
you are already stuck in this position a log boak be used stop the negative effects but it wily oestore
equilibrium. A log book will not put you in a bettposition than if you provide the car for yourself

Be awarewhen negotiating your salary package with your leygr that your employer will not be liable
under the superannuation guarantee for any itempgokage. So you are losing 9% in super contohstilf
you are injured workers' compensation will only pey your salary not the fringe benefits packagelekk
you take advantage of the concessions your bengifieffectively be taxed at the maximum tax ratepaay
so will cost you and your employer as much as wagiit as part of your gross wage. Consideringltiss of
superannuation and workers' compensation it is rtapbthat the numbers are looked at very closely.
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What Benefits Are Worth Considering

Most fringe benefits are effectively taxed4ét5% so there is no real advantage in receiviegitand a
big disadvantage if you are not in that tax bragketrself. Some may gain an advantage from redutier
taxable income as Fringe Benefits are not includggur taxable income but the grossed up valub e is
included on your group certificate and in your imtax return. Whenever your taxable income isvegig
the authority you are reporting to will probablguest the Fringe Benefits Tax Amount as well. Tfuegethe
only real advantaged gained by arranging a FringeeBt Package is from those benefits that areeeith
exempt, concessionly taxed or not reportable. Exesngf these three classes of benefits are asmsillo

Exempt:
Otherwise Deductible Benefits- Tools, Briefcase, Calculator, Electronic Diary, Trale Journals etc
Items that would be tax deductible to you if youghased them yourself. As far as your taxablermeand
the tax payable, you are in the same position venetbu or your employer pays for the item but thera
bonus in that your employer (in most cases) woele@iititled to an input credit for the GST which éoypes
are not normally entitled to. Note there is no G#4dit available on interest.

An interesting turn on this concessiors\uaken to its full advantage in the National Aaish Bank v
FCT, 93 ATC 4914 where interest on a jointly owndperty is effectively fully deductible to the higst
income earner through salary sacrifice and theraise deductible rule. TR 93/32 and Case 63/96A96
578 clearly state that expenses relating to a Irgr@perty owned by more than one person must be
apportioned in accordance with the ownership istereFor many years this has been a problem wherob
the owners is in the zero or a lower tax brackanhtthe other and the property is negatively geared.

National Australia Bank v FCT, 93 ATC 4914shaovided a window of opportunity here throughasal
sacrificing. This case resolved that a loan predigbintly to an employee and associate was 1008mpk
from fringe benefits under the otherwise deductibie even though the employee would have only been
entitled to 50% because the other 50% was in refgead associate of the employee i.e. a spouse.

This arrangement in many circumstances canigedwuge advantages but there are many other sagnar
that could apply to your rental property. If th@perty is positively geared in most cases it wdwddbetter
just in the name of the spouse in the lower taxkef It just depends how far it is positively gge again
you need to crunch the numbers.

Using the National Australia Bank Case notyaallows a high income earner to maximise the negat
gearing benefits but when the property is sold atodit the capital gains are still be apportioredthe basis
of ownership. Therefore the low income spouseivesean equal share of the gain despite the facr lshe
did not claim an equal share of the expenses. h&uthis provides brilliant flexibility in that ithe low
income earner becomes the higher income earnerysichpnge the person who participates in the salary
sacrifice arrangement.

Careful, do not salary sacrifice special buaddwrite off or depreciation of plant and equiprhefhe
otherwise deductible rule would not apply to theagple portion of the repayments so there is noefie in
salary sacrificing them and the disadvantages dsgmiunder the heading Dangers would apply. Theeab
only applies to properties that the employee hasvamership interest in and expenses that the eraplagy
liable for even if only proportionately liable.

It has not been tested in the courts whethisrdase could apply to shares owned jointly. itegainly
worth considering as it would only be a change tairror and insignificant element of the NAB casetda

Protective Clothing and Computer Software -Only if needed for employment purposes.
Airport Lounge and Corporate Credit Card Membership
Taxi Travel — When one end of the journey is the place of wori thre travel is related to sickness or injury.
Certain Vehicles —Providing the following vehicles are only used fimme to work travel, business purposes
and other minor, infrequent and irregular travehe benefit received is exempt, MT 2024.
a) Motor Cycles
b) Vehicles designed to carry a load of at least oneé
c) Taxis, panel vans, utilities and commercial velidesigned to carry a load of less than 1 tonnediut
principally designed to carry passengers. AccaydinMT 2024 this includes Nissan Navara Dual Cab
Ute DX, Mazda Bravo 4WD Dual Cab Ute DX5, Toyotdud 4x2 Dual Cab Ute, Ford Courier
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4x2Crew Cab pick-up GL and Holden Ute Series N9lw V8. Other vehicles that have more load
space than passenger space may well qualify.
If you have a long way to travel to work and canmatke that trip otherwise deductible (i.e. carrikipuools
due to no safe storage at work) it may be worthngsiour employer to supply you with a vehicle tffigg
into one of the classes above, if you have anatheto use for private. This will effectively alloyou a tax
deduction for all your home to work travel. Or iolldr terms close to halve your costs for runnimg tehicle
if you are at the maximum tax rate.
Superannuation —The superannuation fund will have to pay 15% taxtlee contribution your employer
makes on your behalf but in most cases this woaltebs that the tax you would have to pay if yaened
the money yourself. Another benefit is any futeaenings on the investment will only be taxed &b615
Minor Benefits — These are irregular benefits that cost the empliegs than $300 aftef'April 2007 ($100
before that date). Note you can use an employetilsotion to bring a benefit down to the $300 kimi
Laptops —Your employer can give you a new laptop each wairout any FBT liability.
Mobile Phones— Providing it is used primarily for work relatpdrposes.
Relocation Costs -This includes travel meals and accommodation eterfor all the family. The cost of
temporary accommodation, costs of selling and masiciy a home are also exempt.

With these benefits your employer does not BBy and the amount of the benefit does not appear
your group certificate or tax return. Neverthelgsair employer will no doubt reduce your incomeé&y for
the benefit so it must be of use to you. For eXanfpyour employer reduces your pay by $100 tovjate
you with a minor benefit your never use you hast yjuasted at least $53.50 in after tax dollars.

Concessionly Taxed:

Car Benefits —Other than cars included under exempt benefits.b@aefits calculated under the statutory
formula can be used to your benefit if you travelement amount of kilometres for private purpos@s. the
other hand if the car does not travel a lot of tkiéires or a high percentage of the travel is wel&ted the
formula can work against you. The formula deteesithe taxable value of the car benefit but muyiingl
the original cost of the car by one of the follog/ipercentages depending on the number of kilométres
traveled that year:

Kilometres Travelled % Kilometres Travelled %
Less than 15,000 26% 25,000 to 40,000 11%
15,000 to 24,999 20% Over 40,000 7%

Note if the car has been owned by the employer or anciate of the employer for more than 4 years only
two thirds of the original cost is used to calceltite taxable benefit.

Non — Reportable:

Note non reportable benefits are only a benefit to forou have something to gain by understating your
taxable income. Being not reportable does not gtepbenefit being effectively taxed at the maximiax
rate through FBT. Further don't forget the supewation guarantee and workers' compensation
disincentives. If the taxable value of all younfe benefits (excluding exempt and non-reportainles) is
less than $2,000 front"April, 2006 ($1,000 before then) they are not ieglito be recorded on your group
certificate. Examples of other non-reportabledfigs are:

* Meal Entertainment

» Car Parking

» Entertainment Facilities

* Overseas Emergency Health Care or Living Allowance

» Police Cars, Ambulance and Fire Vehicle- When driven between work and home.

* Benefits to the Defence Forces For example storage, reunion travel, housing,
rental assistance, removal and travel assistanme m@rriage breakdown.

Fringe Benefits Tax Booklet -6-
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



Salary packaging — Changing tax bracket
With the maximum tax bracket Threshold liftitwg$150,000 in the 2006/2007 year it is time tevaluate
your salary package. If you are receiving fringmdfits as part of your package your employer bl
paying FBT on these at the maximum tax rate. Ui woe not in the maximum tax bracket any more it is
important that you make an employee contributiorbtting the taxable benefit down to zero. This will
effectively mean the benefit is taxed at your teacket rather than the maximum bracket

Salary packaging — Improve take home pay

If your salary package reduces your grosstpdgss than $150,000 you can improve your takaehpay
at the ATO’s expense by making employee contrimstioFringe benefits tax is based on the assumfitain
if you received the money for the benefit in yoaly packet all of it will be taxed at the maximunadket.
So if your salary package before the sacrifice vierd150,000 but under $150,000 once the sacrifice
deducted you need to make an employee contribufiashortcut is to contribute the amount of the tdga
value.

Note there are special concessions for empkyd hospitals and public benevolent institutiartsch
make salary sacrificing attractive no matter whainincome as long as the package is within thédiof the
concessions. This issue is addressed in our biooklEBT for Public Hospitals and PBIs..

If your package is under $150,000 before diédgcthe salary sacrifice you should make employee
contributions to reduce the “taxable value” of tremefit to zero. An employee contribution is netessary
with exempt fringe benefits that are salary samedi such as superannuation, laptops, mobile phomasy
benefits etc. because their taxable value is afreatb. The “taxable value” is normally the markatue of
the benefit you receive, so, if your package isaur#ll 50,000, the only items worth salary sacrificame the
exempt benefits or in most cases a car (providing unlikely to have much business use and it tralvel a
reasonable amount of kilometres). The first wodeth below will help you calculate the taxable eabh a
car and therefore the employee contribution necgssehe second worksheet helps you work out howhmu
it will cost your employer to provide you with tlear and therefore how much your salary will needheéo
reduced by in order to receive the car.

This also applies to the self-employed thaerafe through a company or trust. In these cases t
employee contribution is normally done by journatirg when the tax returns are done.

Note you will not be able to claim a tax detitat in your personal income tax return for thetagausing a
salary sacrificed car for your work.

Taxable Value of Vehicle

GST Inclusive cost of the wehicle Statutory Fraction

Multiply by statutory fraction Total kilometres pa less than 15,000 0.26
Total kilometres pa 15,000 to 24,999 0.20

Taxable Value Total kilometres pa 25,000 to 40,000 0.11
Total kilometres pa over 40,000 0.07

Calculate The Cost to the Employer of Providing the Car:
Lease Payments

Fuel
Registration Actual Running Cost*
Insurance Add: GST Payable on Employee
Repairs and Maintenance Contribution
Tyres Add FBT Payable
Less: GST on Running Costs
Total Costs GST Inclusive * Less: Employee Contribution
For GST on Abowe Divide by 11
Real Cost to Employer and normally
GST on Running Costs the amount of the salary sacrifice
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Relocation expenses

The cost you incur transferring your householdnother work location are not deductible betytare an
exempt fringe benefit so you should negotiate wihr employer to have them pay these costs evireié
is a corresponding reduction in your income betaxe

Employee contributions for FBT and the BAS

On the 21 May, 2001 the Commissioner released GSTR 2001i8hdeals with employee contributions
towards fringe benefits, being subject to GST. ddalthe employee makes the contribution by wayaging
the actual expenses associated with the benetih (as fuel) and no input credit has been claimethose
expenses the taxable employee contribution is peapin the BAS in the quarter in which it is rees if the
BAS is on a Cash basis. According to GSTR 2000/pdragraph 24, if the BAS is on an accruals or non
cash basis all of the employee contribution isuded in the BAS in which the first amount is reegivor
when a bill is issued to an employee unless thieafmount is not know then only the amount receiiseed
included. While the ruling doesn’t address thislieve the legislation supports that the full amtoof the
contribution should be included when the supplyniade if this is the first thing to happen and yoe a
reporting on a non-cash basis.

Unfortunately the ruling only looks at the ited circumstances of employees who are not owoiketise
company. Many of our clients own companies ortsra$ which they are employees. They don'’t payde
benefits tax because they make employee contrisitio cancel out the benefit. Many clients mayewsn
be fully aware of this because until now the eihtag been made by journal entry by the accountaahiline
tax return is done. This is permitted to be dateospectively under ruling MT2050. GSTR2001/3eqts
that the employee can make a contribution afteetiteof the FBT year and have it apply to that ye&w in
order to be technically correct the journal, wheadm should not be back dated as it has been ipatstebut
dated the date it is made. This way it can beectiyr recorded in the BAS for the period when tbecantant
is doing the work. Just make sure you get thisrmation for your BAS. We have had the above apgno
confirmed by the NTAA and ATO.

