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Important

This booklet is simply a collection of Newsflash articlesetevant to wage earners. The articles are
transferred from Newsflash into this booklet so it is bst read from the back page forwards to ensure
you are reading the latest article on the topic first. Notehat the information contained in this booklet
is not updated regularly so it is important that you seek professional advideefore acting on it.

Depreciation for Wage Earners

Ruling TD 93/145 states that an employee is entitled to claipned&tion on an item of plant used for
income producing purposes even though his/her employer has reimburgkedrithe purchase price of the
plant. Further if the purchase price is $300 or less the deprediate®is 100%. The reimbursement is not
taxable income in the hands of the employee as section 51AH dppteduce the amount claimable by the
reimbursement but this does not apply to reduce the cost base for depreciation purposes.

This ruling combined with the exempt fringe benefits legmhatian be used to acquire a laptop at only
3% of it original purchase price. For example:

A is a sole trader who employs B. Both A and B are in the mani tax bracket. B buys a laptop
computer for $5,000, which will be solely used to produce income fof thefe is some private use then
claim needs to be pro rata). A fully reimburses B for the msgpand as laptops are an exempt fringe benefi
A claims the full $5,000 as a tax deduction but no FBT is payabde. a result of the tax deduction A
receives a tax refund of $5,000 x 48.5% = $2,425. B can still claim dejowacdn the laptop at a prime rate
of 27% for the next 3.71 years until the whole $5,000 is claimed, resulting in another $2,425 frof®the A

Note you cannot be an “employer” to yourself but if you have an ogedpentity such as a company or
trust you can become an employee of it and take advantage ofilthgs Note the maximum tax rate for
companies is 30%. Therefore, the laptop can only be acquired for 21.5 of its original punciease p

Rebates

The amount of rebate claimable for a dependant spouse is determimésl dtyher separate net income.
Taxpack discusses this in detail. Of particular interestatd spouse’s separate net income can be reduce
by childcare fees and the costs associated with going to wankasuclothing, meals and travel expenses.
Travel expenses can be the costs of a motor vehicle betweenandmeork. This can be measured on the
cents per kilometre method i.e. up to 67 cents a kilometre. Howavie tax deductible motor vehicle
expenses, there is no 5,000km limit.

A rebate is available for medical expenses exceeding $1,5--.indhisles items purchased from a
chemist that are prescribed by a doctor. A written prescripiomot necessary. For example if a doctor
recommends you take iron tablets and you buy them from a chemyjstjubéfy for the rebate. Further
Chiropractic care can be included in the calculation provided a medical doctor syggesée one. This can
be done retrospectively.

Motor Vehicles — Cents Per Kilometre

The cents per kilometre method of motor vehicle substantiation isliontgd to 5,000km per car per
owner. In other words, a taxpayer can claim for more than onehmaor she is the owner of more than one
car and uses it for deductible purposes. Further, if two taxpaygrshe same car they can claim 5,000km
each providing they are not the same 5,000kms. For example:

A and B are brother and sister and both are required to carrytbolkyto and from work each day because
there is no secure storage provided by either of their respeatiployers. A and B buy two cars each car in
both their names. Both of them travel 10,000km per year to and from iiidiney swap cars half way
through the year they will each be able to claim 10,000km at the 5,0@Qkmifrthe cars have an engine
capacity exceeding 2.6 litre that is a tax deduction (based on 2001 rates) of $5,590 each.

On a related issue, Case S29 states that tools weighing mor@@kg are considered bulky. Therefore,
transporting them to and from work, if there is no secure storagerlat is deductible. Weight is not the
only determinate of bulky. Difficultly in carrying on public trgast is also relevant. For example two light
but large boxes of say teaching aids would still be considereg,adkt is impossible to carry them both at
once.
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Medicare Levy Surcharge and Child Maintenance

Many taxpayers are being charged the Medicare levy sgecharorrectly. The surcharge applies if you
do not have private hospital insurance with a low or no excess and youoreiris more than $50,000 for
singles or $100,000 for families. The threshold includes taxable incainfeirgge benefits. The definition of
family is based on whether you have dependants i.e. contribute to a spahdd’s (under 16 or full time
student under 25) maintenance. Spouses are automatically considexedaiép of each other. In the case
of separated couples the normal Medicare levy only entitlesoygortsider a child your dependant if you
would be entitled to claim Part A benefit from Centrelink in otlverds you shared custody of the child.
But for surcharge purposes this area is widened and a child woglthbelered a dependant even if he or
she does not live with you but you contribute to his or her maintenkmnparticular a single person without
private hospital insurance who earns more than $50,000 but less than $100,000aislendor the 1%
surcharge if they pay child maintenance. Reference ITAA1936 Section 251V.

Travel Allowance

TR 2000/13, the ruling that deals with the current year’s reasonablkd &llowances, actually states that
you can claim a deduction, against a travel allowance thategmive, in excess of that allowance, if the
allowance is under the amount the Commissioner considers reasoAalgaragraph 21 the ruling states:
“A domestic or overseas travel allowance expenses claionsdered to be reasonable if the amount of the
claim covered by the allowance received by an employee, doexcexd the relevant reasonable amount
shown in the Ruling.” To further emphasise this point, at paragraph 106litige gives an example of an
employee travelling overseas who is paid $100 per day for més WR2000/13 states that $141.99 per
day is reasonable. The employee incurs $120 per day in nEises. As the $120 per day is under the
reasonable amount of $141.99 the employee is entitled to claimntioisnt i.e. $20 per day in excess of the
allowance paid, without the need to keep any written evidence, proadngther requirements such as a
travel diary are met.

Note there may be other prerequisites to qualify for a travel alh@e claim without substantiation. The
above is just highlighting a point in those rules that is not often realised.

Diaries and Home Office Expenses

The ATO has released practice statement PS2001/6 which reirntfegdagportance of keeping diaries to
substantiate claims, whether you are a wage earner or in busiDesses should be kept for one month
every year. They are necessary when an item has both business and privaldesbary must record both
the business and private use. Examples of expenses that this ruling could apgptglephones, computers,
photocopiers, etc. A record should also be kept as to the number of hours an office is used fer busines

The ruling points out that a deduction is allowable only where additiamaing costs are incurred. For
example if the family room is also used as an office thengldvbe no deduction for the electricity to light
the room if the room was also being used, at the same time, by family membershtd Wat

Claims for non variable expenses such as rent, mortgage irdacesates are only deductible if you
business fits the definition of a place of business. Due to atrease one of the main deciding factors is
whether clients or customers regularly visit the premiseste bhis is not decisive as you home can still be a
place of business without seeing clients or customers thergobuivould have to be strong on the other
points which are:

* Whether the area is clearly identifiable as a place of business

« Whether the area is not readily suitable or adaptable or use for private otidgugsses

« Whether the area is used exclusively or almost exclusively for businessgairpos

* The essential nature of the area and the nature of the taxpayer’s business
A more detailed discussion on this matter can be found in TR 93/30.

Note you may not wish to have your home considered a place of businéisis, wdl make it subject to
capital gains tax. So this is only beneficial if you arging or purchased the house befor® S@ptember,
1985. Claiming electricity, depreciation of equipment and telephone will nogtroggital gains tax.

BAN TACS Accountants Pty Ltd Wage Earners Booklet -3-
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



Death Benefits in Your Super — Tax Consequences

Careful consideration should be given to who you nominate as benefofiaihe life insurance
component of your superannuation policy. A dependant will receive tlie loleefit tax free if the benefit
does not exceed the pension reasonable benefit limit of the decehsdd isvover a million dollars
(140ZF(5)). The definition of dependant defined at section 27AAA(3) as:

“Any person who is or was the spouse of the taxpayer, and amyarhihe taxpayer

who has not attained the age of 18.” Refer 27A(1).
Note the definition is not limited to this (refer IT2168) and iteisognised that a dependant does not have bt
solely dependant on the deceased to qualify. For example a biaitigmlith the deceased but receiving a
social security payment would still be considered a dependantwiist proved that the social security
payments were not enough to cover the dependant’s share of lipegses. Further, a parent has been
found to be a dependant of a deceased child, not on the basis of financraleshegebut on the fact the
parent was reliant on the deceased for nursing care.

If the payment is received by a non dependant it will be taxEsPat(subject to some exceptions) in the
beneficiary’s hands if the payment is from a superannuation funthe Ipayment is from the deceased’s
employer it will be taxed at 30% if paid to a non dependant.

If the death benefit is just paid to the estate of the dedeams are at mercy to the Commissioner’s
discretion. Section 27AAA(3) states that the only tax free component is:

“such amount (if any) as the Commissioner considers appropriate having regafe textent to

which dependants of the deceased taxpayer may reasonably be expected to benefit from.the esta
Otherwise the amount is taxed in the deceased estate. Note a decadsedreste taxed at the deceased tax
rates (i.e. the first $6,000 tax free then only 17% until $20,000) for the first theeeitl years after death if
the winding up of the estate is not unreasonably delayed. So ifogmeficiary does not fit any of the
exempt definitions it is better to pay the amount to the estate then dicettignt.

In same sex relationships it is important to consider if tfieitlen of spouse extends this far. If it
doesn’t, you should, if your spouse has income, leave the benefit tosyate with provisions in your will
dealing specifically with death benefits of your superannuatiomd.f In many cases the definition of
dependant is left up to the trustees of the superannuation fund. If you are trulyedrad®yut providing for
your family, look into your superannuation funds rules before you fill out the beargfform.

If you have only been in the work force a short time superannuatidereahts may be minimal and you
may disregard this article. But note your death benefits can be significant ggarare new to the fund.

In short, your will should specifically deal with your superanonatieath benefit in the most tax
effective way subject to your circumstances (i.e. paid to rikgres only). Any generalisations will only
result in the ATO being a beneficiary of your estate. Andif thought you hated paying the ATO while
you were alive and able to provide for your family......

In conclusion we need to further look at your superannuation contractoandvill to ensure the ATO
does not benefit. Now you have your family in order it is ideal toenbeneficiaries in your will. Further,
having recently done a course on deceased estates, if you are raakinthanges to your will and
considering the possible conflict with John’s family | would likdé&ogiven the right to ensure your family,

as you intended, benefits.
Bad Habits

Did you know that, if, instead of consuming the following items over aeab period you invested the
money on a monthly basis in a well diversified growth portfolio yamuld achieve the following returns
plus tax credits depending on the performance of the portfolio:

Bad Habit Avg 9% Avg 12%

20 packets of cigarettes per month @ $8 $181,000 $304,000
A monthly subscription to cable TV @ $45 51,000 85,000
Buying your lunch on weekdays say 22 days per month @ an

increased cost per day of $4 compared with bringing it from home 99,000 167,000

It is the small but regular expenses that really cost inldhg run. Likewise a small but regular
investment that compounds will really add up over time. If you exmeatworking life to be 40 years and
you don’t buy your lunch too often and invest the money instead you could haweebe$417,000 and
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$1,050,000 at the end of your working life. So by not buying your lunch andimy#se money you could
have over a million dollars when you retire if your portfolio averages 12%pa.

Salary Packaging — Explained

If your salary package reduces your gross pay to less than $156,0€@nyimprove your take home pay
at the ATO’s expense by making employee contributions. Fringe benefissitaged on the assumption that
if you received the money for the benefit in your pay packeifatiwill be taxed at the maximum bracket.
So if your salary package before the sacrifice is over $15%00@nder $150,000 once the sacrifice is
deducted please contact our office and we will calculate the alptimployee contribution you should make
as the formula is too complicated to explain here.

If your package is under $150,000 before deducting the salaryiceagaiu should make employee
contributions to reduce the “taxable value” of the benefit to zeroemployee contribution is not necessary
with exempt fringe benefits that are salary sacrificed siscbuperannuation, laptops, mobile phones, minotr
benefits etc. because their taxable value is already zdm®.“tdxable value” is normally the market value of
the benefit you receive, so, if your package is under $150,000, the on$piterth salary sacrificing are the
exempt benefits or in most cases a car (providing it is uplikehave much business use and it will travel a
reasonable amount of kilometres).

Note you will not be able to claim a tax deduction in your perspoairie tax return for the cost of using
a salary sacrificed car for your work.

Salary Sacrifice and Employees of Hospitals or Puidl
Benevolent Institutions

Employees of Hospitals and Public Benevolent Institutions can receiveetlamount of fringe benefits
without their employer being liable to pay fringe benefits takis effectively means the benefit is received
tax free just like the good old days. There is a limit of $7,984 taxable value forat®spid $14,090 taxable
value for Public Benevolent institutions. The taxable value is riyrrttee actual cost of the benefit
supplied. A statutory formula can be used to calculate the taxahle of a car the formula works as
follows:

Statutory Fraction

Taxable Value of Vehicle Total kilometres p.a. less than 15,000 0.26
GST Inclusive Coat of Vehicle Total kilometres p.a. 15,000 to 24,999 0.20
Multiply by the Statutory Fraction Total kilometres p.a. 25,000 to 20,000 0.11
Taxable Value Total kilometres p.a. over 40,000 0.07

Exempt fringe benefits such as superannuation, laptops, mobile phonesnamdbemefits are not
included in the limit and are not subject to FBT so these aretigdly tax free as well, though
superannuation is taxed in the hands of the superannuation fund.

If your taxable income after salary sacrifice is under $125,@0@ sure you only salary sacrifice exempt
benefits and otherwise only up to the limit. If you do more than thiglli be necessary to make an
employee contribution to cancel the taxable value of the extraibeogin to zero. Otherwise you are
effectively paying the maximum tax rate on the excess lemeén if you had received the cash instead it
would have been taxed at a lower rate.

Note you will not be able to claim a tax deduction in your persnoairie tax return for the cost of using
a salary sacrificed car for your work.
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Taxable Value of Vehicle

GST Inclusive cost of the vehicle 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 Above Divide by 11
Real Cost to Employer and normally
GST on Running Costs the amount of the salary sacrifice

How to Claim a Tax Deduction for Life Insurance

Normally life insurance premiums are not tax deductible but indoswance is. If your income
insurance does provide life insurance as well you are requirdsgect the premium and not claim the
portion applicable to life insurance. This requirement to disse@rédmium does not apply if it is through a
superannuation policy. So if you qualify to claim a deduction for your aopeation contributions i.e. you
are self employed you can ask your employer’s superannuation fumovidgpyou with life insurance and
the increase in premium is just as deductible as the superannuation contribution.

If you are an employee you could salary sacrifice into superammu@tcover yourself for life insurance.

There are superannuation funds that will permit you to make superanmaitributions small enough
just to cover your life insurance. So you don’t even need to invest extra into superanougeiolifé cover.

Tony Townsend Registered Life Broker has offered to review alcleemts insurance needs free of
charge. He provides a detailed evaluation of all your insuraremsresd can see you in your home or our
office. .

Secret Plans and Clever Tricks — Claiming Meals

Claiming Meals as a Tax Deduction when not Travelling
How Employees can Claim:
RE Pollak Partners — Had the cost of lunch consumed during computergreourses been incurred by the
computer trainers (rather than by their employer) such cost viawel been allowable because the trainers
were required to consume lunch with the course participants and to perform theimdhileeating lunch.
How Employees can Maximise a Meal Allowance Claim:
TR 2000/13 - “Overtime meal allowance expense claims up to an aofdbhi.90 per meal are considered
to be reasonable for the 2000-2001 income year where the overtimealiog@ance is paid under an
industrial instrument. If a deduction claimed is more than themaate amount, the whole claim must be
substantiated with written evidence, not just the excess over the reasonable amount.”

The ruling does not limit the claim to the amount of the alloweswsived but to what the Commissioner
considers reasonable i.e. $17.90. TR1999/7 is the ruling for the 1999/2000 ydae egmsbnable amount
is $16.20. The wording of TR1999/7 is basically the same as TR2000/13
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Motor Vehicles

Wage earners can claim their motor vehicle expenses whem#styhe substantiation requirements and

they travel as follows:

1) Bulky Equipment — Home to work travel is claimable if there is no safe g work and as a
result you transport bulky equipment between home and work. Safe swgfaed as similar to
your own personal locker. Therefore a container on a buildingositdith all and sundry has a key
is not safe storage. Case S29 prescribed more than 20kg was bakpack gives the example of a
ladder and drum kit not because they weigh more than 20kg but becaugdlthiéthe difficulty to
carry side of bulky.

2) Abnormal workplace, this is defined in Taxpack at D1 as:

From your normal workplace to an alternative workplace — for ex@naptlient’'s premises —

while still on duty and back to your normal workplace or direbthyne. From your home to

an alternative workplace for work purposes and then to your norm&bplaoe or directly

home.

This would include being sent to another branch or shop to relieve prgwidu were not employed
predominantly to relieve. This covers seminars and visits to custoet®e It also includes work
related tasks performed on the way home or to work but, note MT 202%agkecannot be
insignificant such as dropping off the mail at the post office. @§hotiyou drop off the mail on the
way home you can claim for the distance off the track thisstgka. Also refer TD 96/42 and TD
96/43.

3) Between Jobs- note this includes travel from home when home is the base of iopsrat work
begins there. In Payne’s case a pilot was successful inintpinavel from home to the airport
because he ran a primary production business from home. Note thewAT@robably appeal
against this case. Home can also be considered a base of enmildyemeployment related duties
have begun before leaving there, providing those employment related diat not begin merely for
the convenience of the taxpayer. Taxpack provides the example of a computer pregcamtacted
at home to fix a problem over the internet. When this wasn’t pessibé then proceeded to work,
hence the travel was deductible. Another example is a doctor @h&tdhome regarding a hospital
emergency. He gave advice as to treatment and contactedsattidefore leaving for the hospital
so the trip to the hospital was deductible because he had already begun work when heleft hom

4) lItinerant work refer TR95/34 which is available from the ATO web site or our office.

For example more than one workplace each day on most days.
Note: The above can also apply to the self-employed possibly in additiohéoadaims. If claiming for a
car on the kilometre basis the limit is 5,000 kilometres per car, not per taxpayer.

Tax Minimisation Schemes Alert

The Australian Securities and Investment Commission has wahnaedadvertisements by Richard
Sherland and SMC, claiming to give people access to their superamnetdre retirement are misleading.
They state that Members of superannuation funds who wish to abegssuperannuation before retirement
can do so only on grounds of severe financial hardship or compassionate greuribler, the arrangement
involves investing funds offshore through SMC which is not an Australian registgpedaBnuation Fund.

Sun Protection Now Tax Deductible

Hats, sunglasses and sunscreen will now be tax deductible if ytheaséor work. The Cancer Council
has backed a successful case in the Melbourne Federal Court. dinsialecan be claimed for 2001/2002
and you can amend previous tax returns up to four years back. The dogwynot extend to protective
clothing such as long sleeve shirts. The ATO may issue a wikegssing how much time a taxpayer needs
to spend outdoors in their job before they qualify for a tax deduction.

Reader’s Question — Investment Property Sold at adss
A reader has sold an investment property for less than the amdumtrtveed. He wants to know if he
can still continue to claim the interest on the balance of the loan. The ATGshadéw cases in this regard
lately so there is a good chance that the reader will qualifg tax deduction. The ATO states the contrary
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to this in TR 2000/17 but in light of FC of T v Jones, 2002 ATC 4135 and HCvoBrown, 1999 ATC
4600 this will have to be withdrawn. TD 95/27 has already beemdedeas the ATO recognizes that an
employee using a car for work purposes that sells for lesghhautstanding loan can continue to claim the
interest.

Everything you can do to bring yourself into line with the positive pointeeotases mentioned above
should be done. Some of the relevant facts that you may be in a position to do something:about are

1) All the proceeds of the sale should be used to repay as much of the loan as possible.

2) Endeavor to appear to be unable to repay the loan from other atbsatshan the family home. This
may mean as a couple if only one member owned the property soldsg the other member should
hold any further investments.

3) Don't refinance the loan to extend its term or increase the shtex. You must appear to be doing all
that is possible to eliminate the loan. So refinancing to retthécmterest rate is ok. On the other hand
if you have to change the loan from principle and interest toestt@nly because that is the only way
you can afford the repayments you may be able to justify changing the loan.

4) If the loan is already fixed at the time the investmenold,ghen you have an argument that you could
not pay it out. This is a factor to consider if you are refinancing before the sal

The above also applies if the investment was shares or if a lsusiaesold for less than what is owing
on it. In the case of a business the ATO has issued a statiaedivision 35 cannot work to quarantine the
interest in these circumstances as the taxpayer is no landmrsiness. Division 35 is discussed in our
Miscellaneous Small Business booklet. But all you really need to kndivat Division 35 will not stop you
claiming the interest.

Reader’s Question — Nursing Care in your Home

A reader has a friend who is paying Nurses to provide around thecel@cto his bedridden wife in their
own home. He has been advised that this is not a medical expetise porposes of the medical expenses
rebate. | question this in view of the legislation, in whichdegnitions found at 159P(4) states a medical
expense is payments to:

(a) a legally qualified medical practitioner, nurse or cheroisé public or private hospital, in respect of
an illness or operation; and at

(h) a person for services rendered by him as an attendant ofan pelne is blind or permanently
confined to a bed or an invalid chair.

Section 159P(5) widens the above to include payments to the employleespafople listed in (a) but
does not extend this to (h). So if the carer is not a registemse or medical practitioner, the payment will
not be a medical expense if paid to an agency rather thaergenpactually giving the care. For example in
Case S57, 85 ATC 412 payments to a city council for its home help service were tadiledbacause it was
not direct to the person providing the service.

For the 2002 financial year a rebate applied to any medicahgegever $1,250, in 2003 the threshold
will be $1,500. This threshold applies only once in the year to all ducal expenses of all the family
members i.e. parents and children under 21 regardless of thiedattidse family members may have plenty
of income in their own right. In very limited circumstances nthedical expenses of grand parents and
invalid relatives can be included in the threshold.

Secret Plans and Clever Tricks — 18% Return Overnilgt

Guaranteed

The rebate for making super contributions for your spouse is $540 ifopttibate $3,000, providing
your spouse’s assessaltet(taxable) income is under $10,000 (shading provisions apply after thgur|
spouse is retired from the workforce and over 55 years of age, $steeowill be entitled to draw all that
money straight back out. Effectively netting you an 18% returnnoovarnight investment. Note if your
spouse has never held paid employment they will have to waitthieyilare 65 years of age. Spouse super
contributions can only be made until the spouse reaches 65 years. ofThg rebate is only available to
offset tax so if your taxable income is too low to pay tax this will not bermfit y
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Working Overseas

If you work overseas for less than two years you could stillobsidered a resident of Australia for
taxation purposes. But section 23AG exempts from Australiandax@mnployment income earned overseas
providing the following conditions are met:

1) The employment is for a continuous period of 91 days. Note continuiytibroken by absences
due to accidents or illness or recreation leave, which is pattieoterms of your employment
contract. Weekends, public holidays, compassionate leave etc do notcbreaaluity nor do
business trips for the foreign employer. But continuity is brokeloiby service leave or leave on
reduced or no pay. More detail can be found in TR96/15 which also additessdssentee credit
system.

and

2) You are taxed on this income in the foreign country. Note Austlras different double tax

agreements with each country so you will need to know exactly what appliesrtoountry.

