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Record Keeping - What is required?

At a glance:
The Tax Office has announced a
crackdown on those earning Personal
Services Income by engaging a new data
matching project.

You should:
Consider whether you may be affected by
the data matching project. Contact us if
you require any clarification or advice.

Are you?
The purpose of the Personal Services Income
(PSI) data matching project is to improve tax
compliance and target individuals who aim to
divert personal services income to trusts and
companies to reduce the tax payable.
Personal Services Income is defined by the
Tax Office as income which is a result of the
taxpayer’s personal knowledge, skills, expertise
or effort.
The Tax Office will now request various
personal details of individuals who are the
main service providers to entities and
electronically match those with the Tax
Office's own data holdings.
This will enable the Tax Office to detect
people not meeting their lodgment and
payment obligations.
The PSI data matching project will cover
approximately 100,000 individuals and
entities who received contract payments from
labour hire firms, placement agencies and
computer consultancies.

DISCLAIMER
The material contained in this newsletter
is by way of general comment only and is
not intended as a substitute for specific
professional advice.
Readers must not act on the basis of any
material herein and must obtain advice
relevant to their own particular situation.
The author and publisher expressly
disclaim any liability to any person
irrespective of any action taken or not
taken in reliance on the contents of this
publication.

Tax effective distributions
to minors reduced

Individuals operating outside the tax system
and who are not registered for their various
tax obligations may also be identified through
the project.
This may include, for example, entities that
are required to be registered for GST but fail
to meet their GST obligations.

Remember:
The Tax Office conducts data matching
projects with various organisations to
ensure compliance with the tax laws.
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A trustee or a beneficiary of a trust?

At a glance:
The Government has passed legislation that
abolishes the tax effective distributions to
minors for families looking to make use of
the low income threshold for minors.

You should:
Be aware of the changes to trust tax law.
Contact us if you require any clarification
or advice.
The Government has passed legislation on
June 15, 2011 that eliminates the tax
advantage enjoyed by many families who use
family trusts to distribute income tax free to
their children.
Under previous legislation, families could take
advantage of the low income tax offset to
distribute an amount of up to $3,333 to
minors without paying any tax. This was
effective as trusts were able to effectively
distribute an amount to minors which
resulted in a tax payable exactly equal to the
low income tax offset, thereby ensuring a tax
free distribution.
The Government has now passed legislation
that prevents families from making these “tax
free” distributions to minors.
The measure will not affect minors who are
disabled, an orphan, or engaged in a full time
occupation at the end of the income year.

Tax effective distributions
to minors reduced

The cost of acquiring new or second hand
depreciating capital assets;
The cost of structural improvements and
replacements; and
Most borrowing costs such as stamp duty
on a mortgage, loan establishment fees and
title search fees.

cont.

Income earned by minors from investment of
any property transferred to them as a result of
compensation payments, inheritances or
marriage breakdown will also not be affected
by this measure.

The Tax Office also warns taxpayers that they
may need to apportion the deductions if the
property is only rented for part of the year,
only part of the property is used to earn rent
or the property is rented out at uncommercial
rates.

Minors can still use the low income tax offset
to reduce tax payable on their own earned
income such as salary and wages.
The change will mean that the maximum tax
free distribution to minors for the year ended
June 30, 2012 is likely to be $416.

Remember:
These new laws apply from the tax year
ended June 30, 2012

Tax Office warns against claiming
unrelated deductions

Where expenses are incurred “too soon” or
are not relevant to the income earning
activities of the taxpayer, the expenditure
cannot be claimed.
The Tax Office takes a tough stand on
taxpayers who deliberately or inadvertently
claim deductions to which they are not
entitled, by penalising taxpayers with penalties
and interest charges.

Remember:
Only expenses incurred in gaining or
producing assessable income can be claimed.

Are you?
A taxpayer?

At a glance:
A recent case before the Tax Office
Tribunal has demonstrated that not all
expenditure can be claimed.