The above probably applies to you if your e#his owned by a trust or company and you areémdte
maximum tax bracket, or if an employee makes couations to you.

In short, what to do Now:

If you have employees who make actual contioing during the year and you prepare your BAS oash
basis you will have to enter these amounts on th® #r each period they are received. If you prepaur
BAS on a non-cash accruals basis you have to iedilldhe future payments when the first one igirexd or
you issue a bill or the goods are supplied unlesgdtal amount is uncertain. This should not peadlem if
the contribution is for goods as they have beermlgegh so the amount should have been set. Thdegmob
arises when a car is provided on an ongoing basigere seems to be a good argument here that thle to
amount is not certain so the contribution only e be included when it is received or the joumnatry
made. In the latter case where you are at riskigsing this one off entry as it does not go thiotige
cashbook. So if you are preparing your own BAStdionget to ask you accountant for this amount whiee
business income tax return is done.

Some employees will be making an annual douation in the June quarter as in most cases thikels
guarter when the liability is calculated for theTFBeturn. The fringe benefit calculation for motahicles
based on the formula method is reasonably simpteonce shown by your accountant you should betable
do it yourself in future years. But note when tlae has been held for more than 4 years, at theriag of
the FBT year, the cost base in the formula is reduo 2/3rds of the original cost. If you are againg for
the car on a log book basis the fringe benefitudaton is much more complex.
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FBT return preparation

How to account for those Christmas parties and gift

Gifts that are not entertainment are fully teeductible and a GST input credit is availabl¢ they are
subject to FBT if they exceed $100 per employe®@$after £ April, 2007). If they are gifts to a customer
they are fully deductible, a GST input tax crediavailable and no FBT payable.

A Christmas party is considered entertainmsnthe following dissection needs to be made ofeh
attending:
Family members etc of employees FBT payable, tax deductible and input credit lbarclaimed. But if the
total value to the family of the benefit receiveduinder $100 ($300 after Bpril, 2007) no FBT, no GST
input credit and no tax deduction. The employeaskeif or herself is included in the family totallife party
is away from work or not on a normal working day.
Employees -on a normal working day at work no FBT, no tax ulgtn for the expense and no input credit
can be claimed. If not at work or not on a normatking day FBT applies and a tax deduction anditinp
credit is allowed if the benefit in total receivby the employee and his or her family exceeds ¥$300
after £ April, 2007). If it does not exceed $100 ($30€af™ April, 2007) no FBT is payable but no tax
deduction or input credit.
Customers— No tax deduction, no GST input credit and no FRyable.
There are 2 methods available for apportioningctists between employees, family members and custome
One is a 12 week register which is not really appede for a one off Christmas party. The othethis 50/50
method which allows you to assume one half of th&l expense is subject to FBT. Therefore only loalé of
the expense is deductible. But careful as, if tm@wnt per employer qualifies as a minor benefinthe tax
deduction is permitted. If you use this methoddtteer half of the expense that is not deemed ta benefit
is not tax deductible. The availability of the G8put credit is on the same basis as the tax duxlitgt
References — TR97/17, FBTAA 136(1) and 58P

What To Put On Group Certificates:

Fringe Benefits need only be included on greepificates if their value before grossing up eedas
$1,000. But if this is the case the whole amonaluiding the first $1,000 is included. This $1,@Bfeshold
changes to $2,000 fron?'JApril, 2007. The FBT year finishes on®8March yet group certificates don’t
come out until 38 June. So the group certificates for the yearednd8d" June, 2007 will show fringe
benefits supplied from*1April 2006 to 3% March 2007. Some fringe benefits such as mealsanparking
are excluded from the $1,000 limit and excludednfrine amount to appear on the group certificatbe T
gross up rate for reportable fringe benefits i$2Bregardless of whether GST applies to the biemefiot.
Employee Contribution:

The amount of the fringe benefit can be redumg employee contributions but if these are madeash,
GST and income tax is payable on this amount byetm@loyer. GST is not payable if the employee
contribution is towards motel accommodation or & @G8e expense such as health insurance.

Administration fee for salary packaging

ID 2003/566 states that the small monthlyastriightly fee charged to cover the cost or adnenisg a
salary package is not tax deductible to the em@oy@n the other hand such an administration faddvoe a
direct cost to the employer of running his or hesibhess so fully deductible. So, it is bettertfor employer
to be the one to incur these costs.

Salary packaging a car — Sometimes it can go wrong

Note the following is not for employees of pibals or public benevolent institutions.

Recently we have come across some salary giagkaf cars that has actually made the employesevo
off. About a year ago we published some artideshe calculations to work out the actual benedfts
salary package and these are still available is boioklet. We understand that the calculationsgaite
complicated so the following is a list sdbmeof the pit falls. If you think these could apptyyou it is worth
reading the booklet or talking to us. Note thdofeing is not conclusive just some examples we haorae
across. To really know if your package is rightiyoust crunch the numbers.
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1) The ATO determine the FBT payable by your empptdoy a formula that increases the amount of FBT
payable if the kilometres travelled by the car lang, the higher the kilometres travelled the mousibess
purpose the ATO assumes the car has. The forrakés the purchase price of the car (assuming hess4
years old) and multiplies it by one of the follogin

Total kilometres p.a. less than 15,000 0.26
Total kilometres p.a. 15,000 to 24,999 0.20
Total kilometres p.a. 25,000 to 20,000 0.11
Total kilometres p.a. over 40,000 0.07

If your car is only doing 15,000 kilometresdait cost $38,000 the ATO considers you to be keegia
benefit worth $9880 per year or $823 per monthwNimless your lease payments, fuel, repairs, regish
and insurance are more than this your salary pacisageing reduced by FBT your employer has toqrag
benefit you are not really receiving. In other d®the ATO's formula calculates the benefit ofdaeto you
to be greater than the cost of running the cary@owould be better paying the tax on your package
providing the car for yourself.

A log book can be used stop the negative effetthe above but it will only restore equilibmu A log
book will not put you in a better position tharydu provide the car for yourself.

2) If your gross wage after the salary sacrifisdeiss than $150,000 you will need to make an eyeplo
contribution to reduce your fringe benefit to zefte tax your employer pays on your non exemptrgala
sacrifices is at 46.5%, which is the maximum peasoax bracket and is not reduced just because gour
personal tax rate is lower. Therefore it is impottthat you make an employee contribution to bthng
taxable value of your benefit to zero as you wall/pess tax on the money than your employer. Tiseséll

a benefit in salary packaging a car even if youusiger the maximum tax bracket threshold. If yoidoing

a high amount of private kilometres as discusseyalbhe ATO assumes in its formula that there lggh
business portion and reduces the FBT payable aogbyd If your package is under $150,000 the only
fringe benefits that are worth sacrificing are epéeinenefits (laptops, superannuation, utes, mimnehts,
etc) or a car providing it travels a reasonable amof kilometres. In the latter case it is imgi@that the
numbers are crunched to ensure there is a reafibene

3) If you pay some of the car's expenses youtBelATO does not reduce the amount of FBT your eggsl
pays under the formula in point 1) above. So yastkeep the receipts and give them to your empltye
include in the FBT calculation as employee contidms. If you don't do this you are effectivelyirg
double taxed because you have already paid talkeomoney you use to buy the fuel etc but your eygslcs
also deducting from your package the FBT he orlse to pay on the ATO's estimate of what the fuel
expense will be. If you are in the maximum taxcket and you pay $100 in fuel out of your own pdckai
have had to earn $186.92. On top of that the AT@s formula discussed in 1) above have taken int
account that car will use that in fuel so will aparyour employer FBT which your employer will tadet of
your pre tax salary package. You are effectivalyipg tax twice on the same tank of fuel not to tieenthe
fuel tax we all pay.

Rental Properties

TR 93/32 and Case 63/96, 96 ATC 578 cleadyesthat expenses relating to a rental propertyedwy
more than one person must be apportioned in accoedaith the ownership interest. For many yehis t
has been a problem when one of the owners is ire¢he or a lower tax bracket than the other and the
property is negatively geared.

National Australia Bank v FCT, 93 ATC 4914shaovided a window of opportunity here throughasal
sacrificing. This case resolved that a loan predigbintly to an employee and associate was 1008mpk
from fringe benefits under the otherwise deductihblle even though the employee would have only been
entitled to 50% because the other 50% was in refgaad associate of the employee i.e. a spouse.

For example A & B are married and own a reptaperty as joint tenants which means they auticalbt
are required to split the profit or loss from thegerty 50:50. The loan, rates, insurance etc laeeia joint
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names. A has no other income and B is in the maxirtax bracket by more than $20,000. The progerty
negatively geared as follows:

Rent Income $15,000
Less:
Rates ($1,800), Insurance ($600) & Interest ($1@),0 $20,400
Special Building Write Off 5,000 25,400
Loss 10,400= 5,200 each

The tax refund to B is $2,418 ($5,200 x 46.5%).redeives no refund but may be able to carry forviaed
losses for the future unless exempt income suéfaasly Payment Part B is being received. The actfiar

tax cash flow cost of the rental property is thesainsurance and interest of $20,400 less rexafived of
$15,000 less the tax refund of $2,418 = $2,9820bpbcket each year.

If B salary sacrifices expenses they are paid leeB) 46.5% tax bracket is applied to the incorfis is the
equivalent dollar wise to claiming a tax deductlmst no FBT is payable by the employer because ®f th
otherwise deductible rule. If B salary sacrifithe Rates, Insurance and Interest, a total of $B0BIs take
home pay is only reduced by $20,400 x 53.5% = #D[®ecause unlike take home pay no tax was payable
on the $20,400. The rental property net incomeutation for A &B is now as follows:

Rent Income $15,000
Less: Special Building Write Off _ 5,000
Profit $200 = $5,000 each. Note this will have a mindeafA's part B

family payment.

The $5,000 will be included in B's taxable inconesulting in a tax bill of $2,325. Under the traoiital
method the property was costing an extra $2,9&2é&hnflow each year. Under the salary sacrificenotethe
cashflow would be the rental income of $15,000 tessreduction in take home pay of $10,914 lesst&s
payable of $2,325 and A’s loss of part B say $2R0000 x .20) = $1,561 positive. That is an ansaaing
of $2,982 plus $1,561 = $4,543.

Note there are many other scenarios that could appyptw rental property. If the property is positivel
geared in most cases it would be better just inndmme of the spouse in the lower tax bracket. Eade
needs to be looked at individually.

Not only does the above allow a high incomen@ato maximise the negative gearing benefitswin
the property is sold at a profit the capital gaans still be apportioned on the basis of ownershigerefore
the low income spouse receives an equal shareeafdin despite the fact he or she did not claineguml
share of the expenses. Further this provides dmtillflexibility in that if the low income earner dmmes the
higher income earner simply change the person vanticgpates in the salary sacrifice arrangement.

Careful, do not salary sacrifice special buaddwrite off or depreciation of plant and equiprhefhe
otherwise deductible rule would not apply to then@ple portion of the repayments so make sure goly
sacrifice the interest portion. If you have anyeductible debt the rental property loan sho@dnberest
only anyway. The above only applies to propertiest the employee has an ownership interest in and
expenses that the employee is liable for evenlif proportionately liable.

Secret plans and clever tricks

Employers, if you want to take advantage of theOSEB00 from I' April, 2007) minor benefit exemption
from FBT but the expense exceeded that amount,lgihgve the employee make an employee contribution
sufficient to bring the expense down to the $1080@from £' April, 2007). You will still get a full input
credit (providing the benefit is not entertainmet)all the expense as you will be liable for G&T1/11" of
the employee contribution unless the employee dnrtton is towards motel accommodation or a GSE fre
expense such as health insurance.