But note while section 23AG exempts the income earned oversieas ihot exempt from Australian tax
your other income such as interest, royalties, dividends, rentifeyou are still considered to be an
Australian Resident for tax purposes. That is you intend to reiukastralia within less than 2 years. This
2 year rule is not hard and fast it boils down to a question offfaatwill be taxed on any interest, royalty,
dividend and rent income as if you were a resident but your net ovamsease (calculated in accordance
with Australian Tax Law) will be taken into account in determining your tasgkieta

Salary Packaging a Car — Sometimes it Can Go Wrong

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

Recently we have come across some salary packagingsahatihas actually made the employee worse
off. About a year ago we published some articles on the catmdatio work out the actual benefits of a
salary package and these are still available in the FBT dodRle understand that the calculations are quite
complicated so the following is a list eébmeof the pit falls. If you think these could apply to you it is
worth reading the booklet or talking to us. Note the following is aotlusive just some examples we have
come across. To really know if your package is right you must crunch the numbers

1) The ATO determine the FBT payable by your employer bgradla that increases the amount of

FBT payable if the kilometres travelled by the car lare, the higher the kilometres travelled the
more business purpose the ATO assumes the car has. The formula takes tise puicsthaf the car
(assuming less than 4 years old) and multiplies it by one of the following:
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 kilometres and it cost $38,000 the ATO cosisiderto be receiving
a benefit worth $9880 per year or $823 per month. Now unless yourpawasents, fuel, repairs,
registration and insurance are more than this your salary gmdkabeing reduced by FBT your
employer has to pay on a benefit you are not really receivingother words the ATO's formula
calculates the benefit of the car to you to be greater thato#t@f running the car. So you would be
better paying the tax on your package and providing the car for yourself.
A log book can be used stop the negative effects of the above but d@nliltestore equilibrium. A log
book will not put you in a better position than if you provide the car for yourself.

2) If your gross wage after the salary sacrifice is less #&n000 you will need to make an employee
contribution to reduce your fringe benefit to zero or at least bring youy saddo $60,000. The tax
your employer pays on your non exempt salary sacrifices 48.826, the maximum personal tax
bracket and is not reduced just because your own personal taxloaters Therefore it is important
that you make an employee contribution to bring the taxable value obgaoefit to zero as you will
pay less tax on the money than your employer. There is balhefit in salary packaging a car even
if you are under the maximum tax bracket threshold. If you aregdmihigh amount of private
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kilometres as discussed above the ATO assumes in its formuldodinatis a high business portion
and reduces the FBT payable accordingly. If your packagedisr $60,000 the only fringe benefits
that are worth sacrificing are exempt benefits (laptops, superannuation, tjnar & car doing high
kilometres. In the latter case it is imperative that the nusndse crunched to ensure there is a real
benefit.

3) If you pay some of the car's expenses yourself the ATO doesdateré¢he amount of FBT your
employer pays under the formula in point 1) above. So you must keegr#igts and give them to
your employer to include in the FBT calculation as employeeibotions. If you don't do this you
are effectively being double taxed because you have alrealyggaon the money you use to buy
the fuel etc but you employer is also deducting from your packegEBT he or she has to pay on
the ATO's estimate of what the fuel expense will be. If yeurathe maximum tax bracket and you
pay $100 in fuel out of your own pocket you have had to earn $194.17. On top bEtAGtQ in
its formula discussed in 1) above have taken into account that taiseilhat in fuel so will charge
your employer FBT which your employer will take out of your fae salary package. You are
effectively paying tax twice on the same tank of fuel not to mention the fueletaX way.

We also have a Microsoft Works spreadsheet that will allow yodotsome analysis for a salary
packaged car. We do not recommend basing your final decision oesties of the spreadsheet without
consultation with us as the spreadsheet was only written for uaedoyintants who can identify unusual
circumstances.

Home to Work Travel an Exempt Fringe Benefit

Most fringe benefits are effectively taxed at 46.5% so tiseme ireal advantage in receiving them and a
big disadvantage if you are not in that tax bracket yourself. Some may gaiveantege from reducing their
taxable income as Fringe Benefits are not included in your &xaddme but the grossed up value of them
is included on your group certificate and in your income tax retWhenever your taxable income is
relevant, the authority you are reporting to will probably requesFEtimge Benefits Tax Amount as well.
Therefore the only real advantage gained by arranging ge=Benefit Package is from those benefits that
are either exempt, concessionly taxed or not reportable.

Exempt use includes "Non Cars"Providing the following vehicles are only used for home to work
travel, business purposes and other minor, infrequent and irregular tivelbenefit received is exempt,
MT 2034.

a) Motor Cycles

b) Vehicles designed to carry a load of at least one tonne

c) Taxis, panel vans, utilities and commercial vehicles designearty & load of less than 1 tonne but

not principally designed to carry passengers. According ta2BP# this includes Nissan Navara
Dual Cab Ute DX, Mazda Bravo 4WD Dual Cab Ute DX5, Toyota H#x% Dual Cab Ute, Ford

Courier 4x2Crew Cab pick-up GL and Holden Ute Series Ill 179kw VBeOtehicles that have

more load space than passenger space may well qualify.

If you have a long way to travel to work and cannot make that tripvaites deductible (i.e. carry bulky
tools due to no safe storage at work) it may be worth purchasingidevéhat fits into one of the classes
above, if you have another car to use for private. This wilctfy allow you a tax deduction for your
entire home to work travel. Or in dollar terms halve your castsunning the vehicle if you are at the
maximum tax rate.

Cashing in Leave

Annual Leave — Some Federal Awards allow employees to reitevaash value of their annual leave rather
than taking the time off. In Western Australia employeesceas in up to 50% of the annual leave they
have accrued. Employers in NSW are specifically prohibited fsaging their employees for their annual
leave rather than them taking it.

Long Service Leave — Some Federal Awards allow emplageesceive the cash value of their long service
leave rather than taking the time off. In Queensland, South Aasffalsmania and Western Australia can
cash in all or part of their long service leave entitlement.
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Teachers - Work Related Travel

It is not normally worthwhile for a Teacher to keep a fullbogk and receipts unless they are itinerant.
Usually a teacher will do less than 5,000 deductible kilometres/gmr. To claim these the kilometre
method can be used which does not require receipts or a logbook but aidgtiled reasonable estimate.
If the Teacher travels to similar areas each term or marecord of the purpose of each journey and the
kilometres travelled in the period multiplied to cover the whole ygar sufficient record. Also keep a
record of one off trips. For the 2003 year you will be entitled taésis per kilometre if your car has a
cubic capacity of 1.6 litres or less. Over 1.6 litres up to 2.&l@fecents. Over 2.6 litres is 61 cents per
kilometre.

If you go do over 5,000 kilometres a log book may be beneficial but yisuaditter claim is available by
rotating cars if you have more than one car. For example you are a meralwaupie and use your spouses
car sometimes. You can claim up to 5,000kms per car under theekidlomethod. You must be the owner
of the car to claim it under the kilometre method. If the sanly in your spouses name you can make a
declaration of joint ownership. If the car is in your parent's nhateyou pay all the associated costs
because it is really your car you are considered the owner of the car.

You cannot claim a deduction for travel between home and your normal sciesd you carry bulky
equipment. A trip from work to home carrying bulky papers to malkld not be deductible if you take
them home as a matter of convenience. That is you could mark tiseimoal but you would prefer to work
at home.

TR 95/34 covers a lot of the circumstances where a car canifbedlas a work related expense. Of
particular interest to teachers would be paragraphs 23 to 35.rulihig is available on the ATO web site.
Tax deductible work related travel falls into the following categories:

Itinerant - In FC of T v Wiener 78 ATC 4006; (1978) 8 ATR 335 a teacher wagsiresl to teach at a
minimum of four different schools each day, and comply with atdtnmetable that kept her on the move
throughout each of these days. The court found that she was itiardatiterefore able to claim her travel
costs from the moment she left home until she returned home. A anmwohtwo workplaces in one day
will class you as itinerant unless one was your normal workpl#cgou first go to your normal workplace
you can only claim for travel after you reach there.

Travel After You Have Started Work If you go out from your normal workplace and then return you car
claim for that trip but not the trip to and from your home and youmabworkplace. Examples of this sort
of travel would be meetings at other schools, inspecting sportidg . If you go home, rather than back
to your school, after these meetings etc you can also claim the trip home.

Abnormal Workplace — Taxpack at item D1 and MT 2027 paragraphs 32 to 35 discuss claiming travel to
abnormal workplace. It is important to note that you must firse b normal workplace to have an
abnormal one. You can claim for travel from home to an abnormal woekatat back home or to another
workplace or vice versa. In FC of T v Genys (1987) 17 FCR 495; &7 4#d75; (1987) 19 ATR 356 the
Federal court made it clear that if you are a reliefiteawithout a normal workplace you cannot make this
claim if you only visit one school for the day. For a teackiéh a permanent position the abnormal
workplace claim would cover travelling to other schools for meetingpecting sports grounds, excursions,
etc. even if they spent the whole day there. In other wordsahel was merely home to work travel but
because they have a normal workplace and this travel is to amatdrveorkplace they are entitled to claim
home to work travel. If you regularly teach at one school on Monday aesddays and another the rest of
the week both these schools would be considered your normal workplaoeabnormal workplace claim is
available for either place.

Bulky Equipment — In case S29 it was accepted by the court that equipment weightiregthan 20kg was
considered bulky. If there is no safe storage at work you maplbdaclaim a deduction for taking your
equipment to and from school. Relief teachers may be able to Helé day with this one. Safe storage
means somewhere you can lock up your belongings that other people Haveoa key to. It is not
sufficient that you take the equipment home for your own conveniemaasit be out of necessity. Bulky
equipment does not have to be heavy it can just be impossible to ttamspaoblic transport, for example a
ladder or drum Kkit.

If you have salary packaged the car you use for deductible purpasesrywot claim a deduction for
these trips in your income tax return because you are not the ofvtige vehicle. This article will be
continued in the next edition of Newsflash.
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Transporting Students —Whenever you are transporting students in relation to your workighes tax
deductible including the leg between their home and yours. Thieisase even if you are transporting
them to your normal place of work. TR 95/14 gives an example ofci goeking up players on his way to
his normal school for a Saturday football match. He is entitlesfaim the whole trip from when he leaves
home to pick up the students
Work Related Tasks on the Way to or From Work -MT 2027 states that the task cannot be insignificant
such as dropping off the mail at the post office. Though if yop dff the mail on the way home you can
claim for the distance off the track this takes you. Also réie96/42 and TD 96/43 available on the ATO
web site. If you perform a significant work related task onathg home you can claim the whole trip. For
example checking the condition and availability of a sports groundeoway to work will make the whole
trip deductible.
Home a Based of Operations 4 case W4 a semi retired University Lecturer was allowed a claifmofoe
to work travel because he did not have an office at the Univevhitye he could prepare his Lectures so his
home was the base where most of his work was performed. d3esi< very narrowly interpreted by the
ATO.
Casual Teachers 4n FC of T v Genys (1987) 17 FCR 495; 87 ATC 4875; (1987) 19 ATR 356 anyagen
nurse was not permitted to claim the cost of attending a diffewesyital each day because it was merely
home to work travel. She only went to one hospital each day asitedsd no normal workplace she could
not claim travel to an abnormal workplace. Casual teacharslaan their travel to and from work if they
attend more than one school during a day without returning home. Thdikebsjustification a casual
teacher will have for claiming home to work travel is the trartation of bulky equipment. For example, if
they are only in the school for a day they will need to taketting supplies with them. It is then a matter of
getting these supplies up to the state of "bulky". An exampl@ldvbe a guitar, story books and sports
equipment.

If you have salary packaged the car you use for deductible purpasesrywt claim a deduction for
these trips in your income tax return because you are not the owner of the. vehicle

Drawing on Your Super Before 65 Due to Invalidity

If you retire early for health reasons you are entitled deive part of your superannuation payout tax
free. The tax free portion is calculated by working outgéesentage of your working life that has been cut
short and applying this percentage to your superannuation payout. dpamwasnuation fund trustee should
work this out and give you an a Eligible Termination Payment @tie (ETP) with an invalidity
component. It has been our experience that some Superannuation Funds do motnbhkimg this
apportionment. The best option is to try to get the Superannuation é¢-ymmdpiare the ETP correctly. If
they will not, you can ask the ATO to change it. The ATO simetuire a certificate from two doctors
stating that you are permanently unable to work. Making this efforsave you thousands of dollars in tax
so if you are under 65 years of age, unable to work due to ill healthearedreceived a Superannuation
payout you should check that your ETP statement shows an Invalidity Component.

It is also important that you do not use the hardship provisions toaditayour superannuation. The
payout must be as a result of termination of employment to qualify for this cancessi

Relocation Costs

The cost of relocating your home when you are transferred is not consigéneddT O as tax deductible
even though a taxpayer in case T92 was successful in claiminglbeation expenses. Nevertheless, a
simpler method is to salary sacrifice the relocation costisegsare exempt fringe benefits to your employer.
This will mean that you will be paying for the relocation out dbbetax dollars, which is exactly the same
as receiving a tax deduction for that amount. Relocation costs covered under theeRiplian include:

e Travel, Meals and Accommodation en route including family members
e Temporary Accommodation in the old or new location
« Home sale and purchase costs. For example Stamp Duty, Legal Fees and Qoramissi

Make sure your employer pays the actual costs. No exemptiavaiigble if you are only given a

relocation allowance rather than reimbursement for the actual expenses.
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Self Education — Explained

To be deductible against your income the course you are doing musiatexl to your work obligations
either because it is improving the skills you need in your curoénoj keeping you up to date. You can
also claim for expenses that will qualify you for advancemertt watur current employer but you cannot
claim expenses relating to study that will lead to a job \wittifferent employer. If you quit work to
undertake the study or work is simply as a result of your study (i.e. prac) ndidedvit be available.

If you attend a place of education as opposed to a professionakmshiptbody that also provides some
courses on the side, you can not claim the first $250 of Text booksnstgt Car expenses under the log
book or 1/3 method, Student Union and Course Fees (not including HECS). ®Buathenany ways that
you can use up this $250 without having to reduce your claim. For example;

1) Expenses that you do not have receipts for or are related touthe mit not deductible such as

childcare cost, still reduce the first $250.

2) The cost of capital items purchased that year reduce the$fiEd as well as qualifying for a

depreciation deduction.

3) Car expenses calculated under the kilometer or 12% method reduistt$250 as well as being

fully claimable without reduction.

4) Refer below for deductible travel in relation to self educati®he journeys not covered by this can

be utilized to reduce the first $250. For example travel from the place of educatiorkto w

The following journeys are deductible:
Home — Place of Education — Home
Work — Place of Education — Work
Work — Place of Education — but not the home journey if next
Home — Place of Education — but not the work journey if next
The confusion created by the above is best explained by takogdcount that the ATO does not want
you claiming for any trips that are purely between your home and work.

Uniforms

To be able to claim a deduction for the purchase and/or laundrgtbingl it must fit into one of the
following categories:

Compulsory Uniform — A uniform is compulsory if there is a strictly enforced polamympelling you to
wear it. To the extent that if you did not turn up to work inos yould be reprimanded or sent home. It
needs to be unique and distinctive to your organization. For examplehleasployers name on it. Once
you have met the requirements of a compulsory distinctive uniforer agms of clothing can also be
claimed if the compulsory uniform policy specifies their colotylesand type. This extends to items of
clothing that do not have the employers name on them such as pants, sfedks and stockings. An
example would be the requirement to wear black, closed in lesiloers. But you must meet the first
requirement that you have a distinctive, unique and compulsory uniform.

Non Compulsory Uniform — If the uniform is not compulsory you will only be able to claimitems of
clothing that are part of a registered design. Informatioregistered designs is available on the Ausidustry
web sitewww.ausindustry.gov.au

Protective — This can be used to protect either yourself or the clothes gowemring underneath. It also
covers steel cap boots. Claims under in this category do not have to be part of a uniform.

Occupationally Specific —A dentist's shirt is not considered occupationally specific because &tisiraiso
wears the same shirt. If you wear something under the Dehastiacist's shirt you could class it as
protective. Chef's chequered pants are considered occupationaljcspecording to the ATO occupation
rulings a traditional nurses uniform and a graduation gown for a teacher are as@lpyasipecific.

Note simply having a logo on an item of clothing does not makeiinalale. The clothing must be part
of a compulsory uniform policy or the logo must be a registered design to qoal&ckaim.
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Wage Earners Claiming Travel to Work

For full details refer to our claiming a motor vehicle booklemplByees can claim travel from home to
their normal place of work if they have begun their work at homéeio home is either another workplace
or a base of operations. The following is an example of successful cases omdiéepri
Case W4- a semi retired University Lecturer was allowed ancléor home to work travel because he did
not have an office at the University where he could prepare hisirescso his home was the base where
most of his work was performed. This case is very narrowly interpreted by the AT
In Collings Case 1976 — A computer programer was required t;mhbmll at all times and her employer
installed a computer terminal in her home so that she could @beessin computer through the telephone
line. On the occasions that she couldn’t fix the main computer frone sty would have to travel into
work. The court found that the trips into work were tax deductibabise she had already started work
before she left home, in that she had tried to fix the computeugh the telephone line. This changed the
nature of the journey. Instead of being travel to work it becaaweltion work because her duties had
already commenced.

Owen V Pook 1970 -A medical practitioner required to be on call in the case of agrgency at the
Hospital where he is employed. When contacted on the telephone hegnauidstructions on the patient’s
care before travelling to the hospital. Accordingly, the céauhd that his responsibility for the patient
began before leaving home so the travel was while working not to get to work.

IT112, which is available on the ATO web sitev{v.ato.gov.apdiscusses this matter in great detail.

Sports People

The Australian Olympic Committee funded the taxpayer in Stone wixsioner of Taxation 2003,
because it was concerned about the non-taxable status of itsintesdive scheme. This case gives some
good guidelines into the tax treatment of payments receivedtigtds and other Sports People. The ATO
has appealed but in the mean time TR 1999/17 should no longer be considered an authority on the subije

The ATO accepted that a payment from Little Athleticsrake “model of the year” was not taxable. The
court found that Sponsorships and appearance money was normal taxablebecaose they were clearly
for services performed.

The court did not consider services to be performed when the athbtetepgting unless they received
appearance money. The prize money could not be considered a fateftaiement. Prize money, goods,
services, grants, non sponsorship bonuses and incentives such as theaAuBtyatipic Committee Medal
Incentive Scheme could only be considered taxable income ithleteawas considered to be carrying on a
business. Due to the following factors Stone was not considered to be carrying on abusines
1) She had a full time job in the police force and only trained and competed in her spare time.

2) She chose the events she competed in on the basis of experiencergiieethan the amount of the
prize money or her chances of success.

3) Seeking sponsorship did not change the athletes status to a business

4) Neither the amount of success or money received had any bearing on whetheetbevashin business.

5) Even the ATO conceded that the profit motive was not her predominant plrpbargued that it was
sufficient that she desired to obtain income. The court fedt wds not enough and looked to other
factors such as businesslike methods, repetition and a purpose of profit making.

This case may also reduce the number of sports people who have to pay GST on theis @onurding

to GSTR 2002/3.

Claiming Your Trip Around Australia as a Tax Deduction

We have just released a new booklet particularly for Fruit Pickers anekSheslled Claiming Your Trip
Around Australia As A Tax Deduction. The concepts can apply ta diherant travellers, so whatever
your means of making your way around Australia it is worthaal rend its free. Visit our web site at
www.bantacs.com.au/freebies.php
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Medical Expenses Rebate Tips

Taxpayers are entitled to a rebate for Medical Expensée ifamily’s expenses for the year exceed
$1,500. Section 159P(1) excludes from the definition of medical expenses antbanthave been
reimbursed by “a government or public authority or a society, aggwtior fund”. Accordingly, Medical
Expenses reimbursed through a compensation claim are stihldeaio be counted towards the rebate.
Reference 1D2003/95.

Medical Expenses as discussed above can include the cost of &in Etmter if the taxpayer has
mobility problems and the scooter is prescribed by a doctor. &hm chn also include cost of compulsory
third party insurance and maintaining the scooter. The costs oinigiglie scooter against damage and theft
cannot be included as a Medical Expense. Reference ID2003/978 & 979.

Spouse Rebate

A spouse’s separate net income is different to taxable incapara®e net income (SNI), not taxable
income determines whether a spouse is dependant for dependant spouspurpbats. If your spouse
does not qualify for FTB Part B from Centrelink but has a low ircomtravels a long way to work or has
high child care costs, you should consider claiming them as a dependant spouséanr regurn.

Separate net income is more aligned to the spouse’s incomeledigting the costs associated with
going to work. Accordingly, deductions that are not normally allowagainst taxable income are
allowable against separate net income. Examples of thesalenathild care expenses, clothing used
exclusively for work, lunch while at work. But the most lucrativaralis for the cost of travel to and from
work and child care if applicable. This can be claimed using th@ Rlometre rate of around 60 cents a
kilometre but there is no 5,000km limit. On the down side you cannot rgducencome by costs that are
not associated with earning it. For example tax agent fegsparannuation contributions that your spouse
may have claimed as a tax deduction cannot be used to reduce bisimcdme for SNI purposes so they
have to be added back.

As a dependant spouse rebate can increase your refund by around $1,400 it is woghrkekmhthese
expenses. The substantiation rules do not apply so receipts or logdveakst necessary just a record or
calculation.

Operating Cost Method can Save a Fortune in FBT

When calculating the FBT payable on a car the employer has a choice of two methods

1) The operating cost method which is the actual costs apportion dretinesiness and private use
according to a log book.
Or

2) The formula method which is a percentage of the original mfidcee vehicle (unless more than 4
years old). The percentage applied depends on the number of kilotnawedked by the vehicle.
The formula assumes that the more kilometres travelled by theleséhe higher the ratio of business
use to private use.

As you can see from the above if a car does not travel maomddites yet the travel is mainly for
business a better FBT result will come from a log book. Eh&so the case if the vehicle has a very high
percentage of business kilometres. On the other hand the formtladhean allow some of the cost of a car
used solely for business to be exempt from FBT.

In short if the vehicle that is subject to FBT does less tharage kilometres or has a very high percentage
of business use it is worth doing the calculation to see if the operating cost metwd getter result.

Don't forget that if the employee is not in the maximum taxcket and employee contribution should be
made to reduce the FBT to zefdote GST is payable on the employee contribution.

Year End Tax Planning for Individuals

Take the speedo reading, as df 30ne, 2004, for each car you want to claim using the log book metho
If you have not kept a log book and want to claim more than 5,000kms perakarsure you start a log
book before 36 June, 2004.

