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An Overview of the
Budget

The Federal Budget for
2002/2003 was handed
down on the 14t May 2002

Thefollowingisabrief description of
the proposed key initiatives..

Reduction of the
Superannuation Surcharge

Effective from 1% July 2002 the
superannuation surcharge will be
reduced by 1.5% to 13.5%, with an
additional reduction of 1.5% in the
2004 and 2005 financial yearsto a
maximum of 10.5%.

Tax Deduction Threshold
for Superannuation Lifted
for the Self-Employed:

Effective from 1 July 2002, the
amount of the fully tax deductible
threshold for self-employed persons
will be increased from $3,000 to
$5,000. Contributionsin excess of
thisamount will remain 75% tax
deductible and will still be limited to
the age based limits.

Reducing Tax on Excessive
ETP’s:

The Government has exempted the
excessive part of a cash employer
ETP from the termination payments
surcharge. Effective from the 1 July
2002 the Government proposes to
make the effective tax rate on the
excessive component of a
superannuation fund ETP no higher
than 48.5%.

Baby Bonus:

Effective from 1 July 2002, the
recipients of the Baby Bonus will be
eligible to contribute the Baby Bonus,
and any other amount, to
superannuation.

The bonus appliesto afirg child born
on or after 1 July 2001 for up to five
years. The bonusisin the form of atax
refund of up to $2,500 (based on taxable
income of $60,000 or more), and a
minimum annual benefit of $500 (for
income of $25,000 or less).

Child Superannuation:

Effective from 1 July 2002, parents,
grandparents and other relations or
friends will be able to contribute to
superannuation on behaf of a child.
The contributions are limited to up to
$3,000 per child per 3 year period.
These contributionswill be non-
deductible and not digible for the
Government co-contribution. The
contributions will classified as
undeducted contributions and subject to
the standard preservation rules.

Extending Superannuation
Contribution Rules for those
aged between 70 and 75:

Effective from 1 July 2002, a person
under the age of 75 will be able to make
personal contributions to superannuation
provided they are gainfully employed at
least 10 hours per week.

However the superannuation guarantee
reguirements will not be extended to
persons aged over 70, and employers
will only be entitled to atax deduction
for contributions for persons aged over
70 if the contribution isamandated
contribution under an industrial award
obligation.



Government Matching of
Superannuation
Contributions:

Effedive from 1 July 2002the arrent
$100tax offset avail able to employees
with lower income will be replaced with
a co-contribution from the Government.
The Government wil | match every $1 of
persona contribution into
superannuetion with a$1 o
Government contribution, toa
maximum of $1,000.

The maximum co-contribution wil |
apply to those with income levelsup to
$20,000 and will bereduced by 8 cents
in every dollar over thisincome
threshold. Persons will receve no co-
contribution with an income level
exceeding $32,500.

Splitting Contributions
between Couples:

From 1 July 2003members of an
acaumulation fund will be able to split
both personal and employer
contributions with their spouse.
Splitting contributions wil | allow
couples to accesstwo Reasonable
Benefit Limits (RBL’s) and two post
June 83 tax-freethresholds, thus
enabling more tax effedive income
streansin retirement.

Tightening Eligibility for
Disability Support Pension
(DSP):

The digibility to DSPwill berestricted
to those whose incapacity prevents them
from working for 15 hours a week
compared to the aurrent 30 hours. There
will beincreased fundingto help
disabled peopleto find work but if
unsuccesgul they will haveto claim
Newstart.

Medical Expenses Offset
Threshold Increased:

For the 2002/03 income year, the
threshold above which the 20% off set
beoomes payable will beincreased from
$1,250 to $1,500.

Simplified Tax
System?

Small businessowners should carefully
consider all theiswues before dedding
whether to take part in the new
Simplified Tax System. The Audraian
Tax Office’s Simplified Tax System is
an alternative tax system that aimsto
simplify depredation, accounting
practices and trading stock rules for
small businesses. Participation is
optional.

It is available for businesses with a
turnover of lessthan $1 million that
have depredabl e assts below

$3 million. The ATO claimsthe new
system could help small businesses
reducetheir paperwork, and potentialy
pay lesstax. However, the scheme may
alsorequirerestructuring o the
enterprise’ s business ystems, changing
to cash accounting system instead of an
acaua system, and changing
depredation methods.