Note there are other requirements to meetiner benefit exemption under 58P as follows:
58P(1)(a) The benefit is provided in respect of lympent
58P(1)(b) The benefit is not an airline transp@nméfit
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58P(1)(c) The benefit must not be an inhouse esgppayment, inhouse property, or inhouse residual.
58P(1)(f) The benefit must be infrequent and wiag

There are special conditions for exempt eygfm Also section 58P(2) links associated beneft a
benefit of $75 to an employee and the same sdboenéfit to their spouse makes the amount $156%@.
over the threshold until®1April, 2007 when the threshold increases to $300.

Ultimate secret plan and clever trick with rental properties

Earlier in this booklet we covered National Ausadank v FCT 1993 ATC 4914. The case resolvetl tha
a loan provided jointly to an employee and asseciafs 100% exempt from fringe benefits under the
otherwise deductible rule even though the emplayeeld have only been entitled to 50% because therot
50% was in regard to an associate of the emplogea spouse.

Not only does this allow a high income earttemaximise the negative gearing benefits but wihen
property is sold at a profit the capital gains wtill be apportioned on the basis of ownershifer&fore the
low income spouse receives an equal share of tinedgapite the fact he or she did not claim an ksjoare
of the expenses. Further this provides brillidaxibility in that if the low income earner becontég higher
income earner simply change the person who paategin the salary sacrifice arrangement.

There were many doubters that such a goldeorgmity has existed since 1993 without being ghiuo
public attention. To prove our point we appliediie ATO for a ruling.

Now this ruling is a private ruling so can yrie enforced on the ATO by the individual applican
Accordingly, each employee wishing to utilise tb&se needs to pursue his or her employer to atioepase
or apply for their own ruling to be safe. Therdlwe a major problem with employers as they geteus
benefit from the arrangement yet would be madeatpFBT if the ATO takes a narrow view or have ty pa
their accountants to apply for a ruling. This rel@bly why the concept has not yet taken off whecla
shame as it can save employees thousands of dellarg year.

To solve this we have prepared a kit to preseiyour employer. The kit explains the whole cgpt in
detail. There is a page for the employer, the eyg# and the employer’s accountant. There is also
checklist of dos and don’ts to make sure you stitkin the bounds of the precedent case, a workadele,
suggested issues for the employment agreemenmplogee declaration and booklets of advice on C&d a
Rental Property Taxation Issues. The kit inclualespy of the ruling we have received and all tapgowork
necessary for the employer to apply for their owivgte ruling by simply putting in their personagtdlils,
signing and posting. At $150 (tax deductible) #ieis considerably cheaper than your employer goin
through the ruling process from scratch. But miarportantly it will help you explain it to your erfgyer
and your employer’s accountant how simple it isyfou to save tax every year. More details arelabia on
our web sitevww.bantacs.com.aor phone your nearest BANTACS office for copy.

Home to work travel an exempt fringe benefit

Most fringe benefits are effectively taxed4ét5% so there is no real advantage in receiviegitand a
big disadvantage if you are not in that tax bragketrself. Some may gain an advantage from redutiair
taxable income as Fringe Benefits are not includggur taxable income but the grossed up valub e is
included on your group certificate and in your immtax return. Whenever your taxable income isviait,
the authority you are reporting to will probablyguest the Fringe Benefits Tax Amount as well. €fae
the only real advantage gained by arranging a EriBgnefit Package is from those benefits that dhere
exempt, concessionly taxed or not reportable.

Exempt use includes "Non CarsProviding the following vehicles are only used fimme to work travel,
business purposes and other minor, infrequentra@gular travel. The benefit received is exempt, 2024.

a) Motor Cycles
b) Vehicles designed to carry a load of at leasttomne
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c) Taxis, panel vans, utilities and commercial ckds designed to carry a load of less than 1 tdwme
not principally designed to carry passengers.cofading to MT 2024 this includes Nissan Navara
Dual Cab Ute DX, Mazda Bravo 4WD Dual Cab Ute DX®yota Hilux 4x2 Dual Cab Ute, Ford
Courier 4x2Crew  Cab pick-up GL and Holden Uteieelll 179kw V8. Other vehicles that have
more load space than passenger space may weéfl/qua
If you have a long way to travel to work arahiot make that trip otherwise deductible (i.erycaulky
tools due to no safe storage at work) it may bethwpurchasing a vehicle that fits into one of thesses
above, if you have another car to use for privaiis will effectively allow you a tax deductionrfgour
entire home to work travel. Or in dollar termsvgalour costs for running the vehicle if you aretla
maximum tax rate.

Salary sacrifice and employees of Hospitals or Publ
Benevolent Institutions (PBIs)

Employees of Hospitals and Public Benevoleastifutions can receive a limited amount of frirmgnefits
without their employer being liable to pay fringenefits tax. This effectively means the benefiteiseived
tax free just like the good old days. The limitiga depending on whether GST is applicable tobreefit
your receive or not. It is around $8,000 taxald¢ug for hospitals and $14,090 taxable value fdoliBu
Benevolent institutions. The taxable value is raliynthe actual cost of the benefit supplied. Atstory
formula can be used to calculate the taxable vafl@ecar the formula works as follows:

Statutory Fraction

Kilometres Travelled % Kilometres Travelled %
Less than 15,000 26% 25,000 to 40,000 11P6
15,000 to 24,999 20% Over 40,000 79

Statutory Formula — Taxable Value of Vehicle

GST Inclusive Cost of Vehicle
Multiply by the Statutory Fraction
Taxable Value

Exempt fringe benefits such as superannuambops, mobile phones and minor benefits arenubaded
in the limit and are not subject to FBT so theseedfectively tax free as well, though superanrurais taxed
in the hands of the superannuation fund.

If your taxable income after salary sacrific@inder $150,000 make sure any benefits you reasier and
above the exemption limit (around $8,000 or $14 @®@BIs) are exempt in their own right. If yoa thore
than this it will be necessary to make an emplagadribution to cancel the taxable value of theakenefit
down to zero. Otherwise you are effectively paytimg maximum tax rate on the excess benefit whgouf
had received the cash instead it would have beeultat a lower rate.

Note you will not be able to claim a tax detitart in your personal income tax return for thetagausing a
salary sacrificed car for your work.

Ensure the maximum benefit from packaging a car

There is no doubt that the calculations retato salary packaging a car under the ATO fornmaéghod
are complex. Unfortunately this means that manpleyees don't crunch the numbers. For years we hav
been advocating spreadsheets and crunching theansrabt nobody seems to be interested. So instead
have produced a few basic rules, that in most wistances, will ensure you maximise the benefityigenl
by FBT. Note ideally you should seek professiamhlice in regard to your particular circumstancBsit if
that is never going to happen at least make sureguoer the following:
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1) Work out the taxable value of the car and makemployee contribution of this amount this wdt only
ensure you get the maximum benefit but also redinee amount of workers' compensation and
superannuation contributions you lose. To caleutaé taxable value of a car multiply the origiG8T
inclusive purchase price (unless over 4 years loydpne of the following depending on the amount of
kilometres the car travels within a year:

Kilometres Travelled % Kilometres Travelled %
Less than 15,000 26% 25,000 to 40,000 11po
15,000 to 24,999 20% Over 40,000 79

2) If the taxable value before grossing up is ntben the actual cost of running the vehicle yauiarthe
unusual position where salary packaging the cdmail benefit you.

3) The employee should not incur any direct costegard to the car or if unavoidable the emplosfeeuld
be reimbursed for these costs, as the employeat iganmitted a tax deduction for them. To do othse
could result in the amount effectively being taxedte plus GST.

4) As the employee will not be entitled to a taeddction for the vehicle even under, the kilometethod,
careful crunching of numbers should be done befoeepackage is taken if the car is used at all for
business. If a car used for business purposebeaady packaged it may be necessary, to ensure the
maximum benefit, to keep a log book and use thgaacbsts method rather than the formula.

More FBT mistakes

Public Hospital or PBI employees who salargriiae into superannuation could be paying 15%nogech
tax.

Employees of exempt employers, which are uBtispitals or Public Benevolent Institutions (PBEre
entitled to receive a set amount of fringe benefithout their employers being liable to pay FBIL.is the
intention of the government in providing this cossien to help these employers attract staff son¢pki
advantage of this is perfectly legitimate with t"€O. Public Hospitals are permitted to pay eaclpleyee
the grossed up equivalent $17,000 and PBIs $30,006te employees of more than one PBI or Public
Hospital are entitled to multiply the limit by timember of exempt employers they have.

At one of our FBT seminars | was horrifiedfittd an employee of a PBI was using the exemptigoto
salary sacrifice into Superannuation. This mehat instead of getting the amount tax free as wbeldhe
case had it been any other expense, the PBI gedyas paying 15% tax.

| can't blame the ATO for this one other thia@ fact their laws are too complex for many toenstand.
The superannuation fund was receiving the coniobuts an employer contribution so the fund wasididao
pay 15% tax on it. Now if the employee in thised®d used the money for any benefit other thah oas
superannuation it would not have been taxed, atuplto the exempt fringe benefit limit. It is gnts entry
into a superannuation fund as an employer contabubat triggered the tax.

It is also a waste to package exempt or cammesl benefits into the exempt portion of the @ayek that
has resulted from an employer being a public hakpit PBI. Please don't let this discourage yaanir
packaging as there are huge benefits if it is dagi.

Please take the time to get the rightadvEven the ATO does not want to collect taxeher

FBT on Christmas parties

FBT (Fringe Benefit Tax) or the lack of a taxddetion and no GST input credit can tax a ChristPaty
more than normal wages.

As a Christmas Party is considered entertainnibist can result in the expense not being tax cidala or
FBT applying at the maximum tax bracket. Assunthmg Christmas Party is not held in the work placeao
normal working day. If the cost per employee is entitan $100 (includes cost of employee’s family and
amount $300 on®1April, 2007) FBT is payable, an input tax credinde claimed with the net amount and
FBT being tax deductible. If the total value te flamily of the benefit received is under $100 (8%@m =
April, 2007) no FBT is payable, but no GST inpuedit or tax deduction can be claimed. If clients o
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customers attend there is no tax deduction, no @8t credit and no FBT payable on their sharehef t
costs.

The above is important for you to note becatsall be relevant to the preparation of your BA8d the
ATO is aware that about a 193f all FBT calculations are wrong so are steppipgaudit activity in that
area.

Considering the paperwork involved and the aapibn of FBT at the maximum tax bracket it may be
worth considering paying a Christmas bonus anthtethe employees themselves put on a Christmag.Par
References — TR97/17, FBTAA 136(1) and 58P

FBT time

ON 37" MARCH THE SPEEDO READING SHOULD BE TAKEN FOR ALL
VEHICLES THAT ARE AVAILABLE FOR THE PRIVATE USE OEEMPLOYEES.

If you want the option of choosing between stetutory method and the formula method for meagur
the FBT on a car supplied to an employee and &dmix has not been kept for the last 5 years, thdbémk
must be started before 3March.

Many Employers don't realise they are requiieedomplete an FBT return because they don’tsedhey
provide Fringe Benefits to their employees. Ymn’'t need to be providing cars and other obvioersefits
to be liable for FBT; the following also createBT liability:

» Christmas parties where the benefit to an emplayeleding his or her family exceeds $100 ($300

from 1% April, 2007)

« Loans to employees where the deemed interest wexdded $100 ($300 front'1April, 2007) this
includes overpayment of wages (ID2003/233) and amyance of money or credit terms (section
136(1))

* Use of the Company Bus, Ute, Truck etc for priyaieposes.

Enough compliance issues now for some funcreéddlan & Clever Trick number 24 (Refer booklet a
www.bantacs.com.afor the other 23). When an employer leases &otan employee under an arms length
novated lease with a residual value that complidéis W28 and the employee purchases the car atmideof
the lease any profit the employee makes when gettia car is not subject to FBT. 1D2003/320 st the
employee is also not taxed on it under Subdivig0fB. But the ruling does not specify that theome is
not assessable under section 6-5. TR 92/3 at izgolad 6 states that a transaction of a non bustagpayer
is not considered income if the intention of thanwaction is not profit making. Accordingly, it mot
recommended that you pay the residual and settahenmediately. It must be clear that you dignitchase
the car purely with the intention of selling itaaprofit. Note this will not work for the self groyed using a
company or a trust, as they will be caught by Subitin 20-B because the lease payments have beéda ma
by an associate.