Consider spouse superannuation contributions if your spouse’s assessabteiswander $10,800. If
you make a contribution of $3,000 for him or her, you will qualify foelaate of $540. The rebate shades
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out between $10,800 and $13,800 Note the assessable income is the gross ifmenaxb@éeductions but
does not include exempt payments such as Centrelink’s family payment.

If you have made a capital gain it is worth considering getither assets (such as shares) that you knov
will create a capital loss on disposal and are unlikely to improve so that tleaulosffset the gain. A loss in
the future without a gain to offset it against may take a long time éoipedf you are currently holding onto
shares that, if sold, would realize a capital loss, but you wahibld onto them as you feel they have
potential, simply sell them and buy them straight back.

Consider purchasing stationery and other deductible consumableslitiet wsed up within the next 3
months (IT333). But note as this only moves a deduction from nexinteahis year you should only do
this if you are going to be in the same or lower tax bracket next year aseyoutas year.

The most important tax strategy is to keep receipts. Withaeipte your claim for work related
expenses is limited to $300 in most cases. Cars are one okct@iens, you can claim up to 5,000kms for
work related travel in your car. But note the 5,000km is per calr wauihave two and rotate your cars
correctly you can claim up to 10,000kms on a detailed reasonabtetesivithout receipts or a log book.
Assuming you have kept or can get copies of your electricity and fiésie/ou should consider keeping a
diary, for a month of the business of these utilities. To cldeutrecity you need to record the average
number of hours you are using electricity at home for the businessex&mple, working in the study but
not in the family room that is also used for private purposes.lalim &§TD phone calls and calls to mobiles,
made on your home phone, you just need to dissect the bill based on theslistdxe As local calls are
not listed individually you will need to keep a record for one month to determine thefriical business to
local private calls and apply this to the total charge for local calls.

These items need to be attended to before the end of this fingasia In July | will write more about
what you should be claiming in your tax return.

Claiming Protective Items

TR 2003/16 is based on Morris’ case which gave us sunscreen deductigaarastd has opened up the
possibilities for claiming protective items.

Basically you can claim for a protective item if , by ittung it would be reasonable to conclude that it
will protect you from the risk of injury or iliness in your workpleaxed that risk is not remote or negligible.
This is unlikely to apply to items of clothing that are conventionalature and you need to have a risky
workplace so office workers haven’t got a chance.

The item can be conventional in nature providing it is used prihcipalyour protection. An example
of this would be moisturiser with sunscreen included. This also ajgeti®e opportunities to claim special
non slip shoes if they are required for your work.  Conventional clothile) as rain coats, woollen
underwear and jumpers are protective if your job exposes you to wraextreme temperatures whether
mechanical or climatic.

Long sleeve shirts and jeans are not considered protective butotis change if they had reflective
stripes, a UV rating or the material was heavy duty and your job necasgitat protection .

The risk of injury must be as a result of your work not a pergactr such as poor eyesight, however
prescription sunglasses are claimable if you need protection fihemsun. A claim for prescription
sunglasses offers a field day especially if you have prive#dth insurance. For example a truck driver can
claim the full cost of prescription sunglasses, as per thgteoade out to him, even if his health fund has
reimbursed part of the costs. He can then also claim the non readbportion as part of his medical
expenses rebate. Effectively claiming the expense twice.

If the protective item is also used for private purposes, sualmgtasses, a diary should be kept for 1
month so that the cost can be apportioned between business and private use on a time basis.

This ruling does not change the law, just clarifies it. Accordinglu can amend previous tax returns up
to 4 years back to make any claims you have previously missed.

Austudy

Students on Austudy sometimes get quite a shock when they lodge their tax returns

If a student has only Austudy income all year, it is not a prolilesy don’t even need to lodge a tax
return if they have not had tax deducted from their paymenteif dlid ask Centrelink to deduct tax they
will need to lodge a tax return to get that tax back.
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The problem arises if the student takes on part time work. Uhkegsre a foreign resident, a minor
with passive income or a student who has just given up full timeagdador the first time, they are entitled
to receive their first $120 per week in income, tax free. [f thestudy is more than this and it is the only
income they have, they are allowed the whole amount tax free.

In most employment relationships the employer will not dedudraax the first $120 earned per week.
This is called the tax free threshold. If a student isivewe Austudy and working part time the Austudy
payment will have already used up their tax free threshold uthlegsre having tax deducted from it. They
will be stuck with a tax bill unless their employer taxesrtltes if it is their second job. In other words, does
not allow them the tax free threshold. The student can forroadjginise this by completing a Tax File
Number Declaration form (NAT 3092-10.2002 off the ATO web site¢mI®, on this form, must have the
NO box ticked then they can be reasonably confident of having nothing to fear frotaxheiurn.

If and when you start to receive your Austudy payment you are not sureenyed will be working, it is
a shame to have the tax taken out as this locks you into having to prepare @maxiteiso deprives you of
money when you need it most. A better strategy is to wait yatil get part time work and give your
employer the form excluding the tax free threshold from youc#dsulation. This should ensure a positive
tax return but make sure you also advise Centrelink, regularly, heskh you have been earning in wages
before tax. Otherwise you could be asked to pay back some of your Austudy allowance.

Basic Austudy for a single person with no children is $318.50 per fortaighthe student can earn
another $236 per fortnight without the payment being reduced. To quaiftutient must be 25 years of
age or over and undertaking an approved full time course. Students underpplgdor Youth Allowance
but this will be subject to a parental means test unless they qualify as independe

Tax Tips for Wage Earners

Without receipts your claim for work related expenses is limited to $300 icases. The following are
some of the more interesting issues you should be considering when preparing youc@®@4tax return.
Claiming Interest After Business or Investment Sold- If you have sold an investment property or a
business for less than what you owed on it you can claim the interése remaining loan as a deduction
against your wages income, providing you stick to the following guidelines:

1) All the proceeds of the sale should be used to repay as much of the loan as possible.

2) Endeavour to appear to be unable to repay the loan from other assetthaiththe family home.
This may mean as a couple if only one member owned the investmeuasiness sold at a loss the
other member should hold any further investments.

3) Don't refinance the loan to extend its term or increase theesiteate. You must appear to be doing
all that is possible to eliminate the loan. So refinancingdoge the interest rate is ok. On the other
hand if you have to change the loan from principle and interest tosntaml because that is the
only way you can afford the repayments you may be able to justify cloatiginoan.

4) If the loan is already fixed at the time the investmenbld,ghen you have an argument that you
could not pay it out. This is a factor to consider if you are refinancing befordehe sa

5)

Reference: FC of T v Jones, 2002 ATC 4135 and FC of T v Brown, 1999 ATC 4600

Claiming a Motor Vehicle - Even if you have not kept a log book there are other methods of sidistant
that you can use to claim a motor vehicle. For example the kilemeethod only requires a detailed
reasonable estimate but it is limited to 5,000km per car you ownsiawid consider a claim if you have to
carry bulky equipment for work, if you have days when you work at ri@ne one place or use your car
during your working day. You may also be able to claim trawaufgo to an abnormal workplace or your
home is a base of operations. For more information refer our @@iMotor Vehicles booklet which is
available on our web site.

Telephone —Assuming you have kept or can get copies of your phone bills, you stamdiier keeping a
diary, for a month of the business use of these utilities. Tim &I D phone calls and calls to mobiles,
made on your home phone, you just need to dissect the bill based on theslistdxk As local calls are
not listed individually you will need to keep a record for one month to determine thefrical business to
local private calls and apply this to the total charge for loals. The ATO is getting very pedantic about
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diaries as it recently was successful in persuading a cousdthosi a taxpayer any claim for mobile phone
calls because the taxpayer did not have a diary yet the taxpayer used the phone 95%e&w. bus

Electricity — You can claim electricity based on the number of hours you hadeaus®m solely for work
related purposes. The rate is 26 cents and hour and includes otheassosisted with the room such as
furniture and carpet wear. You will need to keep a diary for a month to substdnsiaiaim.

Uniforms — To be able to claim a deduction for the purchase and/or laundhgtling it must Compulsory
as part of a strictly enforced uniform policy and it is unigmel distinctive to your organization. If the
uniform is not compulsory it must be part of a registered desigite Simply having a logo on an item of
clothing does not make it claimable. The clothing must be patcoimpulsory uniform policy or the logo
must be a registered design to qualify for a claim. You candcéém for occupationally specific clothing
such as Chef's chequered pants but not for a Dentist/Pharmacist’s shirtegoplieis to many occupations.

Reader’s Question — Rebatable Employers

Your employer paying the interest on your rental propertgtesded quiet a problem and it has cost you
because your salary package would have been reduced by more thha prebunt of the interest. This is
probably best explained by way of an example.

Lets say your package is $80,000 per year and you salarycea®df000 in interest on your rental
property. Your employer will reduce your available packagehbycbst to them of providing this benefit.
Because your employer has not applied the otherwise deductible yder interest the whole amount has
been subject to FBT though at a reduced effective rate becausar¢hmpatable. The $1,000 would have
reduced your package as follows:

Actual expense paid by employer $1,000

FBT on the grossed up amount $1,000 x 1.9417 = 1,942 x 48.5% 942

Less Rebate because your employer did not receive a tax deduction on the

FBT 942 x 48% (452)
$1,490

This means that for every $1,000 of interest you have sacrificecegmuloyer would have reduced your
package by $490 more than it should have because they have not takenoutn #erotherwise deductible
rule. A refund of this amount over the years will be huge.

It does not matter if the rental property and loan is in your hd&aame as well, as long as it is in joint
names the otherwise deductible rule will apply to the whole amounte tNe rebate is only available on the
taxable fringe benefits you receive up to a grossed up amount of $3E3@Mnpt benefits such as your
super and rental property interest should not contribute to this takabéhold. You also need to check that
this problem has not also caused your employer to miss out on some of the rebate.

To correct this, your employer will need to go back and amend their FBT returns

I know the above is complex. This is why | have taken so mgttback to you. It has not been easy to
find the words to explain it. While you may not fully understandhiope the person who works out your
FBT will.

Double Dipping a Motor Vehicle Claim

| am a great fan of double dipping tax deductions and claiming @tawdéor expenses you would have
had to incur for private purposes anyway. Wage earners havefajgportunities to do this when claiming
their car for work. If fully utilised they can claim homework travel and work travel during the day using
the kilometre method to claim up to 62 cents a kilometre for more&l@0kms if they use both their's and
their spouses car. Then they can arrange for their employemiburse them, tax free for all their motor
vehicle expenses anyway.
Stage 1:Keep a log book on your car determining the business to private use of the vehiclemretkets
for all expenses relating to the car. If you have a spouse,sitothiis or her car as well and endeavour to
use the cars equally. You can claim a tax deduction for yowvtgam it is used for travel to and from work
if it is to an abnormal workplace, you are carrying bulky equiproegbu have more than one workplace in
the day. Once you have arrived at work you can claim a deductioodorcgr for any work related travel
during the day.
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Stage 2:This stage involves your employer parting with cash so you maytbdsalary sacrifice” some of
your wages to cover your employer’s costs. This is to yduargage as you will end up receiving the
money tax free back into your pocket. Having come to this amaggewith your employer you submit to
him or her all your car expense documents and a declaration, supportenirblog book, stating the
percentage the car is used for business purposes. If you have a dpdbsefor both cars. Your employer
then reimburses you tax free for the expenses and the otherdsetible rule means your employer does
not have to pay FBT on the amount but can claim it as a tax dawnluchis this is the reimbursement of
actual expenses it does not appear on your group certificatehas @&n allowance or reportable fringe
benefit. GST provides another benefit here in that your employer can clairsthieaBk on the expenses so
should only reduce your salary by 10/11ths of the amount claimed.

Stage 3:The fact that your employer has reimbursed you for the deduptiiien of all your motor vehicle
expenses does not prevent you from claiming for the motor vehicle/s on thetigld@asis in your tax return
as well. Accordingly, you can still claim your work relhtigavel in the car, up to 5,000kms per car. If your
car has an engine capacity of more than 2.6 litres this cowdd mé&rther tax deduction of up to $3,100 per
car.

Note you cannot double dip if your employer reimburses you on a kilomesis kather than for the
actual expenses you have incurred. You cannot utilise this arramigéntiee vehicle you are driving is
provided by your employer including via a novated lease.

If you can’'t BAN TACS at least minimise it legally. Kisses andshtoghe ATO.

Salary Packaging — Re-Evaluate
With the maximum tax bracket Threshold lifting to $150,000 in the 2006/2007ityisatime to re
evaluate your salary package. If you are receiving fringefiteeas part of your package your employer will
be paying FBT on these at the maximum tax rate. If you arglbé maximum tax bracket any more it is
important that you make an employee contribution to bring the takelefit down to zero. This will
effectively mean the benefit is taxed at your tax bracket rathertieanaximum bracket.

Overtime Meal Allowance

The award overtime meal allowance for most awards has secdréa $9.60. Some employers pay this
amount straight out of petty cash and don’t bother recording it ondimgiloyee’s PAYG Summary. It is
worth your employee knowing how many meal allowances they haeeseel during the year. They have to
include it as income but they can claim back expenses they haweemhcfar in excess of this amount
without receipts. The employee does not have to consume the meakahey can stop on the way home.
For the 2003/2004 the ATO allowed employees to claim up to $19.75, witlwaiptse for each overtime
meal allowance they received.

Making the Most of Allowance Concessions

This article is for the benefit of both employers and employe®y making the most of the ATO
concessions for reasonable allowances employers can increastpleyees’ tax deductions for food that
they are probably not claiming at the moment. Organising spkakages around these concessions car
increase employee loyalty at no extra cost to the employer.

If an employee receives a travel allowance or overtina all®@wance under an award, the employee is
entitled to claim a tax deduction without receipts providing thexe l@ome method of showing that the
amount was incurred. Further the employee is entitled to ctzome than the actual allowance received
providing they do not exceed what the ATO considers reasonable.

Full details of what the ATO considers reasonable are biaila TD 2004/19 on the ATO web site.
Examples would be $20.55 for an overtime meal, $67.55 for meals forkedtiuer who sleeps in his truck
and earns less than $78,750 per year. Employees, that are notitrack aind are earning less than $78,750
per year are entitled to $245.55 per night to cover meals and accommodation whiiegrav&lydney. Not
only are employee truck drivers not permitted the concession fomaeodation because it is assumed they
will sleep in their truck they are allowed considerably kss other employees for the food component of
their allowance. If a truck driver wishes to claim a tax dednctor accommodation they must provide
receipts.
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In TD 2004/19 the ATO states that neither the allowance or thensegeeed to be shown in the
employees tax return if the allowance does not exceed the rbls@maount and it was fully expended.
Both the allowance and the expenses need to be included if theamtlevis more than the reasonable
amount or more than the amount expended. If the amount expended excedldsvdree received but the
claim is limited to the amount that the ATO considers reasotmtethe allowance and the expenses neec
to be included in the employees tax return.

The employer does not have to pay the actual amounts the ATO coragtmnable but they must pay a
“bona fide amount”. For example the ATO tried to argue that & titiger who only received $39 per night
was not actually in receipt of a bona fide travel allowanceusecthe amount was not enough to cover the
cost. The ATO lost this argument in the courts but we recomnmadhie allowance received should be at
least half of the amount the ATO states as reasonable in TD 2004/19.

Employees required to work overtime and who are entitled to baffm@ance under their award do not
need to sleep away from home or eat the meal while workifigey can stop at a restaurant on the way
home from working overtime and spend the money then. They do not need ta keegipt but it is
advisable that on at least one occasion they get a receipt as evidence afithereormally spent.

The employer needs to show the allowance clearly on the emgld8¥G Summary to assist in the
calculation of the claim. It is important that the employee knmovge many days the allowance was paid for
and what type of allowance was paid. The employee will nedé@ep a travel diary if they are away for
more than 5 nights in a row. The employee must keep a recoldwo e or she has incurred expenses.
Don't try and claim you stayed in a Motel if you didn’t. The Motel registés be easily checked. The ATO
will not accept a flat claim that the allowance is fullyperded, you will have to show how you worked out
the claim. . For example an employee truck driver whedaired to sleep away from home and receives
an allowance is entitled to a claim of $67.55 per day. Ideadiytruck driver should have receipts for one
day showing that such an amount is normally expended but a detailedtestuch as the following will
suffice.

Breakfast Mixed Grill with Eggs, Toast & Coffee $18.00

Coke and Mars Bar for the Road 5.00
Burger and Chips & Coke for Lunch 10.00
Coke and Mars Bar for the Road 5.00
Dinner Steak & Salad 16.00
Desert & a Beer 7.00
Two Cokes and Mars Bar for Midnight snack . 7.00
68.00

Providing the truck driver reduces his or her claim to $67.55 per day kbe can claim this amount,

without receipts, for each day he or she sleeps away from horote sikeping away from home would

include truck drivers who leave home in the afternoon and drive to thestmaarly so they are at the start
of the queue to be unloaded and then sleep while they are waiting.mByelye home again in less that 24
hours but nevertheless they are entitled to the meal allowance concessions.

Super Co Contribution Alert

If during 2004 you made an undeducted superannuation contribution for yabhaselfas not salary
sacrificed, in other words it was made out of after tax doHacs your assessable income plus reportatble
fringe benefits was under $40,000, you will be entitled to a Co Contribution from the government

Your superannuation fund should apply to the Government on your behalf Oatfitdrer, 2004 the ATO
started paying the Co Contribution to qualifying people who have lotig#d2004 income tax return. It
has come to our notice that if the ATO cannot find your account tilegyoty make the Co Contribution and
they will not notify you that the Co Contribution has not been made. pfbidem can arise when you have
changed superannuation funds or retired before the Co Contributioncesred In some cases
superannuation funds close the account if the amount is too small arfdrttaesfunds to an unclaimed
superannuation fund account. If this is the case your Co Contributiomatifind its way to your new
account.
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The ATO will notify you in writing when your Co Contribution has besde. If you do not receive this
notification by the end of December or within 2 months of lodging your #@®¥me tax return (whichever
is the latest) please follow the matter up.

Baby Bonus Strategy

Care needs to be taken when choosing the base year for a babyl&diomudt enay be better to delay the
claim a year so that a higher income year can be used astheTi@ base year can be the year in which the
child was born or the year before. The base year is the bericlaypavhich the formula determines a
parent’s eligibility to the bonus which is intended to compensate the parentifop in income as a result of
the birth. For example when the claimants taxable income is over $25,000 and exceedbtbéricome in
the base year the parent will no longer receive the bonus. HKdpens consideration should be given to
transferring it to the other parent if their income is lowenfttinee previous year. Regardless of when a claim
is started or whether it switches to the other parent the bonumbahe claimed for 5 years from the date
the first claim is made. The baby bonus applies to children baen 26t June 2001 and beforé' July
2004.

Home to Work Travel For Miners

Many miners travel to remote areas to work for several waeighen return home for a week or two.
Because the mines are in remote areas they expect thahihay be entitled to claim any costs of getting
there as a tax deduction. Just like an office worker cannot claim travellihgit normal place of work each
day neither can miners.

In ID 2001/80 the ATO discusses the example of a miner who wodksvéeks on for one week off,
whose employer pays for the air fares back to a capitabaityot all the way home. The ruling states that
the miner cannot claim for the cost of travel from the airporabise travelling to the job happens before the
income earning activity starts so it is not part of the costashing income, regardless of how far the
distance. The same rule would apply if the miner had to pay the air fare.

The only opportunity a miner has to claim travelling expenses, & ttiecumstances, is if he or she
require tools to do his or her work, the tools are bulky, there isfiecsstorage at the mine site and he or she
use his or her car to transport them. If this is not the césbeétter to negotiate a salary package that cover:
all of your home to work travel costs even if in means a lower kakne pay. When working on a remote
mine site any cost your employer incurs in transporting ya@ntbfrom that site is an exempt fringe benefit.
This effectively means that if your employer pays the trawsts it is out of pre tax dollars. If you pay the
travel costs they will be payable out of after tax dollars. reany miners that are in the maximum tax
bracket this means the travel costs will cost them twice as much as it woukhtpéoyer.

When negotiating this in your salary package refer your employeb 95/49. Warning, an employer
does not technically have to pay super on anything you salanjicgaend only the cash portion of your
salary package is covered under Workcover so make sure youmagteacludes some compensation for
this.

Changes to Centrelink Family Payment Thresholds For
2004/2005

Even if one parent is earning hundreds of thousands of dollars aeyeseli6k’'s Family Tax Benefit
Part B is still payable if the lower income parent earrstiesn $18,947 per year and they have a child unde
5. If the youngest child is over 5 the low income parent canwgato $14,421 per year and still receive
some Part B. Neither the high income earner’s income or thiyfamssets are taken into account. To
qualify for full Part B the low income parent must have an incbeiew $4,000. The payment is reduce by
20 cents for every dollar of income, the low income parent recedmsje the $4,000. Previously the
threshold was $1,825 and the payment was reduced by 30 cents for evanablolle the $1,825. These
changes, only introduced this financial year, certainly alldat anore room for the low income parent to
hold profitable investments in their name.

Following from our discussion on how negative gearing is less attraiw that the maximum tax
bracket threshold has increased. Consider just how attractive imlgeofinvestment is when no tax is
payable on the income because the owner is earning below théetaraount. Further any franking credits
will be refunded by the ATO.
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The only catch is finding the profitable investment. The ideamgle enough make sure the income
exceeds the expenses associated with earning it. Usually the mostamrakpense is interest. If you have
a decent deposit the investment may be profitable for tax purposesiouCcould consider a monthly
investment into a managed fund with spare cash. If you owe money onxndedtzctible debt it may be
better to borrow for the investment and use your spare funds to régunen deductible debt. Don’t limit
your thoughts to houses and please remember return is normellgction of the risk. To get the optimum
strategy see a financial planner.

ATOs Latest Attack on Workers

The ATO is reviewing 2004 income tax returns and comparing the amount ofacaiggdly earned to the
amount of expenses claimed for earning the wages. In true peblicesfashion they are asking “why
doesn’t your employer pay these costs? You shouldn’t have to indutasge expenses to work”. In one
case they have even asked a taxpayer, who claims for caligirigols in his car, to provide them with a
letter from their employer to explain why the employer does not provide himawiehicle.
Taxpayers who claim their motor vehicle are the most vulnermalbkestsort of questioning. After all the
ATOs rate of over 60 cents a kilometre can really add up. Edgetipou claim for two cars. The kilometre
method is limited to 5,000kms per car so you can claim up to 10,000kms if you rotate lcg@uvigpouse.
A popular car claim is for carrying bulky equipment to and fromkwercause there is no safe storage at
work. Most ATO publications give a ladder and a drum kit as an exapfjfplulky. But bulky can be based
on weight as well. For example, bulky equipment was defined in the following asse
Cestani AAT 13169 1998- One tool box weighing 27 kilograms 10 inches wide by 10.5 inchesbiigh
22.5 inches long.