Also ancea businessgrows above the
$1 million threshald, it faces the
prosped of changing the systems back
again. Thesmplified Tax System
comes into effed on July 1. The system
uses cash acoounting rather than
accruas, which meanstax isnot paid on
income urtil itisreceved. Thereare
two ather componentsto the system:
simplified depredation and simplified
trading stock rules. All three
components must be used. Small
businesses that choaose to become part
of the Simplified Tax System will not
nee to conduct stock takes except in
certain circumstances. Under the
system, asts that cost lessthan $1,000

arewritten off immediately. The
system was introduced to help small
businessalign GST payments with
income tax payments. Please seek
advicefrom this office before makinga
dedsion.

Superannuation

Spouse Contributions
- An Overview

A person can generally contributeto a
complying super fund for a spouse
regardlessof:

* Whether either spouseis working and
» The age of the cntributing spouse

A ‘spouse’ includes a person who lives
with the cntributor on abonafide
domestic basis as the husband o wife
(and does not include a person who
lives sparately and apart from the
contributor on a permanent basis).

The ontributions must be for the
purpose of obtaining benefits for the
spouse or the dependants of the spouse
in the event of their death.

Thereisnolimit to the anount of
contribution andthereisno need to
demonstrate that your spouse has
worked either presently or in the past
(unlessover 65 years of age).

If the contributing spouseis
contributing as employer of the
receving spouse andis entitled to a
deduction for the cntribution then the
normal work tests apply (eg the 10
hours /2 years test for non-compulsory
contributions generally applies).

Wherethe recaving spouse is over 65
but under 70 years of age a contribution
can be madeif the recaéving spouseis
gainfully employed for at least 10 hours
in the week the ntribution is made, or
the antributions are pursuant to an
award. Contributions cannot be made if
thereceving spouseis 70 years of age
and over.



A Tax Rebateisavailableif:

« Both the montributing spouse an the
receving spouse are Austraian
residents at thetime the
contribution is made.

e Therebate appli es to a maximum of
$3,000 o contributions and the
maximum rebate is 18% (ie $540).

e Subjed tothoselimitstherebateis
the lesser of 18% of:
*total eligible spouse contributions
for theyear, or
*$3,000 —(receving spouse’ s
assssbleincome and reportable
fringe benefits -$10,800)

No Rebate is available if:

e thereceving spouse s asessable
income and reportable fringe
benefits exceal $13800.

e the mntributing spouseisthe
employer of therecaving spouse
and will recave atax deduction for
the antributions.

Attractive Tax Features of Spouse
Contributions

¢ No Tax on withdrawal — Spouse
contributions (other than in
employer/employee situations) do
not attract tax deductions. They are
therefore dassfied as undeducted
contributions and so attract no tax
when they're eventualy withdrawn
from the superannuation system

e Tax Rebate — As shown above,
spouse contributions may attract a
tax rebate where the recéving
spouse sincomeis below certain
levels. In these @sesthetax
concessions compare reasonably
well with deductible but fully
surchargeable cntributions.

e Better use of RBLs— Both spouses
RBLs s better utilized. Thiscan
mean fuller usage of the
concessional tax treatment of super

fund eanings, and agreder chance
of avoiding excessbenefits that
attract a harsher tax treatment.

*  Better use of low tax threshold — To
the etent that benefits are taken in
alump sum form, there may be full
or fuller usage of post 1983low tax
rate threshold

e Income Splitting — To the extent
that benefits are taken in pension
form, more mmprehensive income
splitting may be posshble, resulting
in better use of each spouse' s lower
marginal tax ratesin retirement.

o Tax efficient estate planning—
Superannugtion can be atax
efficient way to insure aperson’s
life, and spouse @ntributions can
be an effective way of funding the
premiums.

Year End Tax
Planning

With the end of the tax year (30 June)
rapidly approaching, now is thetimeto
implement year-end tax saving
strategies. Corred structuring of
salaries, bonuses, superannuetion,
dividend levels, negative geaing,
prepayments, etc can be of great benefit
when caried out prior to 30" June.