FBT return time again

FBT returns are due to be lodged b{/ Ray. Hopefully, the following set of points covalt those little

guestions that will come to mind while preparingiy&BT return.

1) The employer is required to remit 1/1af an employee contribution as GST to the ATOthetGST
inclusive value of the contribution is used to reglthe taxable value of the benefit provided.

2) ltis always the GST inclusive price that is inaddn any FBT calculation. For example calculating
the value of a car benefit under the operating cwthod the fuel is GST inclusive.

3) If the amount of the benefit before grossing ufess than $1,000 ($2,000 frorft April, 2007) it does
not need to be reported on PAYG Summaries (GroutifiCates). The gross up rate for reportable
fringe benefits is 1.8692 regardless of whethebi@efit was subject to GST or not.

4) The gross up rate for benefits that included GS@ oar that was purchased after the introduction of
GST is 2.0647.

5) The gross up rate for benefits that do not incl@®T or a car that was purchased before the
introduction of GST is 1.8692

6) The car formula method rates are:
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Kilometres Travelled % Kilometres Travelled %
Less than 15,000 26% 25,000 to 40,000 11po
15,000 to 24,999 20% Over 40,000 79

7) Don't forget to calculate the notional irgsr for a car that is not under finance. The egels

calculated on the written down value of the cahatstart of the FBT year.

FBT benefits of a cheaper car

Under the statutory formula method FBT is ghted by multiplying the original purchase pridetee car
(or two thirds of it if the car has been ownedeaded for more than 4 years) by a percentage ¢oat@ses as
the kilometres travelled by the car each year ees. This means a cheaper car can save youihegap$s
even though it costs around the same to run asra expensive car. If you travel a lot of kilomsttee FBT
could be insignificant and no amount may be reptetan your PAYG summary even if the car is 100%
private use. For example | compare an old caypedl new car, and a cheap new car - they allettes
25,000km:

New Car $35,000 Old Car $8,000 New Car $14,000
Fuel $2,500 $2,500 2,500
Rego & Insurance 1,200 1,000 1,100
Repairs & Maintenance 600 1,000 600
Interest @ 7% 2,450 560 980
Depreciation @ 12.5% 4,375 1,000 1,750
FBT = Cost x 11 % x 2.0647 x 46.5% 3,696 845 1,479
Total cost of providing the carer year 14,821 6,905 8,409

If an employee is concerned about the ReplartAmount that appears on their PAYG summary a car
costing just $8,000 is very attractive as the téxamount is only $8,000 x 11% = $880. As this antas
under $1,000 (increases to $2,000 frothAbril, 2007) it is not reportable on the PAYG Suamy if the
employee does not receive any other fringe benefits

In the case of the older but cheaper car aplaree would have trouble finding a finance comp#mat
would provide a novated lease. If the employee employed by his or her own company or trust the
business can simply purchase the car outright. rGihmployees may only be able to take advantag&isf t
strategy by taking a novated lease on a new daeatheaper end of the market. | have heard a deeraaised
for around $14,000.

A couple of FBT tips:

1) Purchase or lease vehicles that are subject toigBAarch. Once the vehicle has been held for more
than 4 years at the start of a FBT year which®isApril, only two thirds of the value is used to
calculate the benefit received under the formula.

2) If you are not in the maximum tax bracket make mpleyee contribution to reduce the FBT to zero

The operating cost method can save a fortune in FBT

When calculating the FBT payable on a car the eyaplbas a choice of two methods:
1) The operating cost method which is the actual caegisortion between business and private use
according to a log boolOr
2) The formula method which is a percentage of thgimai price of the vehicle (unless more than 4
years old). The percentage applied depends omutmder of kilometres travelled by the vehicle.
The formula assumes that the more kilometres tievddy the vehicle the higher the ratio of business
use to private use.
As you can see from the above if a car doedrawvel many kilometres yet the travel is mainly boisiness
a better FBT result will come from a log book. 38 also the case if the vehicle has a very heghgntage
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of business kilometres. On the other hand the ditarmethod can allow some of the cost of a car gsésly
for private to be exempt from FBT.
In short, if the vehicle that is subject to FBT eddoelow average kilometres or has a very highep¢age of
business use it is worth doing the calculationet® i§ the operating cost method gives a bettertresu

Don't forget that if the employee is not in the maximum taxcked and employee contribution should be
made to reduce the FBT to zero.

Wage earners with businesses on the side

Wage earners who have a business on the lsdle@perates in a partnership or as a sole traaler to
watch out for division 35 which prohibits them fraffsetting the business losses against their wagesne
unless at least one of the division’s requirememes met. There is an opportunity here to orgap@e
affairs to meet these requirements.

High income earners such as doctors workingpaapitals and building up a farm on the side shoul
consider utilising the salary sacrifice provisidgagmake the farm run at a profit yet not incredmssrttaxable
income. They should ask their employer to paybihginesses expenses and reduce their wages aggprdi
The otherwise deductible rule would mean their @ygd would not be subject to FBT on any expenses it
pays for the business. As the doctor's wage has bbeduced by the amount of the expenses his or he
taxable income will also be reduced. These expewselld no longer be claimed against the busineshes
business would operate at a profit and not be dagibivision 35. The doctors taxable income wohédl
exactly the same as if the expenses had not beeificgd and the business loss had been allowedagist
was in the good old days.This arrangement should not be packaged as padiuwsfexempt portion if you
work for a public hospital.

Doing the Double Dip

June seems to be the silly season when peaptetstspend unreasonable amounts of money jushéor
sake of avoiding paying tax on it.  This is adlry well if you are buying something that you wotdy
anyway. But if you wouldn’t normally spend your nay in this way you are giving up the whole dottarat
the very most, receive 46.5 cents back from the ATdnhder the new tax scales you will have to earer o
$150,000 this year before you even qualify for 46e5% if your taxable income ends up under $150)@00
may only get 41.5% or 31.5% back.

I much prefer doing the double dip. ThlisMhere you claim a tax deduction for an expense/duw are
not actually out of pocket because your employes t@mbursed you for it. As these expenses are ta
deductible to you, your employer does not haveatp FBT on the reimbursement. This secret plancheker
trick does not work for all expenses, only itematthre claimed under arbitrary methods. For exaniplou
own a car, keep a log book of your business useaakd/our employer to reimburse you for the businese
portion of the running expenses of the car. Yaupleyer does not have to pay FBT nor deduct PAYG ta
from the money he or she pays you. You do not haweclude this money in your tax return, not easna
reportable fringe benefit. So effectively you Bahat portion of your car expenses paid out of ftar
dollars. Then you can use the kilometre methoddon the very same business kilometres in yousqeal
tax return, up to 5,000kms per car. This couldegiou a further tax deduction of over $3,000 desthie fact
that you have been reimbursed for the cost of liagehose kilometres.

Changes to double dip

The ATO has withdrawn TD 93/145 and issued2lD5/D17. This is a draft ruling so we cannot bees
of the final outcome. Nevertheless it is importemtvarn clients immediately as it is the ATO’sention to
apply the ruling retrospectively.

TD 93/145 is the ruling on which we based laptop double dip. This is where the employer frinsed
the employee for the value of the laptop but wassnbject to FBT on the payment even if the empoyely
used the laptop for private purposes. If the eyg®adid use the laptop for work purposes they waidd be
able to claim depreciation in their personal taxme Accordingly, the employer and employee bod#imed
a tax deduction for the same laptop. Considetiegstatements made in TD 2005/D17 it would no lotge
advisable for employees to claim depreciation tapsop that their employer has reimbursed them for.
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ATO is processing rulings on rental property kit

Over a year ago we created a kit that provaeimple method for employers to obtain a bindingg
from the ATO that they could pay their employeeatal property interest as an exempt fringe bendiite
ATO was refusing to answer these ruling applicaibot has finally started to respond, conceding tinea
arrangement is legal.

Any readers who have lodged an application rastdyet received a response should chase it up tiwé
ATO office that sent them the letter saying theteralvas under review. If you still don’t receiveesponse
please e-maiulia@bantacs.com.au

Those not familiar with the concept shouldd¢he following, if they jointly own a rental pregy with
their spouse and they are in different tax bracketsshort the kit effectively moves income frohethigh
income earner to the low income earner.

The National Australia Bank (1993 ATC 4914) cassoheed that the interest on a loan provided joitdly
an employee and associate was 100% exempt frogefidenefits under the otherwise deductible ruleneve
though the employee would have only been entitbed tleduction for 50% because the other 50% was in
regard to an associate of the employee i.e. a spous

Not only does this allow a high income eartiemaximise the negative gearing benefits but wien
property is sold at a profit the capital gains wstill be apportioned on the basis of ownershifperéfore the
low income spouse receives an equal share of tinedgapite the fact he or she did not claim an ksjare
of the expenses. Further this provides brillidexibility in that if the low income earner becontég higher
income earner, simply change the person who paaties in the salary sacrifice arrangement.

There are many doubters that such a goldeonrappty has existed since 1993 without being bhiug
public attention. To prove our point we appliedthe ATO for a ruling. They took many months asyth
were reluctant to concede the case had set a @meiced

Now this ruling is a private ruling so can yride enforced on the ATO by the individual applican
Accordingly, each employee wishing to utilise tbése needs to pursue his or her employer to atioepase
or apply for their own ruling to be safe. TherdlWwe a major problem with employers as they geteu
benefit from the arrangement yet would be madeatpFBT if the ATO takes a narrow view or have ty pa
their accountants to apply for a ruling. This rel@bly why the concept has not yet taken off whecla
shame as it can save employees thousands of dodagsear.

To solve this we have prepared a kit to preseiyour employer. The kit explains the whole cgpt in
detail. There is a page for the employer, the eyg# and the employer’s accountant. There is also
checklist of dos and don’ts to make sure you s#ithin the bounds of the precedent case, a workadele,
suggested issues for the employment agreementnplogee declaration and booklets of advice on C&d a
Rental Property Taxation Issues. The kit incluglespy of the ruling we have received and all thpgpwork
necessary for the employer to apply for their owiwgte ruling by simply putting in their personattdils,
signing and posting. At $150 (tax deductible) Rieis considerably cheaper than your employer goin
through the ruling process from scratch. But marportantly it will help you explain it to your erfgyer
and accountant how simple it is for you to saveetgary year.

More details of the kit are on our web sifiéhe calculator has been up dated for the 2007atas. If you
wish to purchase a kit please ring the Ningi ofiee07 5497 6777. You may also like to visit thEQAweb
site and read ID 2005/219 which is a summary @sponse to an application along the lines of the ki

Leasing your car to your employer

If you are considering a novated lease arnawegé with your employer you are no doubt alreadgrawof
the improvement salary packaging a car can makgotw effective take home pay. But why have your
employer pay interest (implied in the lease paysjetd a lease company when this money can be paid t
your spouse instead. With the new $4,000 incoresvatl to the low income earning spouse before B ast
effected there is everything to gain and nothindoge by this arrangement if your spouse is loolkaftgr
children full time. Even if you do not have thenfls to buy the car outright there is still somefipto be
made by your spouse borrowing against your honmaake the most of the lowest possible interest aate
then leasing it to your employer at the rate nolyralarged by leasing companies.
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The employee cannot be the owner of theleris leased to their employer hence the need &pouse
to own the car. The effective interest rate chargethe employer should not be more than that ntbyma
charged by the lease company and if your employertsvto be absolutely confident of the arrangenaent
ruling should be sought from the ATO.

Tip — If you are not earning more than $180,@pa make sure your employee contribution redtives
taxable value of your benefit to zero.

Christmas parties

What the ATO gives with one hand they take yawadth another so be careful when planning your
Christmas Party.

In an attempt to minimise their Fringe Bersefitax liability many employers are trying to keegwh the
cost of their staff Christmas Party. If the pastgsts more than $100 per head ($300 frémgril, 2007) the
cost will be subject to FBT, less than $100 and @n exempt fringe benefit. But the exempt bieieiot
the most tax effective option if the employer ighe maximum tax bracket.