AAT case S29 1985 Shearers equipment weighing 18 kilograms

Unreported Tribunal Decision — Tool box of 11 kilograms and a fridge of 15 kilograms was bulky for a
truck driver. The Fridge was 55 centimetres long and 31 centinveifes The toolbox was 41
centimetres long and 23 centimetres wide.

There is even AAT case 75 in 1987 which states “where the ymghd creates the need, as a matter of
practical necessity, for a worker to transport his own tools,kefllawhich makes it impractical (or indeed
illegal) to carry them on public transport, the expense thus incurred constititbsveable deduction”.

Tax Offset for Workers Over 55, 2004/05

When lodging their tax return at the end of this financial yaployees and business owners, who
operate as sole traders or in partnership, will be entitledTtaxaOffset of $500 if their income is under
$58,000. The threshold of “income from employment” at which this cutssdkf8,000 for the 2004/2005
financial year but it reduces at the rate of 5% once yous dtes $48,000 mark. The rebate is 5% of net
income up to a maximum of $500. Income from employment includesme@he from partnerships and
sole traders but only includes wages income from trusts and compAsiélistributions from your trust or
dividends from your company are excluded, clients who are over 55 dimualareful how they draw their
income from their business. Income from employment includes Refoiainge Benefits but does not
include investment income.

Tax Offset for Workers over 55, 2005/06

The threshold at which this cuts out has been increased to a nee iot&®3,000 for the 2005/2006
financial year but it reduces at the rate of 5% once yous dtes $53,000 mark. The rebate is 5% of net
income up to a maximum of $500. The trick is in the definition of net iecdimis only income from
working plus reportable fringe benefits. So if you work for your own caompma trust it is worth keeping
your wage under $53,000 and taking the rest of the profits as a trust distribution orgdiajmkmd.

The Money is in the Paper Work
Despite the chaos you may find your life in, as a result of haviolild, do not lose sight of your
bureaucratic obligations. It's all about keeping receipts anthgdtie forms in on time and there is too
much money at stake to miss out.
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In the 2005 budget the Government increased the Maternity payment from f88,€f7iidren born in the
2005 and 2006 financial year to $4,000 (indexed) for children born in 2006/2007 and 2007/2008, then $&
(indexed) for children born in 2008/2009. The catch is Centrelink will not pay up uolesgppgly within 26
weeks of your child being born. In the case of adoption you need to apply within 26aké&ekshild being
placed in your care. Currently the adopted child must be lestheaeeks old when it came into your care
but the government intends to extend this age to 2 years. If yaufaster carer you need to be entrusted
with the care of a child less than 14 weeks old, apply within 26 wefetke care beginning and expect to
continue to care for the child for at least 13 weeks.

Unlike the baby bonus this payment is not income tested and is nfarjtise first child born after the
introduction date but for all children born aftét duly, 2004. You are also entitled to the payment if you
deliver a stillborn child of at least 20 weeks gestation. The payment is not taxable

The Government’s new childcare tax offset available through the tamsgsteen better than claiming a
tax deduction for childcare for many parents. It has long beamalaint of working parents that they are
not entitled to claim child care as a cost of earning their income. T$et affows parents to reduce their tax
on other income by 30% of any childcare fees they incur thahareeimbursed under the Child Care
Benefit. Parents earning less than $21,600 per year would only bedetatia tax refund of between 15 and
18.5% if they could claim the deduction so they are better off witbffeet. A parent has to earn more than
$58,000 in the 2005 financial year to pay more than 31.5% tax and Medina2806 it is $63,000 and in
2007 it is $70,000. With the responsibilities of a child it would be haréno enough to be taxed higher
than 31.5%. So the offset really does address this issue veryveffe for low to medium income earners.
The maximum amount of offset you can receive is $4,000 per child. Qualificatiohg foff$et are basically
the same as for the Child Care Benefit. An offset can onlyskd to reduce tax on other income for either
parent. It applies to childcare expenses paid in the 2004/05 year Wwarred, you can't claim them until
you do your 2006 tax return. That's right you have to wait up to 2 y@a@et your money and worst still
keep your receipts for that long.

Tax Concessions for Charity Auctions and Dinners

Fund raising events should have even greater appeal now that pafgnegotsds, entertainment and/or
meals, in excess of their value, can be claimed as a tax deduction.

Previously the rule was, if you received some benefit for a combnbyttu made to a charity it was not
considered a donation so no deduction was available for any portioe afmibunt even if all you received
was a pen. The new concessions are directed at charity awatidmgsla dinners where the true value of the
benefit received is less than $100 (GST Inclusive), less than 1@8& @imount paid and the amount paid
exceeds $250. Of course the event has to be held by a chatitig ttemistered as tax deductible. The
deductible portion of the amount contributed is the difference betwegranhd the market value of the
benefit actually received. The organisers of such events aree@daiprovide you with the market value of
the benefit on their receipt.

Self Education — Enrolment Fees

When you are collecting together your receipts for your tax returrt ibyget enrolment fees for a course
of study that is related to your income earning activitiesis 1 so even if you never finished the course.
Tax Office decision ID 2005/69 states that even if you nevendstethe course the fees are still deductible
if they have not been refunded.

When is a Choice Not Really a Choice?

When one looks at the amount of exemptions from the choice of superamrfuatl legislation you
really have to wonder why the government is spending so much noonagvertising it to the public. The
sceptical amongst us would say they were really just spendkppyers’ money promoting the Federal
Government.

After years of waiting finally on®1July, 2005 employees were going to be able to direct their gerplo
to make their superannuation contributions to the fund the employee cBosehis is not possible if the
employee is caught within one of the many exemptions from gli&déon. In fact some employers may be
mislead into thinking they can offer a choice when they are really bregiti@raward by doing so.
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Your employer is not required to allow you to choose your superannuatioif final employer makes
superannuation contributions for you under a:
« A certified agreement
« An Australian Workplace Agreement.
« A state award or industrial agreement.
e The Coal and Oil Share Mine Workers Superannuation Act
e A Local Government Act
« Most Defined Benefits Plans
« Most Public Service agreements

Makes you start to wonder who on earth will qualify. Basiattployees who are likely to qualify are
those that are employed under a Federal award yet are not peblants. Also employees who are not
employed under an award or one that does not address superannuation.

If you want to get into the nitty gritty go teww.superchoice.gov.au/employers/eligibiliy as the site
suggests ask your employer!

So what was all the noise about again? Better to ask wiyavéne trying to divert our attention from at
the time.

If you would like to check if you have any unclaimed superannuationitsegeftowww.ato.gov.ator
ring 131020. You will need your tax file numb&fote if you have reached 65 years of age your unclaimec
superannuation contributions will be transferred to the Unclaimed MdReyister. If you would like more
information about your award you are employed under gome.wagenet.gov.au

Medical Expenses Relating to Your Job

Many clients ask why they cannot claim a tax deduction for mleekpenses they incurred as a result of
their work. Depending on the nature of the expense you may becdiditclaim it as part of your medical
expenses rebate but not as a direct deduction against your incoramplé&x of these types of expenses
would be glasses required to bring your less than perfect vision2@p20 standard to be able to clearly see
the work in front of you or physiotherapy for a back problem causdgtiworkplace. The ATO will always
argue that there is something fundamentally wrong with yobdrfitst place for you to need the treatment
and the cost of bringing yourself to the state of physica¢dg necessary to do your job is a private expens
and therefore not tax deductible.

Naturally many clients have found this unbelievably unfair. Recartypayer challenged this issue and
lost in VBI v Commissioner of Taxation (2005) AATA 683 (19 July 2005). fExpayer was a registered
nurse working in specialist medical units dealing with children whaoevseriously ill and sometimes died.
The taxpayer found that he was engaging in substance abuseriococdge with the pressures of his job.
Soon after seeking the help of a Psychologist the substance aassd and his career advanced. The ATO
successfully argued that the expenditure was private in natutetrithe psychology was necessary to
strengthen his personality in order to enable him to cope moretiedlg with life itself. All of the
applicant’s life problems needed to be dealt with and was not dirtotéhe performance of his employment.
Good physical and mental health may well be a pre-requisite tdetineation of employment income, but
are also relevant to many other life activities. It isiclitt to accept that the essential character of outgoings
related to treatment of personality and mental well beargle considered as a working expense with the
required connection or nexus to the derivation of salary income. .... Theirgggwvere related to his
overall mental outlook and not the specific professional skills involvédulsiemployment Here the finding
Is that the required essential character of the outgoings canfmirzkin the income earning activity nor is
it incidental and relevant to that activity. It is relevanthe overall mental health and life skills of the
applicant. .... Treatment for physical or mental health is inherently of a priviate ria

The taxpayer had spent nearly $10,000 a year on Psychological caadd ihsult to injury the taxpayer
was not even entitled to claim the expense as a medical exdrage because the money was paid to a
Psychologist not a Psychiatrist. To claim a medical expiemsast be paid to a medical practitioner or to a
therapist who is recommended by a medical practitioner. A Rdyishiis recognised as a medical
practitioner but a Psychologist is not. Though if the taxpayershmaply gone to his doctor and asked for a
referral to the Psychologist the fees could have been included in his claimHisrrakkdical expenses rebate.
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Doing the Double Dip

We are coming up to the silly season when people start to speagamable amounts of money just for
the sake of avoiding paying tax on it.  This is all veryiwiglou are buying something that you would buy
anyway. But if you wouldn’t normally spend your money in this way &re giving up the whole dollar to,
at the very most, receive 48.5 cents back from the ATO. Under théaresgales you will have to earn over
$150,000 this year before you even qualify for the 48.5% if your taxable éneads up under $150,000 you
may only get 43.5% or 31.5% back.

I much prefer doing the double dip. This is where you claim a taxtaedter an expense but you are
not actually out of pocket because your employer has reimbursedoyou fAs these expenses are tax
deductible to you, your employer does not have to pay FBT on the reimlemtserfhis secret plan and
clever trick does not work for all expenses, only items thatlanmed under arbitrary methods. For example
if you own a car, keep a log book of your business use and ask youwyemid reimburse you for the
business use portion of the running expenses of the car. Your emgd@genot have to pay FBT nor deduct
PAYG tax from the money he or she pays you. You do not have talethis money in your tax return, not
even as a reportable fringe benefit. So effectively you trateportion of your car expenses paid out of tax
free dollars. Then you can use the kilometre method to claim tlyesaere business kilometres in your
personal tax return, up to 5,000kms per car. This could give you a ftasheleduction of over $3,000
despite the fact that you have been reimbursed for the cost of travelling tloosetids.

This trick works well with laptops and the ATO have even issugabhc ruling approving this one.
Once a year your employer is allowed to provide you with a lapgopnaexempt fringe benefit. If you
actually purchase the laptop yourself and ask your employemibuiese you the full amount, your employer
will be entitled to claim the GST back and get a full deduction for the.pflibés does not stop you keeping a
diary on the business use of the laptop and claiming depreciatiomoyoiir personal tax return. This also
works for tools of trade.

Changes to Double Dip

The ATO has withdrawn TD 93/145 and issued TD 2005/D17. This is awiadf so we cannot be sure
of the final outcome. Nevertheless it is important to waentdiimmediately as it is the ATO'’s intention to
apply the ruling retrospectively.

TD 93/145 is the ruling on which we based our laptop double dip. This ie thigeemployer reimbursed
the employee for the value of the laptop but was not subject tooRBfie payment even if the employee
only used the laptop for private purposes. If the employee did usaptiop ffor work purposes they would
also be able to claim depreciation in their personal tax refucnordingly, the employer and employee both
claimed a tax deduction for the same laptop. The legitimadyi®fatrangement has not changed with the
withdrawal of TD 93/145 and the issue of the draft ruling. Lap#wpsstill able to be packaged this way.
But the use of this type of arrangement with other tools of trade is now a problem.

The draft ruling in the first 2 paragraphs accepts that sectiod &i#ch would normally prevent double
dipping does not catch expenses amortised over more than one yehrasSiepreciation on a laptop. In
paragraphs 3 and 4 the ruling declares that the same limits tapiilg otherwise deductible rule in FBT
legislation. The otherwise deductible rule means that empldgen®t have to pay FBT on any thing they
provide to an employee that would be deductible in the employee’snpétsa return. The catch is this
only applies to a one off deduction in the year of purchase. Theréefoaanot apply to items that are
subject to depreciation.

This opens a whole can of concerns. The first being employedstoebe very much aware of an
employee’s entitlement to a tax deduction (not whether they tlaumed it or not) before applying the
otherwise deductible rule to reduce their FBT liability. If itteen in question has a life expectancy of more
than 12 months and cost more than $300 the employee would only be entilaintalepreciation on the
item. This means that the employer would be subject to FBfieomalue of its supply to the employee. As
FBT effectively taxes the benefit at the 48.5% tax bracketoaty 10% of the population will be in this
bracket next year, this is a very bad out come. Employers ih ecasss would be better off paying the
employees a tool allowance and the employees buying thesetitemselves. Alternatively the items could
remain the property of the employer.
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The reason laptops are not caught is because they do not requitestiwésetdeductible rule to exempt
them from FBT. Laptops and their printers are specifically named in FjiSldgon as exempt items.

Based on the comments of the judge in the NAB case 1993 we seesthgpport for the argument that
the otherwise deductible rule can only apply to expenses incurrdthtiryéar that qualify for a one off
deduction so we agree with the draft. This is a major issuerngioyers of tradesmen who set their
apprentices up with tools. On this basis there may be some comgrontie final ruling. Nevertheless
laptops and other exempt fringe benefits are still up for the picking.

Non Lodgers Beware

There was a time when all the PAYG summaries the ATOveztdrom employers were simply
reviewed from the employers point of view and stored. The ATO dlther matching them to the
employee’s file. This is one of the reasons people have beenoahbt lodge tax returns for years and not
hear anything from the ATO. The ATO is now entering PAY G rmamies into their computer by employee
tax file number. The computer will now, very easily, be ablehteck who has worked yet not lodged a tax
return. So now is the time to get your affairs in order. We rewamd starting at the most recent year and
working backwards. Once you have lodged the current year’s, the ATO willabyotxify you of the years
they think are outstanding.

A Win for Meat Workers’ Car Expenses

The ATO challenged a claim we made for a meat worker'sxqanses to travel to and from work. The
ATO normally considers travel to and from work to be private inreat@ur argument is that the trip was
deductible because the client was required to carry bulky equipmeatd from work. We have just
received notification that the ATO accepts our argument. Theargt points that made our client’s claim
successful were:

1) There was no safe storage at work i.e. the employer did not provide personal loctats for

2) The client carried a set of knives, sharpening stone, mesh apron,giogsh, protective boots,

hardhat, knife pouch and chain. These weighed between 25 to 30 kilogramsgainddr a bag
100cm x 40cm x 40cm in which to carry them.

3) The client owned the tools and took them home each night for no other purpose than safe keeping

4) These tools were used each day in the clients work.

Initially the ATO was of the opinion a meat worker could not possiale tools of a bulky nature. But

occupation is completely irrelevant it is simply a question of size and ngcessit

The moral of the story is to make sure you have a mesh apronéeayisre worth their weight in tax
deductions. These claims are very lucrative as you can claim6@veents per kilometre up to 5,000
kilometres per car. It really adds up over the year.

Workers’ Tax Deductions

The following is intended as a quick summary of the information tleeage worker needs to collect for
them to be able to claim work related expenses as a tax deduttisncertainly not conclusive as many
occupations have peculiarities but it is a basis to start from.

Car Expenses:Wage earners are entitled to claim a tax deduction for uk&ig motor vehicle to travel
between work places, travel to an abnormal workplace, course orriglitewhen they have a normal
workplace, when they travel to more than one workplace before returning borif they carry bulky
equipment (over 18kg or awkward such as a ladder) from home to workveeepetvork sites. As a
minimum you need to keep a “detailed reasonable estimate” &fltimeeters traveled. An example of this
would be keeping a diary (similar to the sample enclosed) foorithrof the typical journeys undertaken,
multiply it by 12 and add unusual journeys to it. If you travel mioa@ 6,000 per year per car you own you
may want to consider keeping a log book. Full details of thisnaoer Claiming a Motor Vehicle booklet
under free publications on our web site.

Uniforms and Protective Items: Simply having a logo on an item of clothing does not make inelalie.
The clothing must be part of a compulsory, strictly enforced, unifmicy or the logo must be a registered
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design to qualify for a claim. The uniform needs to be unique and distinctive to your organization, a loc
covers this if the uniform is compulsory. Once you have passeddiirective and compulsory test If you
have a compulsory distinctive test, other, non logoed, items of clothmglsa be claimed if the uniform
policy specifies their colour, style and type eg black, closedeathér shoes. If the uniform is not
compulsory you will only be able to claim for items of clothitigat are part of a registered design.
Information on registered designs is available on the Ausidustly sie www.ausindustry.gov.au
Occupationally Specific clothing, ie chef's chequered pants, lapedeductible but note a dentist's shirt is
not considered occupationally specific because Pharmacist adsdhveesame shirt. If you wear something
underneath the Dentist/Pharmacist's shirt you could claimodsctive. According to the ATO occupation
rulings a traditional nurses uniform and a graduation gown for ddeare occupationally specific.
Protective items are deductible if there is a real chance of injunyhihéetn is designed to protect you from.
For example UV protective clothing, King Gee work wear, stepk.caon slip shoes, sunglasses and
sunscreen. If the item is also used for private purposes sstimglasses, you will need to keep a diary for
one month to show the ratio of work to private use. If an item ggeslbu can claim the cost of purchase
and maintenance such as laundry and dry cleaning.

Home Office: Claiming the running costs (not rates, interest and building insgyamill not effect your
CGT exemption, unless part of your home is clearly a place ohdmssiand you see the public there.
Running cost such as telephone, computer and electricity are claifoalthe portion that relates to work.
A diary like the sample enclosed will need to be kept for one month.

Tools: Tools costing less than $300 can be claimed in full the year tbgyuachased. Otherwise they will
have to be depreciated over their effective life. If the toplais of a set the set must cost less than $300
Identical items are grouped together and their total pricé bauander $300 so it may be worth buying less
than $300 of them in one year and buying less than $300 worth the following year.

Other Work Related Expenses: The trick here is keeping the records. Keep the receipt whewpu
stationery, parking and tolls when you go to seminars & courge=ep the itemized account for your
mobile.

Self Education: Costs associated with courses that you do at a place of educativaaded differently to
seminars and courses run by organisations that are not prineatigational institutions. The main
difference is that you are not entitled to claim the first $@bthese expenses. This does not apply if you
have incurred $250 in relation to the education that is a motor vehijosx claimed on the kilometre
basis, a capital purchase, child care expense or educationslfaenvhich you don’'t have a receipt. We
will sort this out for you when doing your tax return. The main pgitthat you include any records you
have of these items in this envelope.
The following journeys are deductible:

Home — Place of Education — Home

Work — Place of Education - Work

Work — Place of Education — but not the home journey if next

Home — Place of Education — but not the work journey if next

Note the non deductible leg of the journey above is still allowable to reduce the first $250.

If you feel you have missed out in 2005 your tax return can be achetfde®u want to get it straight for
next year we can help by providing you with an envelope in which you can keep thatrglevanation and
covered with reminder notes. Just ring the office closest to Ybe. next edition of Newsflash will discuss
what records you need to keep to be able to claim the above.

ATO Concessions for Work Related Expenses
Last edition we detailed the typical work related expensesedaby wage earners. Usually a receipt
showing the item purchased, the amount, the date and the name of thersapglguired to claim a tax
deduction for the expense. If there is a private portion of the expeasamount claimed will have to be
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apportioned. The ATO has made some concessions regarding apportioncherpenses that are difficult
to receipt. These are:

Laundry — You can claim 50 cents per mixed load and $1 per full load of quaityiforms or protective
clothing, up to $150 per year. Simply work out how many loads you averagegleiand multiply it by the
number of weeks you worked.
Less Than $300 -f you claim less than $300 in work related expenses such asdgfion, tools,
uniforms, protective items, stationery, union fees etc you do not aedbstantiate your claim with receipts
at all. Any claim you make for motor vehicle expenses or treesis (includes tolls and parking) is not
counted towards the $300 limit.
Less Than $10 -f each individual expense is less than $10 and the total ofiell expenses does not
exceed $200 you do not need to keep a receipt but must have a diarjhewingshe name of the supplier,
date, amount and a description of the purchase. This concessiopiss # it would be unreasonable for
the ATO to expect you to keep a receipt such as tolls and parking meters, even wiesebdy$10.
Allowances — Each year the ATO produces a list of what it considers rebotravel allowances. If your
employer pays you an allowance and you do not claim more than the ahsbeditby the ATO as
reasonable you do not have to substantiate with receipts the amountywaedn But you do have to have
incurred the expense. For example don’t try to claim for a nadteh their register does not show that you
stayed there. On the other hand a diary entry of your food expenses isrguffici@u are away from home
for more than 5 nights you will need to keep a travel diary of whiatdyd each day. You can still claim up
to the ATO reasonable amount even if your employer paid you ldea@gss it was a bona fide allowance
(ie not just $5 per night but sufficient to live off). The ATQakeleases what it considers a reasonable
overtime meal allowance each year. Again you can claim upg@thount even if your employer pays you
less but you must be paid the allowance under an award.
Electricity - The ATO allows you 26 cents per hour for every hour you are workihgrae in an office
separate from the rest of the family. This covers eletrazid maintenance on the room. You need to keef
the diary for 1 month, showing how much the office is used.
Motor Vehicle - By keeping a diary for one month each year you can claim up to 5,00@ekres per
vehicle you own. If you own a car together with another person asamly their name on the registration
papers they can complete a declaration of joint ownership so youasamitcl You are also considered to be
the owner of a car even if it is registered in the name of another familpendmmt you are the one who pays
all the expenses relating to it.
Telephone —To claim STD and mobile calls from your home phone go through one matehigsed
account and work out the numbers that are work related. This percemtagek related calls can be
applied to the mobile and STD calls in the other months. Loca cafll be apportioned after keeping the
diary for 1 month. Each time you or anyone else makes a local palbsenply tick whether it was private
or work related. To claim a portion of the rental look at the ovpealtentage (on dollar value) the work
related calls are for the sample month and apply this percentage to the reritahdéortias.
Mobile Phones —Take a representative phone account and go over each number diallegrandethe
percentage of calls that are work related. Apply this percertagour mobile bills for the year or the
relevant period if that is shorter.
Commissioner’s Discretion -f you have sufficient evidence that you have incurred the expensgaand
be have been entitled to a deduction if you had a receipt then thend$Ostill allow you the deduction but
it needs to be beyond doubt that you incurred the expense.

For next tax year we will have an envelope available for wertce collect their receipts in. This
envelope also contains sample diaries.