1. Accelerate Deductions

Due to prepayment rules, only
small businesses (turnover under
$1 million and depredable assts
under $3 million) can prepay
businessexpenses and receve a full
deduction thisyear. Y ou can prepay
expenses by ensuring that a cheque
isdrawn for the expensein June,
rather than July or August. Thetax
laws only all ow prepayment of
expenses upto 13monthsin
advance Even so, thisisgtill an
excdlent way to legally delay

payment of tax for ayear,
particularly for those businesses
clasdfied as“small business'.

To improve the dances of
deductibility, the prepayment
should be a ondition of the
contract or arrangement that
reguires or allows that advance
payment. Ched the terms of the
contract before any prepayment is
made.

Some examples of thisare:

e Interest can be prepaid on a
businessor investment loan.

e Prepay businessrent of
premises or certain lease
rentals on businessassts.

* Repairsto vehiclesand
equipment can be arried aut in
June, rather than in July.

* Businesstravel and conference
costs.

e Other general business
expenses aich as property
maintenance, stationery and
insurance

2. Deferring Taxable lncome

Chedk theitems of income that are
possbleto delay into the next tax
year. Some spedfic points:

*  Whereincome will be derived
by a minor who isneaingthe
age of 18, income deferred into
the foll owing year wil | attract
the much lower adult rates of
tax.

*  Whereincomein the next tax
year islikely to be
substantialy lessand the
applicable tax rate much lower;
eg in the case of adownturn in
business extended holidays,
retirement, etc.



The deferring income strategy can
also ke utilized for personal
exertion income. Salary and wages
and other payments for services
rendered are generall y taxed when
they arereceved. Thisisso
whether the payment isfor current
or past services. Thismeansthat
back pay, retrospedive increases,
lump sum workers' compensation
arreas, bonuses, diredorsfees,
holiday pay and thelike aeall
asessblein the year they are
recaved. Thiscan work tothe
advantage of the taxpayer, e.g.
recave a bonus or commissgonon 1
July rather than 30 June.

Superannuation

Must be paid before 30 Juneto
claim Tax Deduction. A business
isableto pay its dine
Superannugtion Guarantee
contribution by 28 July quite
legitimately but it won’t be tax
deductible in June.

Y ou aso need to consider the
superannuetion surcharge. Super
funds are arrently taxed 15 percent
0on maost superannuation
contributions. However, if your
adjusted taxable income (including
superannuetion contributions and
fringe benefits) exceals $85242,
the superannuation surcharge may
also apply. For each thousand
dollarsreceved over that amount,
the surcharge rate on the super
contribution climbs by one per cent
up to amaximum of 15 per cent.

Farm M anagement
Deposits

The Farm Management Deposits
scheme system should all ow
primary producersto gdan their
taxation affairsto perfedion. That
isreducetaxable income when in
the top marginal tax bracket (above
$60,000) and defer theincometo a
year when taxable income fall sinto

the lower marginal tax brackets.
Interest on amounts borrowed to
fund the tax deductible deposits
should also be tax deductible.
Deposits arefull y tax deductiblein
the year of deposit. The deposit
must be made prior to 30 Juneto be
effedivein thistax year. Amounts
are taxablein the year of
withdrawal.

5. Offset Capital Gains
Against Capital L osses

Thisisan areathat has caught may
investors out. Capital losses
redized in atax year can only be
offset againg capital gains, madein
the same year or future years.
Capital losses cannot be offset
againgt ordinary income, dthough
they can be arried forward to
future years. Therefore you must
ensurethat capital loses are
redized before or in the same year
as the capitd gain. If you have a
redized capital gainin the arrent
year, and are sitting an unredized
capital losses, you must give
serious consideration to realizing
thelossto dfset the gain in the
same year.

6. Bad Debts

Write off before 30" Juneto ggina
tax deduction in the 2002 year.

7. Stock on Hand

Review stock levels, write down
obsolete and damaged stock, and
look at the most advantageous
method of valuation i.e. cost or
market selling value.

Disclaimer: The contents of this
publication are general in nature
and we accept no responsibility for
persons acting on information
contained herein without first
consulting us.