FBT is calculated at the maximum tax rate @5% so on the surface it would seem well worthidiag.
Christmas parties are entertainment and entertaihisenot tax deductible. But a Christmas partyad
entertainment if it is a fringe benefit. If therpaqualifies as a fringe benefit ie cost more ti$®0 per
employee it is tax deductible and so is the FBT Has to be paid. If the party qualifies as amgtefringe
benefit because it cost less than $100 per empl(&@0 from ' April, 2007), then the party is not tax
deductible to the employer because it is entertamimBYy the same argument a GST input credit céy lwe
claimed for a Christmas Party to which FBT applidhat is a GST credit can only be claimed if tlaety
cost more than $100 per employee ($300 frémgril, 2007). By the way the $100 ($300 from tteApril,
2007) threshold is the GST inclusive amount.

Confused? One can’t help feeling that is dyaghere the ATO wants you to be.

Lets assume you have $1,000 in profit that hag/@bbeen taxed and your are in the maximum taxkietaaf
46.5%. You decide to spend the profit on a Christiparty by only spending the amount left after tidpe
consequences are taken into account. If the pagyging to qualify as an exempt benefit you havpay tax
of 46.5% on the money used to pay for the partys Tdaves $535 as long as six people (includingseif)
attend the cost is less than $100 ($300 fréhifril, 2007) per employee so the party will be o from
FBT. If the party cost more than $100 per head thensubject to FBT so the employer would notiaging
income tax on the $1,000, instead it would be sperfollows: $465 on FBT and $535 on the partpefere
but the bonus is the employer would be entitled&om an input credit of $48.64 on the cost of plagty.

On the other hand if the employer is in théo3Bracket like companies it is better to utilise thBT
exemption ie have a Christmas party that coststhess$100 ($300 from®1April, 2007) per employee. Note
that is $300 per employee so the costs must beHass$150 per head if partners are invited.

With the new tax rates leaving most taxpayershe 31.5% tax bracket it is worth consideringirggv
employees a Christmas bonus instead. This woaildvked at their normal rates and tax deductibkhneo
employer. They can then pay for their own Chrisrparty.

Be warned, there are many other twists and tumgerdeng Christmas Parties and FBT, this is just tome.
There are also issues with it is held. It readlyvorth discussing your Christmas plans with yarooantant
first.

Laptop Warning
ID 2005/149— Employers can only provide each employee withptop exempt from FBT once each FBT
year. If the employer is reimbursing the emplofaethe cost of the laptop over a period of timeréhcan
only be reimbursements for one particular laptopheBBT year. The FBT year is froni April to 31%
March. So if for example an employer made 12 migrmlayments from January to December to reimburse
its employee for one laptop the employee would Hawwait until April the following year before he she
could receive another laptop even though he oreteived the previous laptop 16 months prior.
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FBT return

On 3% March another FBT year closed and employers wlpteparing their FBT returns over the next
two months. Employers should take the speedo mgaain all cars. It is also time for employeeshimk
about making an employee contribution if their emypl has provided them with a taxable fringe bénefi

Employers effectively pay 46.5% tax on anyatale fringe benefit. To be in the 46.5% tax bracke
employees would have to have a taxable incomewtioald exceed $150,000. In many cases employees
would be better off just taking the cash and payiraybe only 31.5% tax then buying the benefit thedfns

This is a bit more difficult if the benefit jast as a result of using a pool car. Unfortulyaté you take
home a company car for the night you are considardtave that car available for private use sorayér
benefit is created. If your reportable fringe Haaexceed $1,000 ($2,000 frorff April, 2007) it may affect
how much you receive from Centrelink or increasery@bility to the Medicare Surcharge. If thistiee case
you need to talk to your employer about increagiogr pay by the amount of the “benefit” plus the y@u
would be liable for on the grossed up amount. Tenyour employer an employee contribution eqoidhé
extra you receive in your pay after tax. If yoncame is less than $75,000 it will effectively reduhe tax
payable on the benefit to 31.5% instead of 46.5%.

If you are provided with a company vehictea sale representative, there is no doubt an anwatlin
appear in the reportable fringe benefits box onry®AYG summary. This may affect your Centrelink
entitlement or Medicare Surcharge as discussedeabBut if your employer reduces your overall pagkay
the amount of FBT he or she has to pay on youryoar,are better off making an employee contributiat
reduces the amount of FBT payable by your empltyeero, if your personal tax rate is less tha®d%65.

In short with the maximum tax bracket of 46.50t applying until a taxpayers income exceed<)RID,
there are huge savings for employers and employess accessing your fringe benefits. The govemme
estimates that only 2% of taxpayers will be in thaximum tax bracket in 2007 so any employers wigo ar
actually paying FBT rather than cancelling it outiman employee contribution are paying more tantthey
should.

Key Figures and Dates for Fringe Benefits Tax

In the May 2006 budget it was announced thatrate of tax would be reduced to 46.5%, the exemp
minor fringe benefit amount increased to $300 dedréportable benefits threshold increased to $2,Bdth
these figures are the taxable amount before gpagin The change in the rate of FBT to 46.5% uallo
change the grossing up percentage. The FBT yaarfram £' April to 31° March, even though the budget
came out in May the government announced thathbage in the FBT rate to 46.5% would be retrospecti
to 1% April, 2006. Accordingly, the changes in the grop rates will also be retrospective. All othiearges
don’t come into effect until the next FBT year titdrts on ¥ April, 2007. A summary of the changes are:
Start Date:

1% April, 2006  FBT rate of tax 46.5%
Gross Up Rate for benefits not subject to AB3692
Gross Up Rate for benefits subject to FBT 2206
Gross Up Rate to but used on 30-6-07 PAYG Saras 1.8692
15" April, 2007  Benefits not required to appeaRiRB Box on PAYG summaries if taxable amount (ie
before grossing up) under $2,000.
Minor and irregular ledits of less than $300 are exempt

To calculate fringe benefit tax payable ydcetthe taxable value of the benefit (usually itstgenultiply it
by the gross up percentage which is 1.8 if theebedoes not include GST ie interest payments sambol
fees or 2. if the benefit includes GST ie a c&o. this grossed up amount you apply the 46.5% déx and
this is the amount of tax you pay.

With only 2% of the population now in the 4&§maximum) tax bracket, tax can be very easilyeddwy
making an employee contribution from after tax a@lto reduce the taxable amount (usually the c¢ost)
zero. This will effectively reduce the tax on thenefit to the employee’s marginal rate rather tie@n46.5%
FBT rate.
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Salary packaging — Employee Contribution

If your salary package reduces your grosstpdgss than $180,000 you can improve your takaehpay
at the ATO’s expense by making employee contrimstioFringe benefits tax is based on the assumfiain
if you received the money for the benefit in yoalypacket all of it will be taxed at the maximunadket.
So if your salary package before the sacrifice vierd180,000 but under $180,000 once the sacrifice
deducted please contact our office and we willdate the optimal employee contribution you shaulake
as the formula is too complicated to explain here.

If your package is under $180,000 before diédgcthe salary sacrifice you should make employee
contributions to reduce the “taxable value” of themefit to zero. An employee contribution is net@ssary
with exempt fringe benefits that are salary samii such as superannuation, laptops, mobile phomesy
benefits etc. because their taxable value is ayreath. The “taxable value” is normally the markeatue of
the benefit you receive, so, if your package isenriil80,000, the only items worth salary sacrificame the
exempt benefits or in most cases a car (providing unlikely to have much business use and it tralvel a
reasonable amount of kilometres) though this cédirbstimproved by an employee contribution.

Note you will not be able to claim a tax detitart in your personal income tax return for thetagausing a
salary sacrificed car for your work.

Remote Area Housing

If your employer provides you with residentalcommodation they are not subject to fringe bénedk on
the costs of providing that accommodation, if iinsa remote area. This effectively means thay tten
provide you with a home out of before tax dollarslote the concession does not apply to an employer
reimbursing you for rent paid in a remote area.

Now the difficult part is determining whatasremote area. The easy answer is refer to PSIOQ/@0t
has a list of these areas and is availablevaiv.ato.gov.au To calculate whether your area qualifies make
sure that it has a population of less than 14,G8pje or 28,000 people if it is within a zone AR Then
check that there are no other towns within 40knysthie shortest practical route, that have a pojuladf
more than 14,000 people or 28,000 people if inreezd or B. If it does not pass the 40kms testilitstill be
considered remote if your area is further than b®lkaway from a town with a population of more than
130,000. Populations are based on Census infamrmat

The Return of the Bonus

Many employers motivate their staff by offgrinon financial rewards such as holidays or outingtead
of bonuses. This makes reasonable sense as #cee/e extra pay there is an obligation to be nesibte
with it but if we receive a holiday or free dinnebecomes much more of a treat.

From the T July, 2006 the government expects that only 2¥hefpopulation will be in the maximum tax
bracket of 46.5% yet fringe benefits such as hgbdand outings are taxed in the hands of the emplatythe
highest tax rate. Accordingly, an employee wouceive a better result if they were paid a cashubdhan
to receive these gifts.

For example if you had $1,000 with which tvaed an employee you could give them a gift wos3%
and pay FBT of $465 or you could increase theirsgrpay by $1,000 and if they are earning less than
$75,000pa they would only have to pay $315 in leaying them $685 with which to buy their own gift.

There is a small reprieve in that from th& April, 2007 minor, irregular and infrequent giftsxd
incentives to employees that are $300 or lessbeilexempt from FBT. Until the’1April, 2007 the amount
is only $100. But be careful if the benefit is smlered entertainment, such as dinner or a hotideyy if it is
exempt from FBT it is not tax deductible. Againuymay have been better off paying a bonus as $hiaixi
deductible.
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FBT on Vehicles

Another FBT year has come to a close and agaée we warn that most businesses have to coriSRIEr
but many think it doesn’t apply to them. An FB&Mility can arise simply from providing Christmaggents
or a Christmas party to employees where the tdtalhat they and their family receive exceeds $10te
this amount increases to $300 for the new FBT year.

Cars are another big FBT issue. If your bessnowns a car and it is provided to you in rehatm your
employment in the business i.e. you use it in yohror it is part of your salary package then FBpayable
by the business unless you are a sole tradermarinership. If the car is provided to you in yoapacity as
a shareholder, beneficiary or director FBT is reptgble but it is rare that you could meet thesauaonstances
in a normal business. Even if the business decideso claim any expenses for the vehicle it naiiit pay
FBT. This is the case even if you don’t use thebtd it is garaged near your home. So if youriess is
based at home, down the road or on the family fard the vehicle is on the business premises it is
considered to be available for your use. In tledsimstances a log book must be kept for 3 motatipsove
there is no private use.

If your business owns a ute or other commeralicle you may think you do not have to worryoab
FBT. Not true, like most concessions in tax law yave to steer your way through a maze of conwitio
before you qualify. In the case of utes and simizhicles most people think they do not have tp q@y
FBT and the expenses are fully tax deductibleortrer for the vehicle to qualify for the exemptioom FBT
it must only be used for work related travel thatravel on the job, between home and the job emcklt
incidental to work eg getting your lunch. Any m@ie use of the vehicle must be restricted to minor,
infrequent and irregular. This means that if yse the vehicle to pick your children up from dayecavery
afternoon, it will not qualify for the exemptionAlso if you take the vehicle on a fishing trip atite
kilometres are not minor, it will lose the exemptioWorse of all if you lose the exemption the hamevork
travel will no longer be exempt unless you areyiag bulky tools, or are itinerant.

References MT 2019 and MT 2021.

Claiming Your Lunches When You Work From Home

The ATO NTLG FBT sub-committee minutes fof2®lay 2003 contain some very interesting discussions
on when food eaten in your home office would be darluctible and not subject to FBT. The NTAA put
forward an example of Michael who was employed lsydompany Michael Widgets P/L. The company’s
business was conducted from an office in Michdedisme. The question put to the ATO was if each vgrk
day Michael purchased sandwiches and juice fromdba deli and ate it in his home office while Wwas
working would the meal be deductible and not suli@é&BT. Further, what about a two to three ceuneal
from the local restaurant purchased as a takean@gaten in the home office? The relevant secsi@dil of
the FBTAA which covers meals provided on busingssnises.