Allowances

Allowances really only fall into two categories. Those thatmat included in your taxable income and
those that are. The only allowances that are not included in yabléaxcome are those on which your
employer has already paid Fringe Benefits Tax or the ahoe is exempt from Fringe Benefits Tax for
example Living Away From Home Allowance. Any allowance tfals into the Fringe Benefits Tax
category should not appear in the Allowance box on your PAYG summiaityis In the allowance box on
your PAYG summary it must be included in your tax return as iecoWvith the exception of an overtime
meal or travel allowance. The fact that you receive an alloev@oes not in anyway enhance your chances
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of claiming a tax deduction in relation to the expense the allowaneas. Your tax deduction must stand
on their own merit ie they must be a cost of earning your income whether yoie r@éceallowance or not.

Relocation Expenses

The cost you incur transferring your household to another work lo@agarot deductible but they are an
exempt fringe benefit so you should negotiate with your employeate them pay these costs even if there
is a corresponding reduction in your income before tax.

Medical Expenses Tax Offset

Cosmetic procedures are no longer included in the definition of mexieaises for the purpose of the
tax offset for the 2006 and future income tax returns. This incldeletal services and treatments that are
solely cosmetic and operations for which you would not be entitletaton under Medicare. Braces and
gold fillings still count towards the offset but teeth bleachinghaving a jewel inserted are nolonger
counted. Botex injections and nose jobs are out unless it is totcafbeeak or breathing difficulty. Laser
vision still counts towards the tax offset.

Check Your PAYG Summaries

This week readers should be getting their PAYG summariestfreinemployers. Take a good look at
the amount that appears in the Reportable Fringe Benefits box, hoampgékaring at the top right hand side
of the summary. This amount can affect your Centrelink entitlesvemd your likelihood of paying the
Medicare Levy Surcharge. While employees have strics mgeto how they calculate this amount they have
relative freedom in apportioning benefits between employeesxé&mme a company car used by various
employees.

Most employers use the formula method to calculate the amountaf fange benefit. If you are
provided with a company car that is mainly used for business purgiossesethod may not be the most
economical. For example if you are a sales representatiayibe better to keep a log book on the car anc
use the actual cost method. This will reduce the amount appeasiogr reportable fringe benefits box and
the amount of FBT your employer pays.

Another mistake employers make is to calculate the repotieblefit using the gross up amount of
2.1292 which is used, in most cases, to calculate the FBT payable hot the correct figure to use to
calculate the reportable fringe benefit amount for your PAYG summashoitid be 1.9417.

If you are concerned about any of these issues ask your emfuoye working papers used to
calculate your reportable fringe benefit amount and bring it aldmgn you have your income tax return
prepared so we can check it for you.

Claiming a Tax Deduction for Gym Fees

Basically you can only claim Gym fees and other fithetstes expenses if your job requires an
extremely high level of fithess. The teachers’ occupationahguliR95/14 states that even Physical
Education teachers do not require a high enough level of fithess eatllled to claim any fitness related
expenses.

The occupational booklets and rulings (TR95/13 & TR95/17) for the Palccéditary recognise that
only some members are required to maintain a high level of fittlesmmples given are Divers, Emergency
Squads, Police Dog Handlers, Police Academy Physical Trainitgidtrs, Military Training Instructors,
SAS and Special Combat Squads.

The Military ruling includes Gym fees as a fitness expénsetrangely enough, while the Police ruling
and booklet allows other fithess expenses it specifically dgyimsfees. The ruling quotes the old section
51AB denying a deduction for recreational club membership. Thi®sdtas since been replaced with 26-
45 in the 1997 legislation. To be excluded as recreational club mdnmgbarsler section 26-45 the fees
must be paid mainly to provide facilities for drinking, dining, recomatind entertainment. Most Gyms
would not be caught here so the ATO is over stepping the markth& @006 booklet for the police still
states Gym fees are not deductible no matter how high thiedkfithess required. We believe this to be
wrong and rely on both the legislation and another ATO ruling TD93/144 jrtended for Police officers,
which says at paragraph 4 that Gym fees are deductible if a high level of fgmegquired.
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Other occupations this could apply to are Aerobic Instructors apeZErdrtists. Ultimately it is not
your occupation that counts but the level of fitness it requires.

Don't forget to claim you expenses for travelling to the Gynmvelsand protective shoes ie high impact.
If you have a home Gym you can claim depreciation on the equipmesadnbtit you cannot claim for
travelling home to use the Gym.

Zones

To claim an Australian zone rebate (tax offset) you must beamefor 183 days of the financial
year. The 183 days can be accumulated over 2 years. If inetieys year you did not claim a zone rebate
but over 2 years you have been in a zone for 183 days you can claontheebate in the second year. For
some workers who fly in and fly out this means they may only ke tabtlaim a zone rebate every second
year.

The rebate for being in a special zone is $1,173 in tax dfealitgou can use to pay your tax instead
of the instalments deducted from your pay. Accordingly, when yoyaodo tax return some of your
instalments should be refunded. Certainly worth the effort of tigakhere you have been. You can check
what zone applies to your area by going to the ATO welnsite.ato.gov.ausimply put the word zone in
the search box. While you are there you should read TR 94/27 to get more detail on howyto qualif

On the bottom end of the scale the rebate for a zone B rasidaht $57. Many parts of Queensland
are zone B including big towns such as Mackay and Townsville. Whtal&%7 might not be worth much
being in any zone helps towards your 183 days. The calculatiomgksthas the taxpayer been in any or
various zones for 183 days. If so, they can claim a rebate. How tiegltan claim is determined by
picking the best 183 days. For example if you have spent 200 dagsime 8 and 50 days in a special zone
your rebate would be made up of two parts. $1,173 divided by 183 timesus® be your entitlement for
the special zone rebate. The balance would only be paid at the zone B rate i.e. $8bglitige times 133.
The total rebate is $361 which is a vast improvement on $57 sforpbeing in a special zone for 50
days. As you can see the main purpose in zone B is to get your 188plag you can benefit from every
day in other zones. You only have to be in the zone for part of the day for the whole day to qualify.

This trick can be useful when planning your holidays. If you liveeaone B record every day or part
there of that you are in another zone area to boost your claiyou livork in a mine on a fly in fly out basis
and don’t quite spend 183 days per year there, you only need to go to a zone B to top up your quota.

If you have dependant children and or a spouse you are entitleihtoackone rebate for them too if
they were with you.

Members of the Defence Force who serve in a qualifying @aseteeality for more than 182 days are
entitled to a rebate of $338 plus 50% of the notional rebatesyifhidnee dependants. A spouse receiving
parenting allowance does not reduce the notional rebate you aredetttiteceive for him or her and it does
not matter that these dependants are not in that zone with ygou $erve less than 183 days the amount is
apportioned. If you qualify for both an Australian zone rebate or aneasersbate you are only entitled to
claim the one that gives you the biggest entittement. For exahyade have 183 days overseas but 10 days
in a special zone A. Then your zone rebate can be based on 10 dagsial sone A and 173 days
overseas. If your overseas income is exempt you do not qualityefoebate during that time. The rebate is
not available if you are part of the Australian Embassy or LegatQualifying overseas areas are decided
by the Federal Treasurer. TR 97/2 lists some of these Ihas ihot been updated since 1998 so it is better t
go towww.ato.gov.aufor a more up to date list. TR 97/2 also explains when you aredeoadito have
arrived or left and area.

If you have been missing out on claiming this rebate subs@@m®B) allows you unlimited time to go
back and amend your tax return.

Changes to Bankruptcy Laws

In theory if you are declared bankrupt all your assets areddiy your bankruptcy trustee, other than
basics such as certain tools of trade, a low value car, householdtp@meiclothes. But there is usually a
long period of time between the bankruptcy trustee stepping in angetisen becoming aware that
bankruptcy is inevitable. In fact many potential bankrupts lead theditors a merry trail for as long a
possible. As the bankruptcy trustee has a time limit on how far slee can claw back the transfer of assets
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the longer they can delay the bankruptcy trustee stepping in tlee tledince the potential bankrupt has of
hiding assets from creditors.

The new laws attempt to stop some of this evasion but there nédxda tmlance to ensure that bona fide
transferees are not discriminated against. The claw lzack how allow the bankruptcy trustees to
examine transfers to related entities or relatives 4 ywfge bankruptcy is declared. The trustee will not
only have powers to claw back assets transferred but alsogssgmoperty owned by other people to which
the bankrupt has contributed either directly or indirectly to asmeo owners equity in the property, if the
bankrupt has some use or benefit from that property. If the bankrigmetasolvent 5 years before
bankruptcy the trustee can go back that extra year. Solvencynis dlele to pay ones bills when they
become due.

In the past potential bankrupts were inclined to destroy recordmisthé bankruptcy trustee could not
prove they were insolvent. The law has now been changed to put the qmasfobnto the bankrupt i.e.
unless they have records to prove the contrary they are assumed to be insolvent.

The bankruptcy trustee also has powers to claw back the transésets (this includes money ie paying
a bill) to unrelated parties. The trustee can demand a credliteturn a payment they have received in
relation to a bona fide debt because it may be considered amaynpeeference to other creditors. Further,
if an innocent third party purchased an asset at market value fpems@n who became bankrupt within the
next 2 years or was insolvent at the time and became bankript Wie next 5 years the trustee can claw
this asset back. The purchaser is entitled to a refund of thee gmid for the asset but is not entitled to
receive the current market value. Of course the purchasemabdave the means of proving whether the
potential bankrupt was solvent or not at the time of the transfdresprotection to innocent parties, to my
mind, seems inadequate.

Generally monies held in a superannuation fund are safe from the Bapkfupstee unless recent
abnormally high contributions have been made. At the end of last nmen@otvernment announced stricter
guidelines in this regard after a Bankruptcy Trustee failetht® back such contributions in Cook v Benson.
The new legislation will look at the size of contributions madé&énpast and if there is a contribution that is
out of character it will be considered to have been made to deézhitors so the Bankruptcy trustee will be
entitled to claw it back. These laws will also apply to contiiimst to a related third party such as
contributions to a spouse’s superannuation fund.

Claiming Memberships

Ongoing membership of an association that relates to your oocugat tax deduction. If it does not
relate to the way you earned your income during the year yoondyeentitled to claim the first $42 of the
expense but note you are entitled to claim up to $42 for each assuci#titial joining fees, even if they
relate to your current occupation, are not tax deductible but they also quattie 842 limit.

Some industry qualifications involve doing a course and paying a oneeoffMfroviding the course is
related to your current occupation it can be claimed as atestf education, just be careful that the fee is
for the course not a one off joining fee to a professional associalfidhe course is run by an education
institution such as a College or University you cannot claim tisé $250 of your costs. But these costs
include things you would not normally get a deduction for such as chiédfeas while at the course or
expenses you forgot to get a receipt for. Also if your motorclel@xpenses under the kilometre rate in
relation to the course exceed $250 you do not have to reduce younyc8&is50 at all, this does not stop you
also claiming these motor vehicle expenses if they qualifyhelfcourse is run by a trade or professional
association you do not have to worry about the $250 rot.

The cost of obtaining a qualification that is a pre-requisitakiod a job with a new employer is not tax
deductible because it is incurred before the income earning ypdtegins. Again this would qualify for the
$42 concession. The trick is to make sure you are employed lyefordo the course. This problem often
applies to the generic certificates needed to enter the mining industry. rieefefdR98/6 and TR2000/7

Saving for Retirement With a Non Working Spouse

The following is directed at couples in their 50’s and 60’s who mgelohave dependant children and
are busy saving for retirement. In some cases one of the sp@assetired or not returned to the workforce
since raising children. Many investment and tax strategiesreé the benefit of the spouse rebate and the
cost of moving assets from one entity to another. Even if theatgpihs on moving the assets are diverted
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to a superannuation fund to minimise the impact. Don’'t forget adeductible contribution to a
superannuation fund is still taxed at 15%. No tax would be applidaiie capital gain was not realised in
the first place ie no change of the ownership of the assgtscally this happens when they are moved from
individual ownership into a superannuation fund. Thinking that will cap future earnings t0X.5% ta

For example:

Assumptions —The wife is under 65 and they have no dependant children. She is mewttiguvorking but
has worked in her life time (if not she would not be able to adeassuperannuation until 65), The couple
have accumulated $200,000 in managed funds with an expected return of $10,000 irfalhdifignk
dividends but not including capital growth of the units in the fund, these assets are heldife’sheame.
Question — Would it be better to transfer the $200,000 portfolio into a superannuatidn fWhile this
would realise a large capital gain it could be offset by d¢lagma tax deduction for the contributions to
superannuation. But as they are tax deductible contributions they wetddda at 15% in the hands of the
superannuation fund. Is this worth it so that the husband can claim a spouse rebate?

Answer — The $10,000 the portfolio is currently earning is tax free to ffeeag she has no other income.
This means she will be refunded the franking credits. But her hdistidl miss out of receiving the spouse
rebate so the effective tax is $1,610. The rebate starts de sl at 25 cents for every dollar the wife’s
income exceeds $282 so by $6,720 it disappears completely. But there is acktadirei Franking credits
are not included as income to the wife for the purposes of the spehete.r In this case it means her
$10,000 in taxable income becomes $7,000 separate net income. Stillt@mdig is reasonable to assume
that this income will go up and once over the $10,000 threshold sheastlpaying tax at 15% the same as
the superannuation fun. The best tax situation is achieved byifdhemly having $282 in separate net
income and the rest being taxed in the superannuation fund’s handssp®tise rebate is worth more than
her entitlement to earn the first $10,000 tax free. That is théersbades out at 25 cents in the dollar so it is
her effective tax rate whereas the superannuation fund isaxdy at 15%. But there is a sting in the tail.
In order to get the units in the managed funds across to the supei@miuad she must realise a capital
gain. This can be offset by claiming a tax deduction for sonteeotontributions to the superannuation
fund. Just enough to reduce the CGT to zero but the superannuation furetnvitialve to pay 15% tax on
the deducted contributions. If she kept the units in her own namapialogain would be realised and
therefore no tax payable! Unfortunately superannuation contributions dechate income for dependant
spouse rebate purposes. Accordingly, her best strategy is to cdaotiowa the units in her own name but
make a superannuation contribution to keep her income below the Mebiegréhreshold where her
marginal tax rate will go from 15% to 16.5% and thus be higen the entry tax into the superannuation
fund.

Reasonable Allowances

If you receive an over time meal allowance in line with tvara you are entitled to claim costs you have
incurred up® $21.10 per meal in your 2006 tax return and $21.90 in your 2007 tax return, without receipt
Employee truck drivers who sleep away from home and receialavance are entitled to claim,
without receipts, daily meal costs, in 2006 of $69.45 if their incontess than $81,401. Truck drivers
whose income is higher than that are entitled to claim $75.75. In thefiB@@@ial year truck drivers who
earn under $84,251 can claim up to $72.10, higher incomes can claim $78.65 per day, without receipts.

Reasonable Allowances - Update

If you receive an over time meal allowance in accordance with gward you are entitled to claim costs
you have incurred up to $21.90 per meal in your 2007 tax return, withoiptsecd his increases $22.60
from 1% July, 2007. Your employer may only pay you $10 under the award bot iigve spent more you
can claim it up to these amounts

Employee truck drivers who sleep away from home and receial@avance are entitled to claim,
without receipts, daily meal costs, for the financial year endéd@0e, 2007 up to $72.10 if they earn under
$84,251. If they earn over $84,251 their limit is $78.65 per day, without receipts.

For the financial year that startedJuly, 2007 the over time meal allowance increases to $22.60. Tt
daily allowance for employ truck drivers who sleep away floame increases to $74.30 per day if their
income is $87,200 or less. If their income is over $87,200 the amount is $81.05. Reference TD 2007/21

BAN TACS Accountants Pty Ltd Wage Earners Booklet -32-
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



More Workers Allowed a Choice of Superannuation Fud

Many workers missed out on being given a choice of which fund theasmp@tion paid under the
guarantee, by their employer, was paid into, because they wereddyestate awards. Employees covered
by state awards were not effected by the Federal Goversrokaoice of superannuation fund rules. This
changed on®LJuly, 2006 when the new Federal workplace relations system was introduced mNloyees
that are companies may have to allow their employees a choice.

To find out if you or your employees now have a right to choose shperannuation fund go to
www.workchoices.gov.aor ring 1300 363 264.

Remote Area Housing

If your employer provides you with residential accommodation #ne not subject to fringe benefits tax
on the costs of providing that accommodation, if it is in a remote ark& effectively means that they can
provide you with a home out of before tax dollars. Note the concessienndbepply to an employer
reimbursing you for rent paid in a remote area.

Now the difficult part is determining what is a remote arBlae easy answer is refer to PSLA 2000/6 it
has a list of these areas and is availablevatv.ato.gov.au To calculate whether your area qualifies make
sure that it has a population of less than 14,000 people or 28,000 peopdeniitiin a zone A or B. Then
check that there are no other towns within 40kms, by the shorteitgracute, that have a population of
more than 14,000 people or 28,000 people if in a zone A or B. If it does ndahpakdkms test it will still
be considered remote if your area is further than 100kms awayaftomn with a population of more than
130,000. Populations are based on Census information.

Late lodgements, Interest & Other Penalties

If you are late lodging your income tax return the ATO can yime $110 for every 28 days or part
onward that the return is late, up to a maximum of $550. Though, tthéotlgement penalty is usually
waived if you are due a refund. Even if you are not due a refusiaviirth writing to the ATO, explaining
your circumstances and asking the ATO to consider remission pettaty under TAA Sch 1 s 298-20. If
the ATO refuses to remit the penalty and it is for more than $220 you can object.

Late lodgement of a BAS can be far more serious as the $110@x pleat is reported on the BAS. This
means if you report your GST, PAYG withheld and FBT on your B#A&Spenalty is $330 for every 28 days
up to a maximum of $1,650 (5 x $330) The penalties also increds¢hwisize of the business for example
once the turnover exceeds $1,000,000 the penalties at least double.

Penalties for late lodgement of income tax returns, BAS and ASiGs are not tax deductible. A
penalty for under estimating GST instalments is tax deductible (section 25-5 1997).

The interest the ATO charges for late payment of taxies ideductible but if you borrow the money to
pay off your personal tax debt the interest on the monies borrowext geductible. On the other hand if
you are in business and the borrowings are connected with the bubmesterest on money used to pay
taxes is deductible but not for the partner’s in the business’s personal tax. (IT2582)

This still doesn’t mean it is better to owe the ATO insteathefbank, because the ATO charge a lot higher
interest. The current interest rate charged by the ATI2.87%, after allowing for tax deductibility this is
an effective rate of 8.816% if you are in the 31.5% tax bracket ($25%0®6,000). Even at the maximum
tax bracket which doesn’t kick in until your taxable income rea@160,000 the 12.87% interest charge is
6.89% after allowing for tax deductibility. So unless you are imthgimum tax bracket, if you can borrow
against the equity in your house at housing loan interest ratesishareaving in doing this as soon as
possible. Though for short term debt also factor in the costs of borrowing.

In conclusion it is important that you at least lodge your BA&voreturn even if you do not have the
money to pay the tax and it is usually better to borrow at hgusan interest rates to pay of your tax bill
than have the ATO charge you interest.

Note it is not just the penalties you should fear. The ATO alsthbagght to prosecute you but if they
do this the penalty provisions are not applicable.
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Centrelink Site Becoming Really Useful

Go towww.centrelink.gov.aun the middle of the horizontal list of options under the heading on th
home page is online services. This provides a whole range of udefahation. Probably the most useful
being the Family Assistance Estimator which can be usdobutiidentifying yourself. This is an excellent
tool for performing some what if analysis to workout if you are better off earning extra money or
planning your salary package. Note that even though you areagdaienter the grossed up amount of
your reportable fringe benefits ie the amount appearing on yoGPsummary, the calculator will
automatically divide that amount by 1.8692 so that it is only the valtreaictual benefit you receive that is
taken into account, any applicable taxes are ignored.

If you log into online services section you can also obtain aypiof the information you will need to
be able to claim your 30% child care tax offset. Obtainingitti@mation before you come in and have
your tax return prepared will save time.

Work Related Tax Deductions

The ATO has issued bulletins covering work related expenses fordVlfbenstruction workers, Security
workers and people in the fithess and sporting industries. Most gdoines Newsflash readers would
already be aware of.

The bulletins address the question of whether improving your skills is deductible. aféhna few traps to
watch out for.

1) Whether you have incurred the cost at a time too early to betatearning your income. In other
words you did the course to get the job rather than improve your iskihe job. Examples of this
would be induction certificates to start work in the mining industrgasts of studying to obtain
gualifications to be a pilot while you are working as a sales f@pn’'t be bluffed here, there is
nothing wrong with claiming expenses to improve your skills to nkdapromotion in your current
line of work.

2) Initial costs for qualifications are not deductible. Many essfonal associations have a cost to
become a member and then an annual fee. Only the annual feridsille. An example given in
the bulletin for mining site employees is that you cannot ckaideduction for obtaining your first
machinery licence or ticket. For construction employees thempbe is the ‘cards’ require to work
on building sites, occupational health and safety certificates er mggulatory permits. For security
officers the example is the pre-vocational course you have to do to get yourelasity sicence.

Note if you are caught with one of these non deductible expensealyai least claim the first $42 of

the expenses as a deduction. That is $42 per expense. Furtbaraieynot working in the occupation for
which you incurred an ongoing membership fee you can only claim the first $42 apthese.

Transferred Interstate For Up to Three Years

If you are transferred interstate for less than 3 yeawdllibe well worth negotiating a living away from
home allowance as part of your package. This means your empaperpay the rent on your
accommodation in your new location for the whole period of time yothare, as an exempt fringe benefit.
Your employer does not have to pay FBT, you do not have to pay tax diothenge and the amount does
not affect your Centrelink entitlements.

The same concessions apply to your food bill for up to 3 years tooonkhdifference is the first $42
per adult and $21 per child under 12 years of age, is not an exemjpt. b¥oefdo not need to present your
grocery bill each week, it can be based on an estimate. Foipkxgou may present your grocery bill for
the first week, your employer checks that this would be a reblsoratimate of the cost and just deducts
from the amount $42 for each adult and $21 for each child in your fafiilg. balance can then be paid to
you as an exempt living away from home allowance.

You do not have to continue to maintain a home at the place you moved flongaas it is your
intention to return there. You can even receive rent on your origorak without having to reduce the
amount of the exempt allowance. All you have to do is give your gepéodeclaration about your normal
residence, as outlined in MT 2030. You do not necessarily have to cotttious or rent a property back
at your normal location to qualify.
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While you are at it, be sure to package all your relocatios essthese are also exempt and include any
costs of buying and selling houses.

If you do rent out the family home, while you are away, and it ireedvjointly with your spouse, who is
unable to work while in the new location, you should consider utilising our salaifycga@ntal property kit
(details on our web site) to effectively shift all the callwftax deductions on the property into your
package as another exempt benefit, under the otherwise deductible rule.