You should:
Be aware of the Tax Office’s view on
claiming unrelated deductions. Contact us
if you require any clarification or advice.
A recent case has highlighted the importance
of having a sufficient “nexus” between your
income and expenses in order to be able to
claim the expenses incurred.
The case facts were as follows:
The taxpayer, who works as a solicitor in
the building and construction industry,
incurred expenses in obtaining an Australian
pilot’s licence and aviation training.
The taxpayer then applied for a private
ruling to allow him to claim these expenses.
The taxpayer’s argument focussed on the
principle that his income as a solicitor would
increase by him holding a pilot’s license and
being able to take on aviation matters for
clients.
The Tribunal stated that the taxpayer’s
submission that his income would increase
because of his aviation skills was speculative
and that there was no nexus between the
income to be derived and the expenses
incurred.
The case highlights the importance for
taxpayers to be able to demonstrate that
expenses are incurred in gaining or producing
assessable income.

Common mistakes made by taxpayers in
relation to rental expenses include:
Incorrectly claiming property improvements
as repairs;
Claiming construction costs as decline in
value;
Incorrectly apportioning borrowing costs
between business and private;
Claiming expenses for a property that is not
genuinely available for rent.

Remember:
Consider the use to which the property has
been put to determine whether the expenses
incurred are allowable deductions.

Updated Guide to
Rental Property Deductions

QUOTE OF THE QUARTER
Are you?
A taxpayer who owns a rental property?

At a glance:
As a result of the increasing number of
taxpayers claiming rental property expenses
incorrectly, the Tax Office has issued some
tips to taxpayers to assist them in claiming
deductions correctly.

“The difference between a
successful person and others
is not a lack of strength,
not a lack of knowledge,
but rather a lack in will.”
Vince Lombardi

You should:
Consider whether the expenses incurred in
respect of the property are allowable
deductions. Contact us if you require any
clarification or advice.
Some rental expenses are immediately
deductible in the year they are incurred and
include:
Interest on a loan to purchase a rental
property, depreciating asset for the rental
property or make renovations on the rental
property;
Minor repairs and maintenance costs that
are not capital in nature;
The cost of advertising; and
The cost of preparing lease agreements with
the tenant.
Some other expenditure can only be claimed
over a number of years, including:
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SMSFs and Collectables

Are you?
A trustee or member of a SMSF collecting
artwork?

At a glance:
The Assistant Treasurer has announced
the introduction of draft legislation
outlining the rules for self managed
superannuation funds (SMSFs) investing in
collectables and personal use assets.

You should:
Be aware of the taxation treatment of
artwork in SMSFs. Contact us if you
require any clarification or advice.

TFN Withholding Requirements
for Trusts - A Guide!

Under current legislation, Self Managed
Superannuation Funds (SMSFs) are eligible to
invest in collectables and personal use assets,
such as artwork, wine and antiques, if certain
criteria are met.
One of the criteria for SMSFs to invest in
collectables or personal use assets is that the
investment is held for the purpose of
providing for the member’s retirement.
The Assistant Treasurer, Bill Shorten, has
now announced the government will develop
draft legislation that will allow SMSFs to
continue to invest in collectables and personal
use assets, provided a set of tighter new rules
are met.
Provisions under the new legislation will
include the following:
Definition of the types of assets that meet
the criteria of collectable or personal use
asset;
Assets must not be leased to a related party
of the fund;
Assets must not be stored in private
residence of either the member or a related
party;
Documentation of decisions on storage
must be kept;
Insurance of the assets must be held in the
name of the fund;
Assets must not be used by a related party;
and
Independent valuations are required where
the transfer of assets to a related party is
involved.
The tightened legislation will apply from July
1, 2011 and funds that cannot meet these new
requirements will have until July 1, 2016 to
dispose of their ineligible assets.

The importance of trustee declarations

Are you?

Are you?

The trustee or beneficiary of a trust?

A trustee of a SMSF?

At a glance:

At a glance:

The Tax Office has issued a guide in
relation to TFN withholding requirements
for trusts.

Under the SIS Act all trustees of a self
managed superannuation fund are
required to sign a declaration
acknowledging they understand the
responsibilities of their role.

You should:
Be aware of the TFN Withholding
requirements for trusts. Contact us if you
require any clarification or advice.
Closely held trusts, including family trusts, are
subject to TFN withholding requirements
which came into effect on July 1, 2010.
A guide issued by the Tax Office provides
information on a range of issues
associated with the laws including:
What the new requirements are;
Which trusts are affected by the new laws;
Which trusts are excluded from the new
laws;
Transitional arrangements in place to assist
trustees;
Which beneficiaries are included in the
new requirements; and
What trustees and beneficiaries need to do
to comply with the new requirements.
Annual reporting requirements for trustees,
including trustee withholding reports, are also
discussed in the guide.
For more information or for a copy of the
guide visit the Tax Office website at
www.ato.gov.au.