The ATO did its usual cop out and stated emade would depend on its particular facts and gacson
should apply for a ruling on their particular cinestances. But they did concede that there arestinien
such an arrangement would result in a tax deductidreir main area of concern was whether the effias
bona fide business premises. Details of whengdaybur home is considered a place of businessetreut
in TR 93/30 and TR 2000/4 covers the definitiomos$iness premises for FBT purposes.

TR 93/30, at paragraphs 4 and 5, lists thieviing factors as relevant when considering iftparyour
home is considered business premises.

1) Part of the residence is set aside exclusiiglyhe carrying on of a business by a self empdoyerson,
for example a doctors surgery. Or Part of the &d@rused as a taxpayer’s sole base of operationisdome
producing activities for example where no otherkiorcation is provided to an employee by an employe
2) The area is clearly identifiable as a placeesfdence

3) The area is not readily suitable or adaptatrei$e for private or domestic purposes in assoadiatith the
home generally

4) The area is used regularly for visits of cleeat customers.

Warning if you meet the requirements abovepaa of your home is considered business prenasds
you purchased your home aftef™September, 1985 then your home will be subje@@T because part of it
is income producing. While only part of the gaiitl e taxable you need to first calculate the dainall of
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the property and then apportion it. So you nowehavmassive record keeping responsibility that is
unavoidable whether you eat your lunch in the effic not. If the house was first used to prodmoerne
after 2¢" August, 1996 your cost base for the whole houdkebsireset at the market value at that time. If
you purchased the house aftef"ugust, 1991 you are permitted to increase yost base by the holding
costs that you have not otherwise been able toncdaiax deduction for. The holding cost for thet jo& the
house you use for private purposes can be useditwe the gain on the business portion. Thiscause the
holding costs, not previously claimed as a tax dédn, are taken into account to calculate the wlgdin
made on the property then this figure is multipligdthe percentage applicable to the business Hséding
costs are interest, rates, land tax, insuranc@jreepnd maintenance costs. This means even kesgua@pts

for light globes, mower fuel etc.

On the up side, if your home is considerethagoof business you can claim a portion of theredt, rates,
insurance, repairs and maintenance costs as atacibon. The portion is normally based on flowraaand
is also used when calculating what portion of tam@n the sale is subject to CGT.

Note it is fatal to your claim if you eat theeal anywhere else in the house other than theeoffi
Subsection 136(1) of the FBTAA states that busipessiises “do not include premises, or a part efijses,
used as a place of residence of an employee gidfson or an employee of an associate of the pergan
first glance this may seem that home offices aduebed . But the NTAA took the view that as lorgythe
part of the home that was being used as businessiggs was not in anyway used as part of the mesgde
then it passed the test. The ATO didn’t contratics but did do a lot of talking about the defioit of
business premises in TR 2000/4 and TR 93/30.

What If Your Boss Won't Salary Sacrifice?

In this era of high employment the answer msagply be, find a boss that will allow you to sglar
sacrifice. Another option is to contract throughuy own company or trust. This will effectively keayou
your own employer so you can provide salary saondj to yourself. But as the following analysi®gls you
need a dominant reason other than the salary isacbiénefits to set up the company or trust or gawid be
caught by Part IVA.

In the case of the high income earner whorgaacrifices 100% of expenses relating to a regoaperty
held jointly with a spouse, there are many thirmgysdnsider. For more details on how this arrangemwerks
refer the Rental Property Salary Sacrificing Kittsen on the home page wfvw.bantacs.com.au

Optimal tax minimisation is achieved betwepouses when they are both in the same tax bradkety
do not have to have exactly the same income. Ufgre contracting, you may be able to split theme you
earn with your spouse anyway. There are manyiegetrs in this regard that you need to discus$ waur
Accountant but if you can manage to get enoughmeacross to your spouse so he or she can reach th
same tax bracket as you, after returning the incanteexpenses from the rental property in the ticawil
way, then you do not need to worry about salaryifszing to achieve this. On the other hand, iiycannot
legally use your trust or company to pay any wagegur spouse you maybe able to use it to reingyosi
for all the rental property expenses (except degtiea) and because of the otherwise deductible you do
not have to pay FBT. This would leave your lowame spouse with only the rental income and deprenia
in his or her tax return.

The alienation of personal services incomeigions are just one of the barriers to splittingame with
your spouse. These rules may limit the amountgarupay to your spouse or prohibit you from payang
of the income, the company or trust receives framrypersonal services, to your spouse. If yourpamy or
trust does pay some wages to your spouse thenaymottake advantage of the salary sacrifice aenaegt
on a property you own with your spouse, as thearelof the expenses will be considered to be pgatteir
package not yours. But if you are so strictly dgupat your spouse is not entitled to or just doatsreceive
any wages from the company or trust you maybe #bkealary sacrifice their share of the rental prope
expenses against your income.

At first glance this appears to be caught bgtisn 86-60 (1997 Act) which prohibits a deduction
expenses that the individual would not be entittededuct in their personal tax return if they weeesonally
in the circumstances of the company or trust. Qlmsliy, as a part owner of the rental property titevidual
would not be entitled to claim all the expensethefrental property in his or her individual taxua. So at
first glance it appears that the salary sacrificaragyement will not work if you are a contractought under
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the personal services income rules. But TR 2003tHles that section 86-60 has limited application
(paragraph 101) and at paragraph 141 gives an dgashp laptop and mobile phone being providedas p
of the remuneration package of the person produtiagersonal services income as ok. This andmstaits
made at 102 suggest that when looking at whetleepéinson providing the services would have beea tabl
claim a deduction for the expense it should be idened whether they would be able to claim the agpaf
they provided it to an employee who provided th&ises they did. Confusing? No doubt. TR 20031b@s
not directly address packaging rental property egps. The problem here is part of the expensebresad

is an expense of an associate and these rulesbirahdeduction for payments to an associate. hgo t
guestion is, is the reimbursement part of the pgelat the person providing the services or a payrttean
associate? Could go either way so you will needpply to the ATO for a ruling. The next issuethge
guestion of whether you set up the contractingngeenent with the dominant purpose of a tax benéfithis

is the case then even if the reimbursement is densil part of the salary package of the personigiraythe
services the ATO can still throw out the whole agament, so in your ruling application you wouledeo

be up front about the benefit you would receive godr reasons, other than that benefit, for settipg/our
company or trust. Probably the most acceptablsoredor setting up a company or trust is because th
business you are contracting to will not deal wiilividuals. So asking your employer to allow ytmu
contract maybe the very reason why you will noab&e to salary sacrifice when other contractors /e
able to.

If you go down this path, don’t forget whergogating a contract for your company or trust business
that pays you will not have to pay superannuatieave payments and in some states workers comjpamsat
so you would expect a higher rate of pay to comgentor these things. If you are going to earnrove
$75,000 per year you will also have to registerG&T which adds another 10% to your pay rate.

How Salary Sacrificing a Car Saves You Money

The technicalities of the following are explained aur Fringe Benefits Tax booklet. The following
example is just to help employees understand whsetls a saving in packaging a car and how to miagim
it, without getting into too much detail.

Assume:

- The car you are purchasing costs $30,000 anctlga®5,000 kilometres a year. Its fuel consumption
averages 9.1 cents a kilometre.

- The lease period is 7 years. It is necessaputchase a new or near new car to obtain a noJvasse
which most employers require before you can saglackage. The advantage of salary packaging dsmar a
comes from being able to pay its expenses out fofrbéax dollars so the longer you can lease tkatole
the better otherwise you will have to start all o&gain with a new car to be able to salary package

- After the 7 years the residual is 10% ie $3,000.

- The implied interest rate in the lease is 9%.

- You will make an employee contribution to redtlce FBT to zero. FBT is paid at the maximum tabe ra
which is 46.5%. Unless your taxable income is &450,000 ($180,000) you will be in the 41.5% avéo
bracket. Rather than your employer paying FBT sfoould pay your employer an amount equivalent¢o th
taxable value of the benefit, out of your after tollars. This means the value of the benefit \wdl
reduced to zero.

- Your income is between $75,000 and $150,000 so tgx bracket is 46.5%.

- GST Inclusive cost of the car: Repairs, Maintemeaand Tyres $1,050

Registration and Insurance ,200@

Fuel 25,000 x 9.1 cents 2,275

Lease Payments 8,174
$12,699

Taxable value- of the benefit $30,000 x .11 = $3,300 so thisuith be the amount you contribute
from after tax dollars.

Cost to Employer— The employer would be entitled to GST input @sedn most of the costs of
providing the car, registration does not have &HT. For the sake of simplicity
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divided $12,699 by 11 and multiply it by 10 to dle¢ out of pocket cost to the
employer of $11,545. Now the employer has to p&f @n the $3,300 employee
contribution it receives so only $3,000 is avaiatd reduce the employer’s out of
pockets which in total will now be $8,545. Thistli® amount the employer will
reduce your gross salary package by.

Cost to You of the Package- $8,545 is only $4,999 in after tax dollars batiyalso have to pay
the $3,300 employee contribution out of your aféerdollars, a total of $8,299

Cost if You Paid for the Car Yourself - You would have to pay the $12,699 out of after t
dollars. To do so you would need to earn $21,Heigh there maybe some
savings on cheaper finance and no admin fee.

In short, to salary sacrifice the car it will cogtu $8,299 in after tax dollars whereas providihg tar to
yourself will cost you $12,699 in after tax dollars

The above cost maybe a shock but that isusecanost of us are in denial, about how much owaingr
really costs. Nevertheless, if you don’t want eed a new car salary packaging may not benefit you.

Christmas in September

The ATO, in draft ruling TR 2007/D6 has gives a little Christmas present in advance. We ladways
consider the provision of a Christmas gift to emyples, at a Christmas party to be considered orgesin
benefit. So both the cost of the employee andhiser family attended the Christmas party plusdbst of
any gifts would have to be under $300 to be an @tdringe benefit. In the draft ruling the ATO iders
the gift to be a separate benefit from the Christiparty so as long as the total of all gifts to ¢ngployee’s
family is less than $300 it will be an exempt bénef

The draft ruling also allows occasional us@ @ompany car for a special purpose to be an exbergfit.
Other exempt benefits listed are three months meshieto a gym provided to all employees and baby
sitting expenses when an employee is required t& weertime unexpectedly. On the down side itestdhat
an exempt minor benefit can never be part of agalackage arrangement.

Much more detail about the FBT consequencéshoistmas parties is available in our FBT bookieter
free publications omwww.bantacs.com.au

Depreciating a Laptop Provided by Your Employer

We used to call it double dipping. You askiyemployer to provide you with a laptop as paryotr
salary package. Your employer gets a full deduacti the laptop in the year it is purchased and~Bd is
payable providing you only receive one a year & dn exempt fringe benefit. Then you can deptedhe
laptop in your personal tax return up to the exterg used for deductible purposes. Then the e@ation
law was re written and we were unsure whetherlitities gap still existed.

In PBR 65239 the ATO has advised that the Bodip is still on. All you need to do is buy gtap and
take the receipt to your employer. Ask your empldy reduce your gross wage by 10/11ths of theepof
the laptop and reimburse you for the full costhw taptop. The other 1/41the employer will get back in
GST from the ATO. On top of getting 1/1bf the purchase price paid by the ATO you do radtehto pay
any income tax on the money used to buy the laptopu then keep a diary for 1 month to work out thgo
of deductible to private use of the laptop. Yamn then depreciate the GST inclusive price of éip¢olp over
3 years after adjusting for the private use portion

Let’s assume the deductible use is 60% amdbiitop cost $3,300. Using the prime rate yoweatile
To claim $1,100 per full tax year less the privase of 40% so the deduction in your tax return ld/doe
$660. If you use the diminishing rate of depraoiathe amount you can claim as a tax deductidhérfirst
full year would be $2,200 less the private portiddut under the diminishing method the it will takeich
longer than 3 years to write off the remaining $0,1
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The Latest Salary Sacrifice Rulings

The ATO is now answering the tough questiargarding the Salary Sacrificing kit. This is widhe
high income earner salary sacrifices the rentapgnmy cash flow expenses. This leaves just théaken
income, capital gains and depreciation to be ireduith the owners’ tax returns so the property g at a
profit (no Centrelink add back) but the high incosaner effectively received the deductions for Ithe
income earner’s expenses. This was explainedetaildn our last edition where we reviewed PBR7B38
which approved of the high income earner ownintitiées as 5% of the property.