Donations to Politicians and Political Parties

On 229 June, 2006 the maximum threshold for tax deductible political donationsiibuitions or
membership fees was increased from $100 to $1,500. There are twwliseone for donations to
Political Parties and one for donations to independent Politicians, babhttds are $1,500. An
independent Politician is a candidate or a member of Parliamerddés not belong to or is endorsed by a
Political Party. So in theory you could claim up to $3,000 in a yearay by contributing $1,500 to a
Political Party and $1,500 to an independent candidate. Only donatiorationréd candidates or members
of the State and Federal Parliament are tax deductible, it does not apply to Elaatioihs.

If you made a contribution betweer'22une and 30June 2006 you can amend your 2006 return to claim
it.

Deductions for Commission Wage Earners

The definition of what is considered a cost of earning your incawader for employees whose wages
are paid on a commission basis. TR98/6 is a ruling for RedleEStgents but the concepts would apply to
all wage earners whose income is based on commission. Hnises expenses not directly related to
earning income would still be deductible because there is a prabegctwill result in greater income in
future years. These sorts of expenses include advertisingripgepsigns, letter box drops, sponsorship,
property presentation costs, referral rewards, gifts and greeting cards.

Note even though taking someone out to lunch would have the same bengfispecifically not
deductible because it is entertainment. Buying them a beer wamadde entertainment but buying them a
gift of wine or beer that has not been opened i,e. they can take &, i®mot considered entertainment so
would be deductible as would any other gift.

Employees Paying Wages to Their Family

TR98/6 is a ruling for Real Estate Agents. It recogniseéstiem though the sales people are paid wage:
as an employee they are entitled to claim a tax deductioanfpwages they pay to family members for
helping them. The family member must do something significarst,nibt enough to just answer the phone
and a diary of the hours worked must be kept. The wage must bekat nages. If the sales person is paid
at flat wage with no commission the ruling doubts that they woelériitled to this claim but invites the
public to come forward and they will fund a test case to bring the matter befaeutie

This concept does not just apply to Real Estate Agents. It isagplito all employees who’s wages are
on a commission basis. Section 26-35(1) says you can deduct an ameupayhent you make or a
liability you incur, to a related entity. Section 8-1(1) ITAA 199&tess “You can deduct from your
assessable income any loss or outgoing to the extent thatincused in gaining or producing your
assessable income. This means that you do not need to prove peyrtient was actually made. Only that
the work was done therefore you have a liability to pay thelyamember. This is important when spouses
run a joint bank account as it is difficult to prove the money has actually been paid.

Ryan’s case decided in July 2004 by the AAT gives us the opportoridie this one step further.
Dr Ryan ran a computer consulting company that employed him andflis Ryan’s wife only performed
secretarial work for his company. She was paid at comnheates for the amount of time she spent on
company business. This was a relatively small amount but muchwasreontributed to superannuation on
her behalf. The AAT found that Ryan was entitled to a tax deduction for these supecancuatiibutions.

It's Never Safe to Dispose of Records

In March the ATO released TD 2007/2, stating that in the casamdéd forward losses records need to
be kept for a lot longer than the record retention period prescubeer income tax law. This applies
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whether the losses are from normal income or capital in naftines may surprise property investors who
have carried forward capital losses and businesses with carried forwandedosses.

Losses are included in the income tax return for the year they aredthand carried forward until offset.
In the case of business losses it may not be long before the &reseffset but capital losses require future
capital gains to be offset so this may take quite a long tinle20D7/2 states that records must be kept until
the expiry of the review period (up to 4 years) from the lastgaurn when the losses are fully absorbed and
even then it warns that “where a formal dispute arises itiaelto a loss a taxpayer should retain relevant
records until any objection or appeal in relation to a loss éas finally determined”. The ruling goes on to
point out that the ATO has the power to go beyond the time limakera new assessment and put the onus
of proof back on to the taxpayer to prove the assessment is @rceSsi the real advice is you can never be
safe. Ignore what you read in Taxpack, about only needing to keepséaofdyears, you can'’t rely on that
or any other statement by the ATO because, the ruling Saygayers should have regard to their own
particular circumstances in making any decision whether or not to retain eotsufor longer periods.

No this is not an April Fool’s Joke.

The 50% Education Tax Refund

There is no difference between the parties tax policies on thmmdowe tax offset rates and the only
income tax rate difference in the next three years islLtalor will delay the introduction of a lower top
marginal rate in order to finance a 50% Education Tax Refund.

For primary school age children the maximum refund is $375 plet cho qualify the family must be
eligible for Part A payment from Centrelink and have spent $75@hiket on education materials such as
computers, internet, printers, education software and school text books.

Families with children in secondary school can also qualify fefumd of up to $750 per year per child if
they spend $1,500 per child on education expenses and are eligible for Part A.

The exciting difference about this tax offset is if you do not have a high enougtbiigty to fully utilise
it they will pay you the amount instead.

Summary of Labor’s Promises to Watch For

The following is a list of the election promises made by Ruddrist affect your financial decisions
over the next few years.

1) Provide a 50% refund of costs incurred on education expenses. The marefoch you can
receive will be $375 per primary school aged child and $750 per high school aged child.

2) By the 2013/14 financial year reduce income tax rates to just 3 brackets — 15%, 30% and 40%

3) To maintain Howard government’s tax cuts promised in the May 2007 budget,

4) By 2010/11 taxpayers who earn less than $16,000 per year will pay nodtdyy 2012/13 taxpayers
who earn less than $20,000 per year will pay no tax.

5) Increase the child care rebate from 30% to 50% and pay it quariéhe maximum rebate paid per
year per child will be increased to $7,500.

6) From £'July, 2008 donations to political parties will no longer be tax deductible.

7) First home savers will only be taxed at 15% on earnings theyfoua ihome savings account. Up to
a limit of $5,000 per year. The tax applicable to interest on this account will be caiéd. a

8) A tax offset will be available to landlords who install insulatiortheir rental properties. It is not
certain which financial year this will apply to so at the montkatplans to insulate a rental property
should be delayed.

Depreciating a Laptop Provided by Your Employer

We used to call it double dipping. You ask your employer to providevitbua laptop as part of your
salary package. Your employer gets a full deduction for the laptibye year it is purchased and no FBT is
payable providing you only receive one a year as it is an gxieimge benefit. Then you can depreciate the
laptop in your personal tax return up to the extent it is used for deldustirposes. Then the depreciation
law was re written and we were unsure whether this little gap sshieeki

In PBR 65239 the ATO has advised that the double dip is still dnyo&lneed to do is buy a laptop and
take the receipt to your employer. Ask your employer to reducegyosas wage by 10/11ths of the price of
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the laptop and reimburse you for the full cost of the laptop. The oth#? the employer will get back in
GST from the ATO. On top of getting 1/1bf the purchase price paid by the ATO you do not have to pa
any income tax on the money used to buy the laptop. You then keegy dodid month to work out the
ratio of deductible to private use of the laptop. You can then defgrébima GST inclusive price of the
laptop over 3 years after adjusting for the private use portion.

Let’'s assume the deductible use is 60% and the laptop cost $3,300. Using the pyimeai@entitle
To claim $1,100 per full tax year less the private use of 40% sdethection in your tax return would be
$660. If you use the diminishing rate of depreciation the amount yodatamas a tax deduction in the first
full year would be $2,200 less the private portion. But under the diniig method the it will take much
longer than 3 years to write off the remaining $1,100.

2008 Budget Cans Salary Sacrifice Trick

It looks like they will remove the otherwise deductible rule fondfigs provided in regard to jointly
owned assets (including shares and rental properties). The blagipahole was created to avoid problems
faced by most couples when everything is in joint names. Itbeilinteresting to see how this problem is
solved so don’t go jumping ship just yet. Another reason not to paratibécause this arrangement was
perfectly legal there will be no retrospective claw back. Tipesple who have already entered into such an
arrangement can continue to do so until' 8%arch 2009, by which time we should know the details of the
new law. | think we should be happy that we got to make hay whilsuthehone. It is quiet probable that
as more people entered into the arrangement the government flealled to take action. | say finally
because the test case was in 1993. It is much more palatablethat uke average person gained this
advantage while it was available even though this is what comdlatits demise. In summary our advice
is to continue until 3%t March, 2009 in any arrangements you currently have, know the budady gees
you permission to do so but don't enter into anymore until we segethidegislation go through parliament
and don’t hold your breath for another loop hole, it is clearly thik that they are aiming to stop. In the
meantime SMSF non recourse borrowings are looking very atgaclihere is an article in our next edition
summarising the benefits and traps

2008 Budget Limits Laptop Benefit

Laptops, Personal Digital Assistants and Tools of Trade From ' April 2009 you will not be able to
receive a these as an exempt fringe benefit unless teeysad primarily for work purposes. Further the
double dip will be stamped out too ie claiming depreciation on thig $gotop in your personal tax return if
you do use it for work purposes. Though if the item was purchasec HfoMay, 2008 then you will still
get the deduction for the 2007/08 year.

Other 2008 Budget Announcements

Family Payments -Families where the high income earner has an income insréekl 50,000 will no
longer qualify for Part B payment. Part B is paid to the Ioeome member of a couple if their personal
income is low enough. In the case of sole parent familiesBRa#s paid regardless. Frori duly, 2009 it
is intended to widen the income definition for Centrelink purposes ntbude salary sacrificed
superannuation contributions and to add back all negatively geared investowenéi From %t July, 2009
family payments will not be able to be received through yourdturn, they will only be able to be claimed
through Centrelink.

The $150,000 threshold will also apply to the dependant spouse tax offseappiies when the spouse
does not care for dependant children.

The baby bonus will be increased to $5,000 frénduly, 2008. From the*1January, 2009 the bonus
will be paid over 13 weeks rather than in a lump sum and to qualégndyfs combined family income in
the six months after birth must be less than $75,000.

Other tax related issues from the budget that might interest readersinclude
1) The ATO will set up a clearing house where employanscontribute their employee’s superannuation
and the ATO will divvy it up to the funds the employer chooses.
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2) The seniors health care card income test will now includemiacthat is salary sacrificed into
superannuation and superannuation payments from a taxed source but it ldoéshike it will include
income from a pension fund.

3) The depreciation period for the cost of developing inhouse compute@asohas been increased from
2.5 years to 4 years. Note the diminishing value method is not avaitabt®mputer software ie any
expenses now incurred after™Blay, 2008 must now be depreciated at the prime rate of 25% per year.

4) The entrepreneurs tax offset will now be income tested by examiningttud tiee family’s income.

5) They will be putting a stop to salary sacrificing wages superannuation in order to reduce your income
to qualify for the co contribution.

6) It is also intended to tighten up many of the tax and Carkrebncessions that can be obtained by
redirecting wages through salary sacrifice or negative gearing.

7) From the T July, 2008 the level of income at which a person will triggerMiedicare levy surcharge
will increase to $100,000 for singles and $150,000 for families.

Note the above does not include election promises previously covered in November.

Higher Education

If your degree will improve your skills in your current job orrgase your chances of promotion with
your current employer you are entitled to claim the cosiscaged with studying and attending University
as a tax deduction.

HECS is not tax deductible, to a student, under any circumstai@eshe other hand if you do not
qualify for HECS you may qualify for FEE-HELP which is ba#licthe same as HECS in that it is a loan to
pay your University fees. Of course this only applies if ystudies increase your chances of promotion or
improve your skills in your current job and the 20% loan fee loadingtiglaimable. Nevertheless, it may
be that students who don’t qualify for HECS are better off.

FEE-HELP just like HECS does not have to be repaid until the stadeostme reaches a certain
threshold. The deduction is allowable in the year that the feaidsto the University not the year the
student repays the loan.

Reasonable Allowances Update

If you receive an over time meal allowance in accordance with gward you are entitled to claim costs
you have incurred up to $23.60 per meal for the 2008/09 financial yehguiviteceipts, even though the
allowance you received would have been less. This amount is $22.60 for 2@3r@8itn you will be
lodging in the near future. Employee truck drivers who sleggydmm home and receive an allowance are
entitled to claim, without receipts, daily meal costs, for tharfcial year ended $Qlune 2009 up to $77.55
per day if their income is under $90,000 and up to $84.60 if their incomeri$@@®00. For the 2007/08
tax return the limit is $72.10 if they earn under $84,251 and $78.65 if Hiayoger $84,251, all without
receipts. References TD 2007/21 and TD 2008/18

Buck Stops With Taxpayer

It seems everyone else can make mistakes except taxpaperdustralian taxation system is based on
self assessment, that is taxpayers when lodging their intaooreturns declare that they are correct at law,
even though the highest courts in the land have trouble deciding jugshhblaw works. Based on such a
faulty premise it is not surprising there is little justice in our taxatystes.

In Zhu v FCT the taxpayer was fined 25% of the tax shortfallusecthe ATO considered him to have
failed to take reasonable care when preparing his income tax.reThe taxpayer simply filled in his tax
return with the information provided to him by his employer ashieiPAYG summary. It appears there
was an error in the PAYG summary and the taxpayer, despiteromiigrating to Australia in the previous
year and still experiencing language difficulties should havéseshthe amount was incorrect. The AAT
upheld the ATO’s approach, claiming that the taxpayer failedischarge his burden of proving the ATO
incorrect.

The taxpayer still believes the amount on the PAYG summargaveect but the ATO chose to believe a
spreadsheet provided by his employer’s solicitor over the taxpaygangely enough the amount of tax
deducted by the employer was only enough to cover the income shawe onginal PAYG summary and
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the spreadsheet only materialised when the ATO audited the eriplogcords. But we all know that no
one would dare exploit their new immigrant employees.

Repaying Workers Compensation Payments

Many years ago we published an article advising readdrg thay had paid tax on income they latter
had to repay they could amend the previous year’s tax returns to réinad\wecome. This is no longer the
case for workers compensation payments section 59 of the 1997 IT/Ah alows income that has to be
repaid to not be considered taxable income and specifically exg@agiegents for compensation or damages
for a wrong or injury you suffered in your occupation. The log®sind this being that the tax is taken into
account when the amount of compensation is calculated.

Nevertheless if you are required to repay taxable income fromne@ek or your employer, don'’t forget
to amend the tax return for the year you originally receivednit@me, to remove the amount you have to

repay.

When You Can Claim Super, Has Changed

A little realised trap created by the changes to superannuatiamsithat people who have only a small
wages income say less than $450 or because you are under 18 andssvtr&rie30 hours a week or you are
over 70. Note from*®1July, 2007 you may (subject to all the normal limitations) quatifyaftax deduction
for superannuation contributions you make if they are made before 28 days aftes3birthday.

Can still not claim their superannuation contributions unless thisfystie 10% rule. This is due to a
change in the wording of the legislation so just because you coutd lelst year doesn’'t mean you will be
able to this year.

For example if you are on a low wages income of less than $450 pdr mdrttave, say, a $35,000
capital gain you cannot get a tax deduction for any money you pusugerannuation even though your
employer is not required to contribute for you, because more than flpéaroincome is from wages, even
though those wages do not attract employer superannuation contributibng. best you can do in this
situation is to ask your employer to salary sacrifice your earningsugterannuation.

The Catch with No Deposit No Interest Terms

Most readers will be aware that if they don’t pay off the M#hin the prescribed time they will be
charged an extortionate interest rate. But did you realisentls@me cases the repayment amount you are
given will not pay the amount of your purchase within the termosowill have to make a large payment at
the end of the term or cop the high interest rates.

Details on the Education Tax Refund

If you are considering buying a computer for your children for <imas, don’'t forget to keep the
receipt. The Education tax refund will apply to your 2009 incomerg¢axn so it covers any qualifying
expenditure since®1July, 2008. It also covers text books so keep those receipts inylamer you send
them back to school. The details are as follows:

- The refund is 50% of the amount spent

- The maximum refund for each primary school child is $375 ($750 expended)

- The maximum refund for each secondary school student is $750 ($1,500 expended)

- If you do not have to lodge a tax return the tax refund can be claimed by lodgingwifiortme ATO
- Only Parents who qualify for Centrelink’s Family Tax Benefit or whoitdedn received Youth

Allowance, a Disability Support pension or ABSTUDY Living Allowance will lifya
- Expenditure on computers, internet connection, printers, educational software, schedltrate tools,

text books and stationery qualifies.

We recommend that you keep a diary on the computer and internet use for one month. Theuliiary s
show the percentage of education related use compared to the totalhese is nothing yet specifying a
diary must be kept but we would be very surprised if the eveappdication forms don’t require some sort
of apportionment.

If your expenditure in a given year exceeds the maximum artimmthe balance can be carried over to
the next financial year.

BAN TACS Accountants Pty Ltd Wage Earners Booklet -39-
Created by Julia Hartman B.Bus CPA, CA, Registered Tax Agent



Donations to the Bushfire Victims

Don't forget to get a receipt so that you can afford to give mecause it will be tax deductible. To
check whether the fund you are donating to qualifies as a tax deductibleigiénmegou can go to
http://www.abn.business.gov.au/(elqcvvrgOokfaf45nipadrys)/main.aspx
The ATO has announced that you can claim up to $10 in bucket donations without a receipt.

Results of High Court Challenge to your $900

The high court has ruled that the $900 stimulus package was validn j8dges considered the case and
the majority decided it was valid but the fact some judges didhww that this was not just a nuisance case
and just how complex our laws have become. So here is what you should be receiving.

Tax Bonus for Working Australians — If in your 2008 tax return you paid tax after tax credits and affset
were taken into account and your taxable income was under $100,000 you duatiypaying tax does not
mean you received a tax bill from the ATO as a result of tglgour 2008 tax return. Tax deducted from
your wages or PAYG instalments may have covered the tax and/galeaded up with a refund of some of
the tax you had paid during the year. As long as you did not getablaaf the tax you paid during the year
you will qualify. To qualify for the full $900 your taxable incorioe 2008 must be $80,000 or less. If your
taxable income is between $80,001 and $90,000 you will get $600. Between $30j0$108,000 only
$250. You will receive the payment in the same way you receivedtgouefund or tax bill for your 2008
tax return. You will not qualify for this payment if you do not lodge your 2008 tax repud6bJune, 2009.

Single Income Family Bonus f you qualify for Part B payment on 3rd February, 2009, from Centrelink
then you will qualify for $900 which will be paid into the samecact as your Part B payment. If you have
opted to receive your Part B payment at the end of the year witeknpw your taxable income then you
will not receive this bonus until you lodge your 2009 income tax return.

Farmer’s Hardship Bonus —This is a $950 payment to farmers and rural-dependant small businesss
who on & February, 2009 were receiving any of the following payments:

Exceptional Circumstances Relief  Interim Income Support Transitinoaine Support

Farm Help Income Support.

It will be paid through Centrelink into the account that the above payments are made.

Back to School Bonus -This applies to each eligible school age child between 4 and 18 &et8uary,
20009 if their family qualifies for Part A from Centrelink andMaé paid into the same account as the Part A
payments.

Training and Learning Bonus —A $950 bonus is payable to recipients of Youth Allowance, Austudy anc
Abstudy. Recipients of Sickness Allowance and Special benefilsamualify if they return to education
or training. The Education Entry Payment has been increas883fyfor income support recipients who
return to study between January 2009 arfd Bthe 2010.

Useful Rates for the 2009/2010 Financial Year

Maximum income at which people of age pension age do not have to pay tax or Medicare:

Singles  $29,867 Each Member of a Couple  $25,680

Threshold at which Medicare Surcharge will be payable if you do not have prate health Insurance:
Singles $70,000  Family (includes non custodial parents contributing to a child’s maie)e$ibd0,000
Amount of passive income a minor can have without paying tax providg they have no other income:
$3,000.00

Tax Thresholds:
0 - 6,000 0% 6,001 - 35,000 15% 35,001 - 80,000 30%
80,001 - 180,000 38% 180,001 + 45%

Tax Offset - Amount of offset $1,350 No Tax payable if income only $15,000
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Truck Drivers Reasonable Meal Allowance —no substantiation required if employer pays allowance.
Salary below $93,601 $82.05 Above $93,600 $89.50 Reference TD 2009/15
Overtime Meal Allowance — Maximum amount you can claim without receipts if you receiveertime
meal allowance: $24.95 Reference TD 2009/15
FBT Interest Rate —5.85% Applicable to employee loans and notional calculation of interestaon c
provided to an employee. For the FBT ye@ipril, 2009 to 3% March, 2010. Reference TD 2009/16
Div 7A Loans - 5.75%reference TD 2009/10
Improvements to Pre 1985 Assets ¥ou can spend up to $124,258 in 2009/10 improving a pre 1985 ass
without having the improvement classed as a separate post 1985 assgé lthé construction of a building
on pre 1985 land will always be considered a separate asset. Reference TD 2009/12
Luxury Car Limit - $57,180 same as for the 2008/09 financial year. Reference TD 2009.13
Investment Allowance Key Points - The following only applies to businesses that have a turnover of les
than $2 million
1) 50% of the amount spent if entered into the contract beft®8tember, 2009 and installed ready
for use by 31 December 2010
2) Must spend more than $1,000
3) All amounts are net of GST if you are entitled to claim GST
4) Purchases after 3December, 2009 will only qualify for 10%
5) Land, buildings, computer software and intellectual property do not qualify.
6) Batches of identical items or items that form part of a set, can be added togetiss the
threshold and identical items acquired before B&cember 2009 can be added to those purchased
after that period to see if the threshold has been passed. Though then only 10% will apply
7) You must purchase a new asset or new improvements to a current asset.
8) The asset must, at the time it started to be used in the business, be princgpailusealia to
carry on a business.
These are the basics. The issue is covered in detail in our year end tajestkaieklet for 2009.

Education Tax Offset

Please remember to bring your receipts with you, for anynegpeyou have incurred for your child’'s
education, when you do your tax return. Expenses that count towards the offset are:

» Laptops, Printers, USB flash drives and Computers including repairs and a&sbaamting costs.

« Computer software, Internet Connection and Ongoing fees.

e Text books, study guides and stationery.

e Tools required for school based apprenticeships — not otherwise tax deductible.

Surprising exclusions from the list are school fees, excursions, tutoring twsty, fees and subject levies.

If you have more receipts than you need for this year, don’t diseardas they can be used next year. If
the expenditure for one of your children is over the limit this oxerftan be used against the limit for
another one of your children. The maximum amount of expenses theayalaim for each primary school
child is $750 and secondary school $1,500. If your child has gone frorarprim» secondary during the
financial year you are entitled to the higher $1,500. But if thiel ¢imished school at the end of last year
you will only be entitled to half the amount. The offset meanswitiuget half of the expenditure amount
back. This is achieved by either reducing your tax payablééoyear or by a refund cheque sent to you if
you have no tax liability for the year.