Remember:
Be aware of the TFN Withholding
requirements for Trusts.

You should:
Ensure you understand your duties and
responsibilities as trustee of a
superannuation fund. Contact us if you
require any clarification or advice.

Trustees of superannuation funds have
various duties and responsibilities under the
Superannuation Industry Supervision (SIS)
Act to ensure that member’ retirement funds
are appropriately managed.
Trustees of superannuation funds have
various duties and responsibilities under the
Superannuation Industry Supervision (SIS)
Act to ensure that member’ retirement funds
are appropriately managed.
Some of the duties and responsibilities
trustees must understand and adhere to are
the following:
To make sure that the sole purpose of the
fund is to pay retirement benefits to
members;
Organising and signing an appropriate
investment strategy and making investment
decisions that comply with that strategy;
Accepting contributions and paying
benefits in accordance with the super laws
and the fund’s trust deed;
Ensuring an approved auditor is appointed
for each financial year; and
Undertaking administrative tasks such as
the lodgment of an annual tax return and
record-keeping.
Trustees are also responsible for reviewing the
fund’s trust deed and investment strategy on a
regular basis to ensure they are in accordance
with the laws and the needs of the members.

Interested parties can make a submission via
the treasury website at www.treasury.gov.au by
June 14, 2011.

Remember:
Remember:

Severe penalties, including fines and jail
terms of up to 5 years, apply to trustees
(and members) of funds that do not adhere
to the super laws.

The new, stricter, legislation on SMSF’s
investing in collectables and personal use
assets are to take effect from July 1, 2011.
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Education Tax Refund
- Remember to Claim

Record Keeping - What is required?

Are you?

Are you?

A parent and entitled to Family Tax
Benefit Part A?

A taxpayer?

At a glance:
At a glance:
The Tax Office is reminding taxpayers
with children at school that they may be
able to take advantage of the “education
tax refund” in their 2011 tax returns.

You should:
Be aware of the Education Tax Refund.
Contact us if you require any clarification
or advice.
The Education Tax Refund is designed to
support parents by offering refunds for their
children's eligible education expenses for the
2010/11 financial year of up to:
$397 per year for primary school students,
up from $390 in 2009/10; and
$794 per year for secondary school
students, up from $779 in 2009/10.
The expenses currently eligible for the
Education Tax Refund include:
Laptop Computers
Home Computers
Printers
USB flash drives
Disability aids to assist with computers
Computer repairs
Home internet connections
Educational computer software
School textbooks
Stationery
Prescribed trade tools for secondary courses
Parents can claim a refund for these education
expenses in their income tax returns at the
end of the financial year.
The government will also extend the refund
to school uniforms with effect from July 1,
2011.

Remember:
You may be entitled to a refund for your
children’s education expenses

The Tax Office has released an updated
guide detailing important record keeping
requirements for small businesses.

You should:
Ensure you keep your financial records for
as long as it is legally required. Contact us
if you require any clarification or advice.
The Tax Office has released a new guide that
explains in detail the importance of record
keeping for small businesses, in particular:
The legal requirement and other good
reasons why you may need to keep records;
Understanding the main records that may
need to be kept as required by law;
Keeping basic paper records and keeping
digital records; and
What to do when records are lost or
destroyed.
Generally, taxpayers carrying on a business are
required to keep records for a period of five
years after the income year in which they
lodge their tax return.
However, in cases where losses or small
business concessions are expected to be
claimed, records may need to be kept for
longer periods to substantiate the taxpayer's
claims in later years.
Further, any transactions which may give rise
to a capital gain require all records relating to
the assets be kept until such time that the
capital proceeds are realised and appropriately
calculated.
Important records that small businesses need
to keep as required by law include:
Sales records, including tax invoices,
vouchers, receipts and bank account
statements;
Purchase and expense records, including
tax invoices, cheque butts, bank account
statements and credit card statements;
Year-end income tax records such as motor
vehicle expenses, details of debtors and
creditors, stocktake sheets, depreciation
schedules and capital gains tax records

Remember:
Taxpayers are therefore encouraged to keep
all their tax records in a safe place or face
the possibility of administrative penalties
should they be unable to substantiate their
claims.
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CONTACT US!
If you would like to discuss
any of the above articles or
any other matter please contact
Andresen McCarthy Partners
on (03) 9439 4455.
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