The latest rulings from the ATO approve of thigh income earner owning the property with a
discretionary trust and the arrangement being {eshares instead of a rental property. Theeshauling
has been approved but not vyet listed on the @ribatding rulings register so we will advise youtoét
rulings number in a future issue. The ruling numfoe the property being co owned by a discretigrtanst
is PBR 77937. The reason the trust was considamealssociate of the employee is because the ee®loy
was a beneficiary of the trust.

Salary Sacrificing Rental Property Expenses when Eployee
Only Owns 10%

Joint owners of a rental property that ardifferent tax brackets can gain considerable taxebts by the
high income earner salary sacrificing all the cietv rental property expenses. This means thathibh
income earners package is reduced by the valusesétexpenses but the employer does not have teBgay
because of the otherwise deductible rule. Thasigood as the high income earner receiving adduation
for all the expenses with the added advantagehieatmployer can claim the GST back where applkcaht
Centrelink cannot add back the rental property lssause there is none. All that goes into th@leditax
returns is the rental income and depreciation $® ftositively geared in the return. This worksteuwvell
when the property is owned 50:50, but imagine ttheaatage as the high income earner owns less of the
property. This means the low income earner resemere of the rent and future capital gain but Higgn
income earner still effectively claims all of thental property expenses as a tax deduction.

Some conservative commentators have recomedetitht as the original test case on this type of
arrangement was 50:50 ownership then investorsighmat vary from this. It is our opinion that dset
legislation says jointly liable not equally liabilleen the ratio of ownership does not matter. Tas now
been verified by PBR78388 where 90:10 and 95:5 ostme ratios were approved. But be warned PBRs are
private rulings so cannot be enforced by anyonerdtian those who originally applied for the rulisg for
your employer to be confident you need to applyyfmur own. Details of how to do this are on oubvgéde.

Salary Sacrificing Tricks for Share Investors

The ATO has just issued a private ruling aigiggehat the high income earner in a family carasal
sacrifice all of the interest payments on a shamfgio they own jointly with their low income spee and
their employer does not have to pay FBT becaudeeobtherwise deductible rule. This effectivelyame
that the high income earner gets to deduct alhefihterest expenses but gets to split the incorttews or
her spouse. The private ruling number is PBR 796ABRs are only copies of private rulings, nodig on
the ATO. To be absolutely sure that your emplogeprotected it should get its own private rulimgrh the
ATO.

FBT Year Draws to a Close

On 3% March the FBT year comes to a close. This unusaia was created to reduce the pressure arount
the 30" June. That was before reportable fringe benefitse introduced. Now the fringe benefit you
calculate as at the 3March will appear on the employee’s PAYG summanythe year ending 30June.
There is no need to add on the next 3 months uBtmonths before the 8@une in the previous year is
included. This also means that if an employeedsawur employment between the start of April dredend
of June and they were receiving fringe benefits) will have to provide them with a PAYG summarytlie
year after they leave your employ. Of course It mot include any income just the reportable ferigenefits.
The good news this year is that you do not havedioide in the reportable amount the value of podaears,
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saves all that argument over who used what whBon't forget that even if the benefit is grossedfapFBT
purposes at the higher rate, for the purposeseofaportable fringe benefits box on the PAYG sunyntiae
gross up rate is 1.8692.

If this is starting to go over your head gleaefer our Fringe Benefits Tax booklet which vaikable
under the free publications section of our web &ité please remember we don’t make the rules.

To Do before the 31st March, 2008

1) If it is getting close to or more than 5 yesirsce a log book was kept on a vehicle one neetls &iarted
before 31 March so it will cover you for all of that FBT yea

2) Make sure you have all the necessary writtepleyee declarations, it may even be worth writintpi
your employment agreements that the employee helir any penalties you incur if these declaratio
are found to be incorrect. Employee declaratiorshagh on the ATO audit hit list. Examples of soof
the types of benefits requiring declarations are:

When applying the otherwise deductible rule the leyge needs to declare that the expenses are
deductible or work related and that there is nogte use or what percentage is applicable. Likevfise
you pay your employee’s mobile phone bill a dedlarais necessary stating that the phone is used at
least 50% for business.

When the fringe benefit of a car is calculated oraetual cost (log book) method the employee needs
to declare the period of time they used the vehitle total kilometres driven by the vehicle and
kilometres used for business.

In the year that a log book is actually kept a detion also needs to be made stating the log @sk
kept for 12 consecutive weeks and the percentabasihess use.

If the 12% of cost method or 193f all expenses method is used the employee nasare that the
vehicle travels more than 96 kilometres per weeaktae weeks the employee used the vehicle.

In the case of payment of a living away from hort@snaance the employer needs to declare the period
of time away from home, why they were away from kBomwhere home is, the type of residence,
where he or she resided while away from home amégiplicable time period.

A travel diary detailing each day’s itinerary wéllso be necessary for overseas travel of more3han
nights.

If you are providing your employee with temporagc@anmodation while they are relocating they
need to declare the date they commenced lookingpdomanent accommodation, their employer’s
name and the new location. If it takes more th@ur imonths to find permanent accommodation a
declaration also needs to be made as to whethentp&yee owned their previous accommodation. If
they did not own their previous accommodation thegn receive the exempt temporary
accommodation for up to 6 months but after 4 motitbey have to declare that they are unable to find
accommodation. If they did own their home previgumit have sold it, they get 12 months with the
appropriate declaration. In both cases the addosédbe temporary accommodation needs to be
included and a statement that the move was sadelywdrk purposes.

3) Make sure you take the speedo reading for &licles on 31 March

The basics for this year

This FBT year has 366 days so don't forget thismaverking out the portion of days a car was avaddor
private use.

The benchmark interest rate for loans and deentetkest rate for cars under the actual cost meth8d0b6%.
The gross up rate for fringe benefits that areesttlip GST is 2.0647 and if not 1.8692

Benefits that ar@ot reportable on an employee’s PAYG summary include:

Meal Entertainment

Car Parking

Entertainment Facility Leasing expenses ie corgdaixes

Pooled or shared cars — really you only have tanether employee use the car once to not have to
report

Remote Area Benefits

Protecting the personal safety of employees
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* Emergency Overseas Health care

* Overseas Living Allowances

* The use of emergency vehicles or police cars (diotyunmarked police cars) to drive to and from
work

» Defence Force Member’s Benefits

A Few Tricks

If the goods your employee receives are actymdtt of what your business makes then the grpsate is
only 1.8692.

If the value of the fringe benefit before giagsup is less than $2,000 it does not need teperted on the
employee’s PAYG summary.

If an employee’s mobile phone is used more 6@ for business purposes then the whole amouthteof
mobile bill can be paid with no FBT arising. letimobile has PDA capabilities this can still apply.

Infrequent (ie less than 20) and irregularderbenefits are not taxable and not reportableey cost less
than $300. Note they cannot be part of a salacyifee arrangement and are not tax deductibleht® t
employer if they are entertainment.

CGT on the Sale of a Business

Concessions are permitted regarding capitalsgaade on assets that are not plant and equipnvaete
the business qualifies as a small business entidgmthe Simplified Tax System (ST&) the Net business
assets of the business and associates are leskaimaifiion.

The only requirement a business needs to toestter the STS is to have a turnover (totals3adé less
than $2million.

The $6 million net business asset test doesulude your spouse’s business assets if yosinkases are
not related. If an individual partner in the besisa owns less than 40% of the partnership thentoslgr her
share of the net partnership assets is taken attmuait when calculating the $6 million.

How the Small Business CGT Concessions work:

a) The 50% capital gains discount - only half of thengis included in your taxable income. This
concession is not available if the asset is owne@ lcompany. You must have held the asset for
more than 12 months for this to qualify

b) The 15 year ownership exemption. This requires tgobave held the asset for more than 15 years.
The asset must be an active asset. You needisfyside controlling individual test if the assst i
owned by a company or trust. The taxpayer or throlling individual, if a company or trust, must
also be over 55 and retire or permanently incaptsit

c) Retirement exemption — can only apply to an acéisset and the taxpayer or controlling individual
must be over 55 and retire or put the funds insoi@er fund where they will not be taxed on entry or
exit. A taxpayer can only process $500,000 wofteapital gains this way in their life time. This
does not require the asset to have been held fog than 12 months

d) 50% discount for active business assets — canapply to an active asset. This does not requie th
asset to have been held for more than 12 months.

e) Rollover relief where an active asset can be soldl @nhother active asset purchased or improved
within two years or in the previous year. Thigslmot require the asset to have been held for more
than 12 months. From 1-7-07 if you don’t spend biéover you declare it as income or use the
retirement exemption in the year the 2 years egpirBre 1-7-07 you had to go back 2 years and
amend.

f)

Note b) to e) from 1-7-07 require your net assets dmusdd of your associates to be less than $6milhier t
business to be a small business entity. Mone time of the above can be used if you qualifyis tot that
difficult to meet the retirement condition but Iifat is the case you would not be looking to userdfiever
relief. You can use the 50% capital gain discdagether with the 50% active asset discount to paly tax
on only 25% of the gain.
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For example:

Gain of $100,000
Less 50% CGT Disc 50,000
50,000
Less 50% Active Asset Disc 25,000
25,000
Purchase A New Active Asset 25,000
Amount subject to CGT 0

An asset is not an active asset if it is hettety for the purpose of earning rental incomeonfri-7-07 to
qgualify as an active asset it must be used in abss, the business can be one owned by an affibaud it
must be active for at least half the time it wasiedor 7 ¥2 years whichever is the least.

There are problems if the asset is held iomapany. Firstly the 50% capital gain discountas available.
The controlling individual test cannot be met innyacircumstances so the 15 year ownership or the
retirement exemption may not be available. Thevacsset discount stays within the company. i yy
and get the money out of the company (without pgttt into a superannuation fund note possible zpe
limit problems) every dollar you receive, includitite dollars that the company did not have to pa&ydn
because of the discount will be fully taxable ativadend in your hands. Using the rollover relpgbvisions
is only useful if you are buying another businesd & will force you to continue to use the compaty
continuing the problem next time you sell.

Changes in the 2007 budget now mean that ttaerée up to 8 controlling individuals in any ness.

FBT — Formula Method for Cars

Just a reminder as you start preparing youf FBurns for 2008 that the 2007/2008 FBT year B&é
days in it so if you are using the formula methad ¢e car is sometimes not available for the peivese of
the employee you will need to apportion these aaygs 366 instead of 365 this year.

All the other year end information and rates yneed were in Newsflash 163.

FBT Benchmark Interest Rate

For the FBT year*1April, 2008 to 3% March 2009 the benchmark interest rates for enggdgans and
car benefits calculated on an operating cost methtbthe 9%.

2008 Budget Cans Salary Sacrifice Trick

It looks like they will remove the otherwise dethle rule for benefits provided in regard to joynt
owned assets (including shares and rental propgrti€he original loop hole was created to avoiobjgms
faced by most couples when everything is in joiames. It will be interesting to see how this peoblis
solved so don’t go jumping ship just yet. Anotheason not to panic is that because this arrangewssn
perfectly legal there will be no retrospective cleack. Those people who have already enteredsuntb an
arrangement can continue to do so until' ®arch 2009, by which time we should know the dstaf the
new law. | think we should be happy that we ganeke hay while the sun shone. It is quiet prob#iht as
more people entered into the arrangement the gowarnfinally decided to take action. | say findbgcause
the test case was in 1993. It is much more pdkatalus that the average person gained this adgamnwhile
it was available even though this is what contelub its demise. In summary our advice is to icomet until
31% March, 2009 in any arrangements you currently hemew the budget clearly gives you permissiondo d
so but don’t enter into anymore until we see the tegislation go through parliament and don’t hgtaur
breath for another loop hole, it is clearly thigkrthat they are aiming to stop. In the meant®MSF non
recourse borrowings are looking very attractivehefe is an article in our next edition summarisihg
benefits and traps
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2008 Budget Limits Laptop Benefit

Laptops, Personal Digital Assistants and Tools of fede —From £' April 2009 you will not be able to
receive a these as an exempt fringe benefit utieysare used primarily for work purposes. Further
double dip will be stamped out too ie claiming dagation on this same laptop in your personal ¢érn if
you do use it for work purposes. Though if theniteas purchased before™Blay, 2008 then you will still
get the deduction for the 2007/08 year.