Note if you are an independent student under 25 years of age you may quédiiy tine education offset
for yourself, if you are receiving certain types of government assestanc

Medicare Levy Surcharge

Readers are by now probably well aware that as long as yoibatato the support of your child then,
even if they don't live with you, they are considered your dependant. niéasis you are entitled to the
family threshold for the purposes of the Medicare Surcharge, whiltésnbined income of $140,000 for
the 2009 financial year and the 2010 financial year. A step childlsarba included as your dependant if
you contribute to its care, for example provide some food, shettefTéis means that if your spouse’s child
primarily lives with its other parent but visits your home on weekéndsstill considered your child for the
purposes of the surcharge.
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To avoid the surcharge all your dependants must be covered by [dsmiéal cover. They don’t
necessarily have to be covered under your policy just covered. 8o #rg a high income earner cruising
along on single hospital cover to avoid the surcharge but consideangahabitation commitment or your
partner hasn't gone home for a while, don't just get couples covbeyf have children. You will need
family cover unless the children are covered by their othenpsieealth insurance. There is no pro rata,
unless all your dependants are covered, there is no exemptibbriratmathe surcharge. Of course if you
have children of your own then you also need to have family cover td #wwisurcharge even if you re
single and they don't live with you but you contribute to their maintenance.

Medicare Levy Surcharge

Unlike the Medicare levy, which just applies to your taxable income, ticbangie applies to your taxable
income and reportable fringe benefits. In the 2009/10 year it alsib apply to your reportable
superannuation contributions and total net investment losses. In both ¢hese¢hg threshold at which the
surcharge will be payable, if you do not have private hospital ce/&70,000 for singles and $140,000
(plus $1,500 for each child after the first) for couples.

If your income exceeds the threshold the you are liable foutbkagge on a pro rata basis for every day
you are not covered. So generally taking on private cover duregdar will only reduce the amount of
surcharge you have to pay. You would have to have private hospital from the i July through to the
30" June to completely avoid the surcharge. However, unique to the 2008(06idi year is a concession
to compensate for Parliament taking so long to pass the new threshblgsu obtained private hospital
insurance before thé'Danuary, 2009 and continued to hold it you will not be liable for the surcharge.

If you are single and with no dependants for only part of the y@aexample you enter or exit a
relationship, then only your income is tested against the thresholdyoMedre still entitled to the higher
threshold for the days you were not single. For example your mésr$$100,000 and you do not have
private health insurance but your were part of a couple for aequdirthe year. Then you will only be liable
for three quarters of the surcharge regardless of your partner’s income.

Reportable Superannuation Contributions

Reportable super contributions are going to be included as part of your income fdotiedol

- the Medicare levy surcharge threshold calculation

- the Medicare levy surcharge (lump sum payment in arrears) tax offset

- all dependent tax offsets

- the senior Australian tax offset

- the pensioner tax offset

- the Higher Education Loan Programme and Student Financial Supplement Scheymeerdp.
Before a superannuation contribution can even be consider reportaflstithave been claimed as a tax
deduction either by you or your employer.

Any superannuation contributions you make for yourself that you gdiatify tax deduction for, will be
added back to your income when the definition of income for that partitukshold includes reportable
benefits.

If you are an employee your reportable superannuation contributibbg \&ny your employer makes for
you over and above the following:

- The 9% required under the guarantee
- An amount required to be paid by an industrial agreement
- Required by the trust deed or governing rules of a super fund
- Required by a federal, state or territory law
In other words if you salary sacrifice into super it will now be a reportableasupgation contribution.

Note this only applies from1st July, 2009 so will not flow through for a while yet lplogens may need
to adjust their record keeping to have the necessary informatidaldeavhen they prepare next year's
PAYG summary.

Taxpayers that qualify to claim a tax deduction in their persaraleturn (generally self employed or
retirees under 75 years of age) will also have that deductionl ddd& to their income in a similar way to
the reportable super amount for an employee. There is no concesstbe D% guarantee etc but on the
other hand their personal contributions will not be added back when testing the thresholds f
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- the mature age worker tax offset

- the spouse super contributions tax offset

- super co-contributions

- deductions for personal super contributions.
If you are a Centrelink customer, your reportable super contributidhlseaincluded in your income to
work out if you are eligible to receive certain Centrelink benefits.

How the ATO Calculate Your PAYG Variation

When you lodge a PAYG variation form with the ATO they calcullageamount of tax that you
should pay over the whole year on the amount of income you have tolgydlewill have. They then
deduct from this the tax you have paid so far this year, this could be zero if you hggarmyplication
in before £ July. The ATO then divides the remaining tax it wants to colfeat you by the number of
pay periods left in the year. They then work out what percentageamount is of your monthly,
fortnightly or weekly pay then write to your employer and daat tyou have a flat tax rate of this
percentage.

Redundancy

The maximum tax free redundancy payment you can receive inGBA@Ginancial year is $7,732 plus
$3,867 for every full year of employment. If you are self empldyéchave to close your company because
you lost the contract for the work you were performing you could alddygfa these tax free amounts but
the amount paid must be along the lines of what would be paid if it was an arm’s leaggearent.

The redundancy in both cases must be genuine ie your job no longer &kis tax free portion of the
redundancy payment is also not considered exempt income so it does not reduceeahipoaard loss that
may result this year.

If you find another job before the end of the financial year noteythatcurrent PAYG variation won't
apply to your new employer so you will have to re apply. If you doninady lodge a PAYG variation this
maybe the time to do it if cash flow has got a bit tight widet were unemployed. Even if you don't
normally get a big refund at the end of the financial yeagraog of unemployment could result in one so
you want to get your hands on the money as soon as possible.

Whatever you do don’t go reducing deductible debt with your redundancyayiinié takes a while to
find a new job and you end up having to draw the funds back out for living espdesepart of the loan
will become non deductible. The redundancy payment is best directedi$avesn deductible debt or placed
in an offset account.

What is Included in the Medicare Surcharge Threshold

From 1st July, 2009 if your income for Medicare Surcharge purposasis$70,000 for singles and
$140,000 for families plus $1,500 for every child after the first, thenagibloe subject to the 1% surcharge
on your taxable income and reportable fringe benefits. No$elivd of your taxable income and reportable
fringe benefits even though other sources of “income” are taiteraccount to decide if you have exceeded
the threshold. As a result your taxable income and reportabig foienefits may only be $60,000 but you
still exceed the surcharge because of $15,000 in investment lossesithidless your surcharge will only be
$600, 1% of $60,000.

Your income for surcharge purposes includes your taxable income, nepbrtage benefits, reportable
superannuation contributions (as discussed in Newsflash 194), and net @ntdssees. The latter referring
to all your investments whether they be losses or profitabieg lzelded together and only added back for
surcharge purpose if the net result of them combined is a loss.

Negotiating Your Salary Package?

The following are some important points to consider when negotiagrguperannuation portion of your
package.

People 50 and over (up to 75 if satisfy work test) can put $50,000 iatgesuperannuation but if they
earn more than 10% of their income from employment then they arenttied to claim the deduction in
their personal tax returns. This means they must ask their employer to teglupay and put it into a super
fund for them — before tax. The employer will then get a tax desu@dr the contribution just as they
would have for the wages. Note the $50,000 a year limit is frosowaces so it includes the 9% guarantee
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already paid and contributions from multiple employers are addethter. From % July, 2011 people over
50 will only be able to contribute $25,000 per year into super but we ameghmpithen the government will
be back on the stop spending and save bandwagon so they will up the limits

People under 50 can put $25,000 a year into superannuation but if they earn more than 10% of their
income from employment then they are not entitled to claim the deduction in trsgingltax returns. This
means they must ask their employer to reduce their pay and put it into a super funah felbtifere tax.
The employer will then get a tax deduction for the contribution just as they woulddndkie fvages. Note
the $25,000 a year limit is from all sources so it includes the 9% guarantetygleed and contributions
from multiple employers are added together.

Before a superannuation contribution can even be consider reportable it must haverbeérmasla tax
deduction either by you or your employer. The following only applies to engdoyReportable
superannuation contributions will be any your employer makes for you over and abaithiad:

- The 9% required under the guarantee
- An amount required to be paid by an industrial agreement
- Required by the trust deed or governing rules of a super fund
- Required by a federal, state or territory law
In other words if you salary sacrifice into super it will now deeportable superannuation contribution,
unless of course you can get it through as part of an industrial agreement.
Reportable super contributions are going to be included as part of the incomethestdibowing:
- the Medicare levy surcharge threshold calculation
- the Medicare levy surcharge (lump sum payment in arrears) tax offset
- all dependent tax offsets
- the senior Australian tax offset
- the pensioner tax offset
- the Higher Education Loan Programme and Student Financial Supplement Scheymeerdp.
- For Centrelink customers, the reportable super contributions will be included ntdines test
to receive certain benefits
Note this applies from 1st July, 2009
Caution — employers are entitled to use salary sacrificedbdigns to reduce their obligations under
the super guarantee so any agreement has to clearly state that thyeemil still put in the 9%.

What Is In and What Is Out Now for Tax Offsets

From the ¥ July, 2009 many income thresholds for tax concessions will inclode geportable
superannuation contributions and require your rental losses to be addedReguirtable superannuation
contributions are explained in Newsflash 194.

Mature Age Worker Tax Offset - Up to $500 if your are over 55 years of age and still working. Your ne
income from working (either as an employee or in business) needs tmder $63,000, this includes
reportable fringe benefits, reportable employer superannuationbedittns (this is usually the amount you
have salary sacrificed) but does not include any passive incotegonation payments and can be reduced
by work or business related deductions

The Senior Australian Tax Offset —You must be of age pension age and have a “rebate” income uader t
threshold released each year. Your rebate income is yourdarabme plus any personal superannuation
contributions you make and your net investment losses will be added back.

HELP, Hecs Etc —The income that will be applied to the threshold is your taxable iecplus your
reportable fringe benefits and reportable superannuation contributmmnsyily also need to add back your
net investment losses and exempt foreign income.

Child Support — Reportable superannuation contributions will now be included in your incomzhitdr
support purposes.

Co Contribution

To qualify for a government co contribution for your undeducted superannweatnbribution your
assessable income needs to be under $61,920, this amount is indexgebeacfthe maximum undeducted
contribution that the co contribution can apply to is $1,000. The governmerdtiias so contribution rates
for at least the next 6 years as follows:

2009/10, 2010/11 and 2011/12 — The government will match you dollar for dollar up to a maximum of
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$1,000
2012/13 and 2013/14 — The government will match your dollar with $1.25 up to a maximum of $1,250
2014/15 and following — The government will match your dollar with $1.50 up to a maximum of $1,500
Neither your contribution nor the government’s will be subject to the 15% contributions ta

Self Education Expenses and Centrelink Payments

In FC of T v Anstis 2009 ATC 20-142 the ATO was once again wasting taxpayers’ motagynigya
case it had already lost in the Federal court all the way to a full berich BEderal court. The argument
was over whether the costs of text books etc were a cost of earning ingameiifcome was a Centrelink
study payment. In this particular case the amount claimed was $920.

It seems the only chance a taxpayer has against the ATOs limitless bufjdjgei Symone Anstis, their
father is a solicitor.

The wide reaching point of this decision is the statement by the judges thiatstthenb of s 8-1 was
concerned with whether the outgoing was incurred in the course of deriving biesassane, not whether
the outgoing was incurred for the purpose of deriving assessable income: FC ayie2@01 ATC 4027.”
This means the ATO’s narrow interpretation on the deductibiligetifeducation expenses is now in doubt.
Until this case they had also denied self education deductionsyehlernob is just a part of the process of
qgualifying in your profession. Arguing that claiming a deductionylour course costs was not allowed
because it is putting the cart in front of the horse ie the caatgered the job not the job requiring the
course. Now with the emphasis being put on whether the expenseaiigedtha the course of deriving
assessable income rather than for the purpose of, a simple link may be alhdwdsary.

Political Donations

A while ago we reported that donations to political candidatesdwmatl be deductible from 1st July,
2008. Well the bill is through Parliament but there was some comgirgralong the way. Businesses will
no longer be able to claim a tax deduction for donations to poligealidates but individual taxpayer will.
Up to a limit of $1,500 per year.

The Detail on Co Contributions

If you contribute $1,000 to your superannuation fund and do not salary@adrifior claim it as a tax
deduction, the government will kick in another $1,000 if you pass certaimeegants. The co contribution
is reduced on a pro rata basis if you contribute less than $1,000. Thergemts $1,000 and your $1,000
will not be taxed in the hands of the superannuation fund.

Your assessable income needs to be under $31,920 if it exceeds ighlsssuthan $61,920 you will still
get some co contribution, the $1,000 shades out at the rate of fivefareet®ry dollar over the $31,920.
Note assessable income is not your taxable income, it is yoomeplus reportable fringe benefits and
before tax deductions. For the 2009/2010 and following financial yeavsl ialso include reportable
superannuation contributions so it is no longer possible to reduce your ifiaothe Co Contribution test
by salary sacrificing into super. As tax deductions do not regmueeincome for Co Contribution purposes
you may be better off to prepare a partnership tax return fayjmwned rental properties so that only the
net amount received from the rental is entered in your tax réldinere as, an individually owned rental
property will appear in detail in your tax return and the rergived will count towards the threshold for the
co contributions without allowance for the deductions. The good news frtrsaalers is that they are
allowed to reduce their assessable income by business deductions.

You also need to have 10% or more of your income from employment ydweremployer is required to
make superannuation or from running a business as a sole trader or partnersHipydtimaed to be under
71 years of age and you will need to lodge a tax return.

The following table provides some examples of how total incoroeuisted for co-contributions and the
10% test.

|Income source H Total income HEIigibIe income for the 10% test |
Salary or wages, including Yes Yes, where you are treated as an employeeg| for
employment income through a the purposes of tisiperannuation Guaranteq
company or trust (Administration) Act 1992
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Director fees as a company director Yes Yes, where you are treatecagloyee for
the purposes of tisaiperannuation Guaranteq
(Administration) Act 1992

Business income as a sole trader || Yes |  Yes |

Other income from individually held Yes No

assets (including interest, rent and

dividends)

Business partnership distribution || Yes | VYes |

INon-business partnership distributign Yes | No |

IDistribution from a trust | Yes | No |

If you are in your own business but operating through a trust or ogmpaalifying for the co
contribution will take some careful planning. You see you need to have 10% or more tatgbassessable
income from business as a sole trader or partnership or you neegktd fram wages income where you
have triggered the need for your employer (can be your own congratmyst) to make superannuation
contributions for you, under the 9% guarantee. Dividends from companigsraitddistributions from
trusts will not count in the 10% rule even though they are from yaur lmusiness. So if you have been
using dividends or distributions to take your income from the businessid the 9% super guarantee you
may have shot yourself in the foot if you are after the co conitiufThis needs to be sorted out beford 30
June, 2010, it is not something that can be fixed when your tax return is prepared.

Selling Solar Power Back To The Grid

There has been a bit of noise about this subject on TV rec@idyGST side of the issue was addressed
back in 2004 by the ATO. Firstly, they state that there is nongetiff of supplies to the electricity
authority. So even if they supply you with more electricity tham supply them that does not in anyway
negate the fact that you are supplying them with electricityough there is a carve out for situations where
the meter works in such a way that it is not possible to determhie supply by the solar panel owner
separate from the supply by the electricity authority. Indage the transaction can be ignored if the overall
result is that the electricity authority supplies your more power thanuaplysthem.

In short the ATO states that if you are registered for @&J you supply electricity to your local
authority as part of your enterprise then you must charge GSTheFuift you supply more than $75,000
worth of electricity per year then you are forced to regikiertGST even if you do not make any other
business supplies.

If you are registered for GST in your business but at home ya@uroiels are generating electricity that
you sell back to the grid, this is not in relation to the entexgas which you are registered for GST so the
GST provisions do not apply. So even if you are registered for B&8&@use you own a mechanical
workshop or takeaway food outlet, the supply of electricity from yourehtanthe local authority is not part
of that enterprise. It maybe part of a separate entetmuisas the turnover would be less than $75,000 tha
enterprise will not be required to register for GST.

Now getting back to the situation for the average house holderatbeynlikely to generate enough
electricity to have to register for or collect GST. Itn®re the consequences of receiving income for
generating electricity and selling it to the authorityt tteey need to worry about. It was even stated by ar
MP on TV that Centrelink will be taking the income received intooant for age pension and other
entittements. This suggests that the income will also neediteloeled in your income tax return. We see
justification to exclude it as it is not a hobby. It seems tbumness income. There are 4 main factors to
consider whether you are in business, profitability, size, continuéms ahd business records. None are
decisive on their own but the regularity of a payment is persuisatat is income even if it doesn’'t meet
the definition of business income

Of course there would be a corresponding deduction for borrowings tdhéusolar panels and
depreciation. This would have to be apportioned between the use fortgentra power your use and the
use for generating power to sell so there will undoubtedly still be a profit.

But it gets worse. If these solar panels are sitting on lyoore then your home is used to produce
income. Could this compromise your main residence exemption@ itliasuld only be a small portion of
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any gain that would be subject to CGT. It is not the CGT thaeiproblem it is all the record keeping you
would be required to do and the fact that it would reset your cesttbathe market value at the time the
house started to produce income. This will preclude you forever Bblado reset the cost base should you
one day rent it out.

Scary stuff but this could quite possibly be the situation. Let’s hope the ATGohtiaguling on this so
we have some clarity.

Overseas Fly-In Fly-Out Workers

When the Rudd Government removed the exempt income status of wamgpes @earseas by Australian
residents it made little difference to taxpayers working in countriesanthe tax rate is high anyway.

For example in PNG workers who live in Australia are taxedl fédt rate of 40%. So if they earned
$200,000 per year they would lose $80,000 of it in tax to PNG. In their Aasttax return they would
declare the full $200,000 and receive a non refundable tax credit fxtipaid in PNG. Now in Australia
the tax on $200,000 is $64,850 so the $80,000 tax credit from PNG would cover thig balance of
$15,150 would not be refundable by the Australian government nor can it noavriesl forward to offset
against foreign income in future years. Further if the taxpayeotieer income in Australia the foreign tax
credits cannot be used to pay the tax on that income. The only donaafésred is that the foreign income
Is considered the last piece of income you earn thereforecsubjthe highest marginal tax rate, maximizing
the amount of foreign tax credits that can be utilised.

A negatively geared rental property is not going to help a resalgrayter whose income is taxed highly
in a foreign country where it is earned.

Going back to the PNG worker with $200,000 in foreign income, the $5,000 propsnillasake their
Australian income $195,000 tax on which is $62,600 but all this means, thehatsted foreign tax credits
are now $17,400. Worse still when they start working back in Austhediamay no longer be able to afford
to subsidise the rental property so have to sell it realising a capitahgayear when they don’t have excess
foreign credits. Foreign tax credits can only be used to dHgedn foreign income so even if they are still
working overseas when they sell the best case scenario ith¢hadpital gains tax is recognised first so
benefits from the tax free threshold and lower rates. Nevesthethe losses during ownership do not
provide any tax benefit and the capital gain cannot utilise tteteddoreign tax credits. This is a very
strong argument for finding someone or something else to own the property.

Usually choosing what name to purchase a property in involvesoa diystal ball gazing but in the
above case unless the property is going to be negatively geared for a loagdithe owner is only going to
work overseas for a very short period it is not hard to work out that there is no reason ttantblein name.
Alternatives are to hold it in a low income spouse’s name or eetlmtary trust. A SMSF is unlikely to be
the best choice due to salary sacrifice problems, individualpaigets should consider the SMSF option but
as it is very unlikely to be the best outcome and a complex issue it is ignoresldisthission.

Holding it in a low income spouse’s name may also waste ttaivedyg geared property losses. If the
spouse has a low income the tax refund resulting from the losminal, if they have no income then the
loss can be carried forward but must first be reduced by ei@mpicome such as Centrelink family
payments. There is also the risk that by the time a cajaitalis realised, the low income spouse may have
returned to full time work and be on a high income.

A slightly complicated and costly alternative is to hold the ptgpera discretionary trust. We get a bit
defensive about recommending trusts because it is certainly a eegenarator for accountants and we do
not want to appear to be giving a sales pitch. This is a situahere a discretionary trust can give you a
better outcome if your crystal ball is a bit foggy, simply lseaa discretionary trust gives you more options
later down the track. But it is going to cost you to set itnghe@ach year you will need to lodge a trust tax
return. Also consider land tax considerations, good or bad depending on which state you are i

The benefit is that in a discretionary trust the lossedeasafely quarantined until the capital gain is
realised as there is no risk of exempt income reducing themnlownie soaking them up at a minimal tax
rate, or the losses reducing foreign income on which tax hesdglieeen paid. Having safely protected
these losses through the years, when the property becomes pogigiaedyl or sold for a capital gain then
they can reduce the profit before it is distributed to any baagés and provide you with the choice of
which family member any remaining profit is distributed to, aeloeg on the circumstances at the time. In
short a discretionary trust eliminates the need for a ¢rpstlh so unless you are very certain of your
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circumstances during the whole period of ownership the discretidnasty will give you the best tax
outcome.

Centrelink Part A and Education Tax Offset

The following is a link to the Centrelink page for the income test for Part A
http://www.centrelink.gov.au/internet/internet.nsf/payments/ftb_a_iat.hiraxpayers who’s income is too
high to receive any Part A from Centrelink will not qualify fibre education tax offset. There are
concessions if the reason you do not receive Part A is becaudaltheeceives some other form of income
or benefit.

Deducting Education Expenses on Youth Allowance

Despite the ATO’s unlimited taxpayer funded resources to afgpewéery court in the land when it loses
a case, truth and justice has prevailed in Anstis’ Caswefltheless, despite losing the case hands down an
being refused leave to appeal the ATO is still not actually tkelindefeat (let alone how much money they
wasted), its only recourse now is, in the words of Assistantstlirea Bill Shorten, is to analyse the
judgement and produce a decision impact statement on ATO’s positiothcandthe law would be
administered as a consequence of the decision. The Sydney Moerialg Which draws parallels between
the Symone Anstis case and the movie The Castle quotes the AT@Qiag people who believe they might
be affected by the ruling to be patient. Patient! We have already wedesiwhile the ATO has dragged the
issue through every court it could.

Patient for what? In our opinion, it is very simple, the costaged with studying are deductible when
you receive youth allowance to study ie study costs are a cost of eaiconggi.

Symone Anstis was studying to be a teacher when she atfetoptiaim costs amounting to $920 for
computer depreciation, books, stationery and prac teaching costs sutavael and teaching aids.
Fortunately her father is a solicitor so she could afford to cigdlghe mighty ATO. Something that the rest
of us defenseless common folk are grateful to them for.

The bottom line is, if you have received youth allowance in thédastyears and incurred expenses in
relation to your education, you should consider amending you previous tax returreke a claim. Of
course you can’t get back more tax than you have paid so yoy fiestke to consider whether you would
have been taxable in those years anyway. If your taxable inicotine relevant year exceeded the following
thresholds you should consider amending your tax return:

2006/07 $10,000 2007/08 $11,000
2008/09 $14,000 2009/10 $15,000

Paid Parental Leave

The Government’s new paid parental leave scheme will apply toshadnie or adopted fronUanuary,
2011. It is only the minimum wage that is paid for up to 18 weeksisantportant to combine this with
other tax planning strategies such as payments in advance ainsitaty tas close as possible to the same tax
bracket in the years before and after the leave as you are in during the leave.

The payment can be made to either the mother or father, cuttentiynount is $569.90 per week. To
gualify you must be a resident of Australia for the purposelseo$ocial security Act and your employment
must be based in Australia. Further you need to have workedlé&asatlO months in the 13 months up to
the date of the baby’s birth. So bad luck if you have a difficujqecy because you are not allowed any
more than 8 weeks off in a row before the actual date of birth, thbigypdriod can be extended by paid
annual, sick or long service leave. Mind you the legislation tetesaccount part time and casual work so
while the restrictions above do apply you only have to have worked 330 hourg thai 10 month period.
Note even if the parent worked part time before the birth they still get tH5R.90 per week.

Self employed people also qualify but they will have to clainir th&ments direct from the family
assistance office. Volunteers do not qualify. Paid ParentaleLeaist be taken in the first year of the
baby’s life and the parent must not have returned to work between the birth and takingribetpa

The 18 weeks Paid Parental Leave can be joined to other matechiyhaual leave entitlements but not
taken at the same time. During the 18 weeks the parent can t@twork for up to 10 days to attend
training and planning days or in the case of self employed to check up on how the bagjoexs i
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The parent on leave must have, in the previous full financial yeaedeéess than $150,001. This is
adjusted taxable income so includes add backs for fringe bemefitstable superannuation contributions,
tax free pensions, targeted foreign income and investment lobddssupport payments are deducted from
this amount. Spouse income has no effect.

The parental leave payment is taxable in the hands of the padefurdess multiple birth) will prevent
them qualifying for the Baby Bonus or Family Tax Benefit Bafor the 18 week period the Parental Leave
is paid.

The payment is made by your current employer but you need to neakeplication. Paid Parental
Leave can be salary sacrificed if “paid” by an employéitom the employer’s point of view the money is
received from the Family Assistance Office and it isabd& income to the employer, the corresponding
payment to the parent is tax deductible so the result has nt aftlee employer is responsible for deducting
tax from the payment and it must be included in the PAYG summahg Parenting Payment does not
affect the employers payroll tax or workers compensation totdlkile a parent is on paid parental leave
they do not accrue long service leave or annual leave. Thei@étasnuation guarantee does not apply to
the paid parental leave.

If for some reason employment is terminated then the fasdistance office will pay the parent direct.
Until the 3¢" June 2011 an employer can choose not to be involved but ffdmiyl. 2011 it is mandatory.

ATO Left a Surprise Present Under the Tree for Stuénts

You may remember a recent article complaining that the ATOswiking in the corner considering its
options after losing its case preventing students receiving ydlotvaace from claiming the education
expenses. Well it has certainly had a change of heart, just before Christmas too!

It is now fact that recipients of youth allowance are entitbedaim their education expenses (but not
HECs or HELP) as a tax deduction and they should have been aldéridhem all the years that the ATO
has denied the deduction. The trouble is that you can only amend your tax return back 4 years

The generous bit is that the ATO is going to automatically adwstudents in receipt of Youth
Allowance a $550 deduction for each of the last 5 years, provided dlveyiddged a tax return. You don'’t
have to do anything other than bank the cheque when it arrives. No&e36b0 deduction not a refund. A
refund is only going to result if you didn’t get all your tax back originally.

If you want to claim more than $550 then you will need to lodge your own amendment.

Baby Bonus vs Paid Parental Leave

For parents of babies born froffl January 2011 they will need to choose between receiving paid paren
leave or the baby bonus and part B. Paid parental leave is taXadie as the baby bonus and Part B are
not. The baby bonus and Part B are received from Centrelink, paidghdeave is received from your
employer, though they are reimbursed by the family assistdfice. The Centrelink payments have less
impact on other benefits because they are not included in ATI which is a beké¢bnmaany Centrelink and
tax related concessions. Note ATI is adjusted Taxable incomehwhiyour taxable income after adding
back investment losses, adding in tax free pensions etc, Targedgghfincome, reportable fringe benefits
multiplied by .535 and reportable superannuation contributions, then deducting child support payment

When tax is taken into account the payments are very similar. Fortuna@elseldk has an estimator on
their web site that will help you work out which payment producesbdst result for your particular
circumstances. The page address is:
http://www.centrelink.gov.au/internet/internet.nsf/individuals/ppl_working_parestimator.htm

You also need to consider tax strategies to try to keep your inocime same tax bracket in the year of
the birth as the years before and after, such as making inpergsients on a rental property in advance.
Note if you end up with a taxable loss for the year of thénbfdr example a negatively geared rental
property, then your carried forward losses will need to be reduceithebpayments you receive from
Centrelink, even though they are exempt from tax. Here is par®on of the conditions of each payment
which may in itself be enough to give you only one choice:

Paid Parental Leave Baby Bonus

Under $150,000 ATI in previous year. Under $75,000 ATI 6 months before birth
(only the income of the parent taking leave) (Combined family income)

Must not return to work after birth Can continue to work
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Must have worked before birth No need to meet work test

Flood Levy Detall

Not much point in analysing this too much until it gets through Paei so here are the proposed
numbers. The levy will only apply to people with a taxable incemeeeding $50,000 it does not appear
that they will apply their new adjusted taxable income definitiothé flood levy. It will only apply in the
2011/2012 financial year and will not be payable by anyone who qualified for flood relief

The first $50,000 after the $50,000 threshold will attract a flood levy266 but only on the excess
income above the $50,000 threshold. If your income exceeds $100,000 not onlyuvplhy 2% between
$50,000 and $100,000 you will also pay 1% on any income above $100,000.

Considering Making a Superannuation Contribution?

It is that time of year again where you need to get your heathdarthe latest changes to the
superannuation contribution rules and decide what you can afford. Tloavifigl covers large
superannuation contributions. Next edition we will look into the low incoameessions of co contributions
and spouse contributions. Note that even after reading thesesayticlenust seek professional advice on
your strategy as there are just too many exceptions and traps.

If you intend claiming a tax deduction for the contribution then you neexnsider the concessional
contribution caps. If you are under 50 years of age you can only contpute $25,000 per year to a
superannuation fund and claim a tax deduction, for 50 years and over tt®lthiess50,000. Though if
you are over 65 years of age you need to also pass a work tedtafrddn a 30 day period. Once you pass
the 28" day of the month after you turn 75 you can no longer make concessiopatannuation
contributions. The caps quoted include the amount your employer has cendtrfibutou. If you are an
employee you cannot make tax deductible contributions for yoursef§sualgdy 10% of your income is from
wages. Employees can effectively get a tax deduction fordhper contributions by salary sacrificing into
superannuation through their employer. If you are an employee and have madecapéej gain on a rental
property you cannot contribute that gain to a superannuation fund but ydivecahit and instead salary
sacrifice you wages into superannuation, still limited by the cap.

If you work overseas, even though your employer may not be required tibatentor you, you are also
not entitled to make your own tax deductible contributions. This probssronly arisen because of recent
changes to the way overseas income is taxed so hopefully this anomaly willdogoiore

Non tax concessional contributions (the ones you cannot claim a tax deduction for) rexreatdiffies.
There is a limit of $150,000 a year but you can put $450,000 in one ywear #re under 65 years of age or
under 75 and satisfy the work test, by bringing forward $150,000 femim @f the next 2 years. If you use
this completely then you can contribute nothing for the next 2 ye#rsou don’t contribute the full
$450,000 you can make a top up contribution during the next 2 years, providinglyguesify ie under 65
or work test Non concessional contributions are not taxed when goingointmdming out of the
superannuation fund.

The small business concessions allow business owners to makectargdrutions when they sell an
active asset. For example, if they qualify under the smalhbssiretirement concession, they can contribute
up to $500,000 into superannuation from the sale of an active asset withengitaxed in the hands of the
superannuation fund. Further, the capital gain up to that amount exabtd. The 15 year exemption goes
even better, not only is the gain not taxed but they can put $1.156muaflit into superannuation as a non
concessional contribution. Though the $1.155million is reduced by any retitexemption (the $500,000
cap) already utilised. Note the $500,000 and $1.155million cap is ovexxiieeyer’s lifetime, intended as a
once off catch up for business owners that invested in their business instead of supenannua

In all cases above make sure the money is actually in the superannuation fund@efares, 2011.

Superannuation Concessions for Low Income Earners

The government will make a co contribution of up to $1,000 into your supetiannfind if you
contribute $1,000 out of your after tax pay that you don’t claim aléahuction for. Neither yours nor the
government’s $1,000 will be taxed in the hands of the superannuation funato Thatribution is reduced
on a pro rata basis if you contribute less than $1,000.  Your assdssaihe needs to be under $31,920 if
it exceeds this but is less than $61,920 you will still get soneontribution, the $1,000 shades out at the
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rate of 3.333 cents for every dollar over the $31,920. Note assessalee is not your taxable income, it
is your income plus reportable fringe benefits and reportableaupeation contributions (generally those
you salary sacrifice). In the case of self employedrtlssessable income is not reduced by any
superannuation contributions for which they claim a tax deduction. Glgnexpkenses you claim as a tax
deduction cannot reduce your assessable income. Though, sole trageienaad to reduce their assessable
income by business deductions. In the case of partnership ommtroste it is only your share and the net
amount (income less deductions) that is included as assessable iregamnéiess of whether it is business or
passive income. If you are the sole owner of a rental propenyttiee gross rent is included in your
assessable income without deduction for the expenses. But if yothewroperty with at least one other
person then it is only your share of the net income from the progietyis included in your assessable
income. It may be necessary to lodge a partnership tax return to ensure this happens.

You will not qualify for a co contribution if you only have passive ineo At least 10% or more of your
income needs to be from wages or a business but when doing this toalcytau can ignore business
expenses which will make it quite easy to pass the test if you are in businesstrubtdhcome even if from
a business is still considered passive so you may need to consider having thg yastgpwage.

The following table provides some examples of how total incomeusted for co-contributions and the
10% test.

Income source Total income |Eligible income for the 10% test

Salary or wages, including employme Yes Yes, where you are treated as an employe:

income through a company or trust the purposes of thBuperannuation Guarantt
(Administration) Act 1992

Director fees as a company director Yes |Yes, where you are treated as an employe:

the purposes of thBuperannuation Guarantt
(Administration) Act 1992

Business income as a sole trader Yes Yes
Other income from individually held ass Yes No
(including interest, rent and dividends)

Business partnership distribution Yes Yes
Non-business partnership distribution Yes No
Distribution from a trust Yes No

The work test applies between 65 and 70 (40 hours in 30 days). Oncagfodlr&o co contributions

is available.
Spouse Contribution

The other low income concession is for taxpayers on any incomevevdiave a low income spouse. |If
the low income spouse has assessable income (refer above) phrsable FBT and reportable
superannuation contributions of less than $10,800 their spouse can make a supenaconizibution for
them of up to $3,000 and receive a tax offset of 18%. A tax offdates the amount of tax the higher
income spouse has to pay. It can mean that you will receivieradref any tax you may have paid during
the year because the offset is used to pay the tax insteddhmihigher income spouse’s income is so low
that they do not have any tax liability then the offset is vdast&o this arrangement is only beneficial when
the spouse making the contribution has a taxable income above $16,00@® sfépdrannuation contribution
for a low income spouse is not actually claimed as a tax deduttisnnot taxed in the hands of the
superannuation fund. If the low income spouse’s assessable incomeeighanor$10,800 but less than
$13,800 the higher income spouse will still qualify for some tax offset the shadeeast18%6.

The work test applies between 65 and 70. Once the spouse reaches 71 exa@pabstions can be
made.
There is a nice little trick if the low income spouse is between 55 and 65 aed.rélne contribution can be
made and then withdrawn, tax free, a few days later yet theifegme spouse will still qualify for the tax
offset.

In all cases above make sure the money is actually in the superannuation fun8tiefduae, 2011.

Meal and Travel Allowances

TD 2010/19 sets the rates for the 2010-11 financial year. Any eregbaye an overtime meal allowance
under an award, law, order or industrial agreement, is entitiedito the cost of the meal as a tax deduction
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whether or not it exceeds the amount of the overtime meal altmvpaid. The meal allowance paid is
included as income and if you have receipts for the meals thdyecdaducted. If you don’t have receipts
then you can only deduct up to the amount the ATO considers reasonable, providing of coiggthal to
or less than what you expended. The reasonable amount for 2011 is $25.8thatibie not necessary for
the meal to be purchased during the overtime work. It can be purchased on the way home.

Employee truck drivers who sleep away from home are alscedrtitltreat their travel allowances in a
similar way. They must actually be paid a travel allowaarug have some record that shows a typical days
expenses. If so then they are entitled to claim up to $84.90 per theutmieceipts providing that is within
the range of their record of a typical day’s expenses. This amount incke@&92sa5 per day if their income
exceeds $97,100. If they are not paid an allowance then they edll tbekeep receipts but nevertheless
their costs of meals and possibly accommodation are tax deductible.

So if you have not kept a record of your typical meal expenditureyamdreceive one of these
allowances, make sure you do so befor® Bine and put it in with your tax records.

Unusual Medical Expenses that Qualify for the Tax @set

As you collate you paper work for your tax return consider your miezhpenses. For the 2010/11
financial year they have to exceed $2,000 before you start to gimalifye offset. The offset is 20 cents for
every dollar in excess of the $2,000 threshold. The whole family'scadeskpenses can be added together
to meet this threshold.

In case Q21 84 ATC 77 an allergy to cow’s milk was considerelthass. Accordingly, because the
milk substitute was prescribed by a doctor and purchased frorenaisthit qualified towards the medical
expense tax offset. But make sure the milk substitute is puctfi@se a chemist and the doctor makes a
file note that it is recommended (IT 2146)!

Therapeutic treatment also qualifies if it is prescribed Bgctor. The doctor must name the therapeutic
practitioner and specify the treatment. Examples of this wouldhibepractors, osteopaths, masseurs,
speech therapist and dieticians.

Students Receiving Centrelink

The financial year just finished (2010/11) is the last time students will ¢catlbim their self education
costs as a tax deduction against any Centrelink payments tledyeréar studying, as the law has now been
changed.

The expenses are treated the same as the self educatioregxgfezrmployees studying in relation to
their job, except for the motor vehicle claim. Students on Centrelinkgatg can only claim motor vehicle
expenses to and from their place of education if they have tp s@amething bulky ie more than two trips
from the car or weighing over 18kg. If students go somewheee atleer than their regular place of
education, but in relation to their course then they can clainrifhelf they travel between their place of
education and their part time job they can claim the trip.

The kilometre method is probably the easiest method of calcutagnglaim. It requires a detailed
reasonable estimate up to a maximum limit of 5,000kms per vehibkerate is 63 cents p/km for an engine
capacity of 1.6 litres or less, 74 cents if 2.6 or less but over 1.6, 75 cents p/km if over 2.6.

A claim for self education expenses is required to be reduc8@3@ybut if the motor vehicle expenses
exceed $250 none of the expenses have to be reduced.

Carbon Tax Rates and the Truth for High Income Earrers

All the press releases are comparing the new tax ratesiated with the carbon tax to the current year’s
tax rates. Short memories! Am | the only one old enough to reeretid tax rate promises of the 2007
election campaign where John Howard lost to Kevin Rudd? Whenrttesewvere introduced the plan was
to give the low income earners the tax cuts first then just atmouthe tax cuts for the high income earners
were intended to kick in. As you will see in the following tabldeemw the 2007 promised tax cuts are
included high income earners are considerably worse off, over $10,000 per year on $250,000

Do not read the following table as you would a normal tax braakkt. This is looking at your total
income and what tax rate applies to the last dollar you earn. These ar@ped stp rates but the actual rate
you pay on your last dollar if your net taxable income is theumt below. So for example if you total
taxable income is $67,500 this year then one dollar less wilbstilbxed at 34% but one dollar more will be
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taxed at 30%. That's right because before that your low incomeffieet was reducing at 4 cents for each
extra dollar but by the time your income hit $67,500 you completelythestow income tax offset ie you
have nothing left to lose so you are back to the 30% effectiveatax If you can't stay under the $67,500
then even though your spouse has a lower income than you, if you haexiibiitfl, it is best to give them
less income and you more. The new tax rates place less Emphathe low income tax offset so in the
future if you find yourself in this unusual position the effect will only be minor.

Dark figures are the new tax rates proposed as part of tendax measures. The lighter figures are the
tax rates we would have had if nothing had changed, the efféa tdw income tax offset is also taken into
account, which is why there are so many brackets and why in cases the rate decreases as the incoms
increases.Note under the new tax rates the thresholds for 2013/14 will now bathe as the new tax rates
for 2012/13.

2011/2012  2012/13 New 2012/2013 2013/14 New 2015/2016

Zero tax $ 16,000 $ 20,000 $ 20,542 $ 20,000 $20,979
15% tax $ 30,000 $ 30,000 $ 30,000

19% effective tax $ 37,000 $ 37,000 $37,000 $ 37,000 $37,000
34% effective tax $ 67,500 $ 82,500 $66,660 $ 82,500 $67,000
32.5% $80,000

33% $80,000
30% tax $ 80,000 $ 80,000 $180,000

35% $180,000

37% $180,000 180,000 $180,000
Maximum Tax Rate 45% 40% 45% 40% 45%

The way the table works is, for example if you earn $37,001 in 2012M 3httelast dollar would have
an effective tax rate of 34% under the old rules and it is time sender the new rates but leading up to that
the old tax rate would have been 15% it is now 19%. The effaetiedakes into account the shading out of
the low income tax offset. The plan originally was that in 22084 you would not leave the 19% tax
bracket until your income reached $82,501 but now that will happen at just $67,201542016 and of
course $67,000 in 2015/2016 will buy a lot less than it does today. It will certainlgddevaaverage wage.
The tax rate increases as a result of the government’'s cabq@hans are much higher when you compare
them with the promised tax cuts that middle to high income eatmgre been waiting to receive since
promised in 2007.

I t is important to know what bracket you are in. If you aveecto the bottom of your tax bracket then
an additional expense, super contribution or negatively geared investnileptishi you into a lower tax
bracket decreasing the amount the ATO will contribute. Thidomaygood reason for delaying expenditure,
if possible.

It is also important when deciding whose name to buy a projedsy the high income earner may
already be negatively geared into the same bracket awhentome earner. In these circumstances
consider putting the property in the low income earners name yasvilh@et exactly the same contribution
from the ATO but have a lot more room to absorb a capital gain.

The objective of income splitting is to aim to have both memberscobigle in the same tax bracket.
Once this happens there is no further tax benefit of shifting iné@meone to the other. Though there is an
exemption to this rule when one spouse is pushed over the low incomisetxupper threshold. As you
can see in the table below once the low income tax threshold théosftfective tax rate is less than it was
before so an income splitting strategy should also consider keemngponse’s income low enough to get
as much of the low income tax offset without dropping below anditaerket and the other spouse going
well over the threshold at which the low income tax offset is &sslong as they don’t go into the next tax
bracket. Accordingly, it is important to know the upper incomestiokel for each bracket as shown in the
table above.

If you are a high income earner you might like to know that Kevin Rudd and John Howard botkgrom
that by 2012/2013 people on over $180,000 per year would only pay a maximum tax rate of 40%. The
argument was actually based on the fact that high income earners could affartaieditow income
earners got the benefit of the early round of tax cuts.
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The tax rates introduced by the carbon tax reforms have renttowgatomised 40% maximum tax
bracket for next financial year and replaced it with a 45% one! | believe the reason tax cuts were
necessary in the higher tax brackets were because Austedifiaving trouble keeping its skilled workers.
We need skilled workers more than ever. The truth of the matter:

2011/2012 2012/13 New 2012/2013 2013/14 New 2015/2016
Actual Tax Payable by a
Taxpayer Earning $30,000 $2,100 $1,500 $1,797 $1,500 $1,714

Actual Tax Payable by a
Taxpayer Earning $37,000 $3,430 $2,830 $3,127 $2,830 8,044

Actual Tax Payable by a
Taxpayer Earning $80,000 $17,550  $17,450 $17,547 $17,450 $17,534

Actual Tax Payable by a
Taxpayer Earning $180,000 $54,550  $52,550 $54,547 $47,550 $54,534

Actual Tax Payable by a
Taxpayer Earning $250,000 $86,050 $80,550 $86,047 $75,550 $86,034
Ignores Medicare Levy and Flood Levy

Now to look at the franking credit situation. Noel Whittaker was criticised by Gillard for claiming
that self funded retirees would no longer benefit from effectively receivingfeeincome from dividends.
Dividends from robust corporations normally come with a franking credit of thertisan the dollar. So if
the self funded retiree is in the 30% tax bracket any franked dividends thexe nebde in that tax bracket
will have no effect on their tax payable assuming they do not go beyond the 30% tax bxdtetear they
only have to have over $37,000 in income and they are out of that tax bracket. If the promisted tarre
kept then they would not leave the 30% tax bracket until their taxable income reached $82,500.

The Concessions for Students on Youth Allowance Eettded

In newsflash 229 we explained the deductions that students weredaltoalaim against income they had
received from Centrelink to study. This is as a result of the Anstis case.

This principle has been extended to Centrelink recipients who atengastart and youth allowance
while looking for work. Don’t get too excited the law was changedytbes. Nevertheless, this information
is relevant to your 2010/2011 income tax return and you are entitledetodapnevious tax returns back to
2007.

Job seekers who receive support from Centrelink will be entitlddito a tax deduction for the costs of
looking for work. This includes phone calls, motor vehicle expenseor&atj computers and internet.
Written evidence of the expense will be required. In the casenotter vehicle claim a detailed reasonable
estimate can be used. Unfortunately, job seekers are notcemmitthe $550 flat deduction for previous
years, that students received.

Saving Tax on Your Investment Property — The Book

“Every investment property tax-related question you’'ve ever woddab®mut is answered here and —
perhaps more importantly — the ones you didn’t think to ask but should haregbrdperty investors who
want to refine their strategy for maximum gain, this resourceful handbdbkmake a great constant
companion.” Eynas Brodie, Editor, Australian Property Investor magazine.

Combining Noel Whittaker’s easy reading style with Juliatidan’s mind numbing attention to detail was a
major challenge but made it to the book stores. You can also purdghasdine by going to:
bantacs.com.au/book_savingTax.pfpe cost is $29.95 plus $5.95 postage — tax deductible of course!

Ask BAN TACS

For $59.95 afAsk BAN TACS you can have your questions regarding Capital Gains Tax, Frofarties
and Work Related Expenses answered. We will include ATO references to supporicusion.
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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/freebies.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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