FBT Year Draws to a Close

On 3% March the FBT year comes to a close. This unusai@ was created to reduce the pressure arounc
the 3¢" June. That was before reportable fringe benefite introduced. Now the fringe benefit you
calculate as at the $3March will appear on the employee’s PAYG summantfie year ending 3Qune.
There is no need to add on the next 3 months k8 thonths before the 3Qune in the previous year is
included. This also means that if an employeedsawur employment between the start of April dredend
of June and they were receiving fringe benefits, yal have to provide them with a PAYG summarithie
year after they leave your employ. Of course it mot include any income just the reportable fergenefits.
The good news this year is that you do not havediode in the reportable amount the value of poalars,
saves all that argument over who used what whgan’t forget that even if the benefit is grossedapFBT
purposes at the higher rate, for the purposeseofaportable fringe benefits box on the PAYG sunyntiae
gross up rate is 1.8692.

If this is starting to go over your head gleaefer our Fringe Benefits Tax booklet whichuaikble
under the free publications section of our web @ite please remember we don’t make the rules.

To Do Before the 3% March, 2008:

1) Ifitis getting close to or more than 5 yesirsce a log book was kept on a vehicle one neells gtarted
before 31" March so it will cover you for all of that FBT yea

2) Make sure you have all the necessary writtepleyee declarations, it may even be worth writinigi
your employment agreements that the employeebtelfar any penalties you incur if these declarsiare
found to be incorrect. Employee declarations &yh bn the ATO audit hit list. Examples of someiué
types of benefits requiring declarations are:

*  When applying the otherwise deductible rule the leyge needs to declare that the expenses

are deductible or work related and that there ipnivate use or what percentage is applicable.
Likewise if you pay your employee’s mobile phonk dideclaration is necessary stating that the
phone is used at least 50% for business.

« When the fringe benefit of a car is calculated nraetual cost (log book) method the employee needs
to declare the period of time they used the vehtbke total kilometres driven by the vehicle and
kilometres used for business.

* Inthe year that a log book is actually kept a detlon also needs to be made stating the log vask
kept for 12 consecutive weeks and the percentabasihess use.

« If the 12% of cost method or 193f all expenses method is used the employee nectar that the
vehicle travels more than 96 kilometres per weaktae weeks the employee used the vehicle.

* Inthe case of payment of a living away from hort@wance the employer needs to declare the period
of time away from home, why they were away from leomhere home is, the type of residence,
where he or she resided while away from home a@@giplicable time period.

» Atravel diary detailing each day’s itinerary wallso be necessary for overseas travel of more3han
nights.

» If you are providing your employee with temporacg@ammodation while they are relocating they
need to declare the date they commenced lookingeionanent accommodation, their employer’s
name and the new location. If it takes more tloamn months to find permanent accommodation a
declaration also needs to be made as to whethentpiyee owned their previous accommaodation.
If they did not own their previous accommodatioeytitan receive the exempt temporary
accommodation for up to 6 months but after 4 mottieg have to declare that they are unable to find
accommodation. If they did own their home previgimit have sold it, they get 12 months with the
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appropriate declaration. In both cases the adarfets® temporary accommodation needs to be
included and a statement that the move was sadehlywdrk purposes..
3) Make sure you take the speedo reading foredioles on 3% March

The basics for this year:

This FBT year has 366 days so don't forget thismaverking out the portion of days a car was avaddor
private use.

The benchmark interest rate for loans and deentetkest rate for cars under the actual cost meth8d0b6%.
The gross up rate for fringe benefits that areesttlip GST is 2.0647 and if not 1.8692

Benefits that are not reportable on an employeA¥® summaryinclude:

Meal Entertainment

Car Parking

Entertainment Facility Leasing expenses ie corgdaixes

Pooled or shared cars — really you only have tadether employee use the car once to not haweptotr
Remote Area Benefits

Protecting the personal safety of employees

Emergency Overseas Health care

Overseas Living Allowances

The use of emergency vehicles or police cars (dholpunmarked police cars) to drive to and fromkvor
Defence Force Member’s Benefits

A Few Tricks:

If the goods your employee receives are actymit of what your business makes then the grpsate is
only 1.8692.

If the value of the fringe benefit before gliagsup is less than $2,000 it does not need t@perted on the
employee’s PAYG summary.

If an employee’s mobile phone is used more 8@ for business purposes then the whole amouheof
mobile bill can be paid with no FBT arising. letimobile has PDA capabilities this can still apply.

Infrequent (ie less than 20) and irregularderenefits are not taxable and not reportableey tost less
than $300. Note they cannot be part of a salasyfgae arrangement and are not tax deductiblé¢o t
employer if they are entertainment.

Useful web pages

FBT Calculations

The ATO has a couple of useful calculatorst®site.
At www.ato.gov.au/distributor/asp?doc=content/con8tdb4.htmthere is a calculator that will work out the
FBT payable on a car using either the statutomn{tda) method or the operating cost (log book) raéth
There is also a calculator to exempt and rebatblgloyees at
www.ato.gov.au/distributor/asp?doc=content/con83#83.htm

Boys Toys and FBT - FBT

| was surprised when a client informed me t&tQ Holden could now be worth over $100,000.an ¢
remember my father buying one brand new in 19728000. | later purchased it off him for $1,05® (
gifts here, | had to pay $50 more than the bestrdfé had to date) and thought | got a good deehwisold
it a few years later for the same price.

My client had purchased his HQ many yearsfag&14,000 and was wondering how he could claien th
cost of maintaining it as a tax deduction.

This whole idea is very exciting because itrkgoin the opposite direction to the FBT laws whate
intended to not let you try and reduce the baseevaf a vehicle by pushing it through another grid@fore it
reaches the company or trust you trade underhieratords, your employer.

Once the vehicle is owned by your employethad| costs associated with it are tax deductibteearen the
GST credits can be claimed back. When it comedldaving for the private use of the vehicle yourpoayer
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must pay FBT or you must make an employee contabutYou can calculate the FBT using a log book to
get the actual costs or the formula method whiatkeisigned to give a better tax benefit the morenkétres
travelled by the car and the lower the value ofdéwe This is where section 318 of the 1936 ITAAes Iin.
You see if you are an associate of your trust oangany if it is your own business. Section 9 (2jlef FBT
Act specifies that the base value of the car isvilee at the earliest holding time by the emplogean
associate. So the value of the car for the FBGutalion is the original price you paid for it. @it gets even
better than this in that if the car has been owmnethe employer or an associate for more than 4syealy
2/3rds of its base value is included in the formula

Kilometres Travelled % Kilometres Travelled %
Less than 15,000 26% 25,000 to 40,000 11%
15,000 to 24,999 20% Over 40,000 7%

So if the car originally cost $3,000 its baséue will be $2,000. Even if the car travels ldssn 15,000
kilometres the taxable value (amount of employedrdaution required) of the benefit would be $2,0b =
$520. If you utilise the tax benefits of makingemployee contribution you only have to contrib®20 to
your employer from your after tax dollars to getogal deduction and GST credits for all the expsnse
associated with the vehicle.

The downside is your employer will have to pagome tax on the increase in the car’s value (ftbm
time your employer purchased it) when you sellTihis would not be the case if you owned the campely.

A solution may be to hold the car in your SMSF #abke it to your employer. This would be an inlgous
asset so you need to make sure it's market valtieeatime of transfer is less than 5% of the SMS6tal
assets and all the t's are crossed re your invedtsteategy.

Salary Sacrificing Rental Property Expenses

This lovely little trick comes to an end or BT March when the FBT year ends. So if you are galar
sacrificing your low income spouse’s share of jgiiotwned rental property expenses so that they are
effectively deducted at the tax rate of the higlbme earner it is important that you start to matker
arrangements. In the May 2008 budget the Ruddmgovent announced the legislation would be chamged
close this loop hole from thé'Bpril, 2009 and that no new arrangements wereeteritered into in the
interim.

It is very important that you get out of th@seangements before the end of the March becaosethe £
April, 2009 you employer will be subject to FBTthe highest marginal rate on your spouse’s shatieeof
rental property expenses and it is quite possiblg gpouse won't be entitled to a tax deductiorttier
expenses.

Salary Sacrificing a Laptop
The ATO has issued a few IDs on the nitty grittysafary sacrificing a laptop. Laptops given tceamployee
by an employer are exempt from FBT, there is atlohonly one laptop per year. Note any laptopspased
after 13" May, 2008 must be used primarily for employmerppses to qualify.
ID 2008/158Points out that additional memory, a bigger handed internal modem or Wireless LAN
module for the laptop can be included in the exéngdiut cables, external modems, cradles or extende
warranties do not unless they are included in tieewf the laptop deal.
ID 2008/159 If an employer is reimbursing an employee ovpeaod of time for the cost of the laptop then
another laptop cannot be acquired in the sametliaareimbursements are made for the original drtes is
the case even if the reimbursement for the origagabp have been over a period of more than onk yer.
ID 2008/160 States that loan repayments on a laptop do ndifyt@ the exemption, the employer must
reimburse the employee for the actual purchaskeofaptop. A method of overcoming this would bestith
present the receipt for the laptop to your empl@yet have them reimburse you for the actual prickeo
laptop. This can even be done in instalmentsdbiaicide with the loan repayments.
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Saving Tax on Your Investment Property — The Book

“Every investment property tax-related question’yewever wondered about is answered here and
— perhaps more importantly — the ones you didnihtktito ask but should have! For property
investors who want to refine their strategy for maxm gain, this resourceful handbook will make
a great constant companion.” Eynas Brodie, Editor, Australian Property Ineesnagazine.

Combining Noel Whittaker’s easy reading style withia Hartman’s mind numbing attention to detaibvaa
major challenge which ran way over schedule bistfinished, printed, and in the book stores. ¥an also
purchase it online by going teaww.bantacs.com.au/property.phfhe cost is $29.95 plus $5.95 postage — tax
deductible of course!

Ask BAN TACS

For $39.95 you can have your questions regardimmt&@dsains Tax, Rental Properties and Work Related
Expenses answered. For your Accountant, we willisle ATO references to support our conclusiorst ga
to www.bantacs.com.aand look for the Ask Bantacs link under ‘Most Plapuon the home page.

Back Issues & Booklets

To obtain free back issues of the fortnightly BAN TACS Newsflash or any of the following booklets visit our
web site at www.bantacs.com.au/publications.php. You can also subscribe to our Newsflash reminder.

Alienation of Personal Services Income Buying a Business Capital Gains Tax

Claim Your Trip Around Australia Claimable Loans Claiming a Motor Vehicle
Defence Forces [Military] Death and Taxes Division 35

How Not To Be A Developer Divorce FBT for PBls

Fringe Benefits Tax Investors Miners

Goods and Services Tax Overseas Professional Practices
Key Performance Indicators Real Estate Agent Rental Properties
Overseas Backpacker Fruit Pickers Selling a Business Small Business

Secret Plans and Clever Tricks Subcontractors Teachers

Self Managed Superannuation Funds Wage Earners Year End Tax Strategies

Disclaimer: Please note in many cases the legislation referred to above has only just passed through parliament. The full effect is not clear yet
but it is already necessary to make you aware of the ramifications despite the limited commentary available. On the other side of the coin by the
time you read this information it may be out of date. The information is presented in summary form and intended only to draw your attention to
issues you should further discuss with your accountant. Please do not act on this information without further consultation. We disclaim any
responsibility for actions taken on the above without further advice as to your particular circumstances.
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