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NO SMALL BUSINESS TAX RATE FOR PASSIVE INVESTMENT
COMPANIES

The Government has released draft tax legislation to clarify that passive investment
companies cannot access the lower company tax rate for small businesses of 27.5%, but will
still pay tax at 30%.

The amendment to the tax law will ensure that a company will not qualify for the lower
company tax rate if 80% or more of its income is of a passive nature (such as dividends and
interest).

The Minister for Revenue and Financial Services said the policy decision made by the
Government to cut the tax rate for small companies was meant to lower taxes on business,
and was not meant to apply to passive investment companies.



ATO TO BE PROVIDED WITH MORE SUPER GUARANTEE
INFORMATION

The Government has announced a package of reforms to give the ATO near real-time visibility
over superannuation guarantee (SG) compliance by employers.

The Government will also provide the ATO with additional funding for a SG Taskforce to
crackdown on employer non-compliance.

The package includes measures to:

require superannuation funds to report contributions received more frequently (at least
monthly) to the ATO, enabling the ATO to identify non-compliance  and take prompt action;
require employers with 19 or fewer employees to transition to single touch payroll ('STP')
reporting from 1  July 2019
improve the effectiveness of the ATO's recovery powers,  including strengthening director
penalty notices and use of security bonds for high-risk employers, to ensure that unpaid
superannuation  is better collected by the ATO and paid to employees' super accounts; 
and
give the ATO the ability to seek court ordered penalties in the most egregious cases of
non-payment, including employers who are repeatedly caught but fail to pay SG liabilities.

ATO: COMBATTING THE CASH ECONOMY

The ATO has reminded taxpayers that it uses a range of tools to identify and take action
against people and businesses that may not be correctly meeting their obligations. Through
'data matching', it can identify businesses that do not have electronic payment facilities.
These businesses often advertise as 'cash only' or mainly deal in cash transactions. When
businesses do this, they are more likely to make mistakes or do not keep thorough records.

The ATO's ability to match and use data is very sophisticated.  It collects information from a
number of  sources  (including  banks,  other government agencies and industry suppliers),
and also obtains information about purchases of major items, such as cars and  real 
property,  and  then  compares this information  against income  and expenditure reported by
businesses and individuals to the ATO.

Example: Unrealistic personal income leads to unreported millions
The  income  reported  on  their personal  income tax  returns  indicated  that a couple 
operating  a property development company didn't seem to have sufficient income to cover
their living expenses.
The ATO found their company had failed to report millions of dollars from the sale of
properties over a number of years.
They had to pay the correct amount of tax (of more than $4.5 million) based on their income
and all their related companies, and also incurred a variety of penalties.

Example: Failing to report online sales
A Nowra court convicted the owner of a computer sales and repair business on eight charges
of understating the business's GST and income tax liabilities.
The ATO investigated discrepancies between income reported by the business and amounts
deposited in the business owner's bank accounts, and found that the business had failed to



report income from online sales.
The business owner was ordered to pay over $36,000 in unreported tax and more than
$18,400 in penalties, and also fined $4,000 (and now has a criminal conviction).

Get it in writing and get a receipt
The ATO also notes that requesting a written contract or tax invoice and getting a receipt for
payment may protect a consumer's rights and obligations relating to insurance, warranties,
consumer rights and government regulations.
Consumers  who support  the  cash  economy, by paying cash and not getting a receipt, risk
having no evidence  to  claim  a  refund  if the  goods  or services purchased are faulty, or
prove who was responsible in case of poor work quality.

ATO'S OCCUPATION-SPECIFIC GUIDES

The ATO has developed occupation-specific guides to help taxpayers understand what they
can and can't claim as work-related expenses, including:

 car expenses;
 home office expenses;
 clothing expenses; and
self-education or professional development expenses.

The guides are available for the following occupations:

construction worker;
retail worker;
office worker;
Australian Defence Force;
sales and marketing;
nurse, midwife or carer;
police officer;
public servant;
teacher; and
truck driver.

REFORMS TO STOP COMPANIES AVOIDING EMPLOYEE
ENTITLEMENTS

The Government will introduce new laws to stop corporate misuse of the Australian
Government's Fair Entitlements Guarantee (FEG) scheme.

The FEG scheme is an avenue of last resort that assists employees when their employer's
business fails and the employer has not made adequate provision for employee entitlements,
but it is clear that some company directors are misusing the FEG scheme to meet liabilities
that can and should be paid directly by the employer, rather than passed on to Australian
taxpayers.

The proposed changes will:



Penalise company directors and other persons who engage in transactions which are
directed at preventing, avoiding or reducing employer liability for employee entitlements;
Ensure recovery of FEG from other entities in a corporate group where it would be just
and equitable and where those other entities have utilised the human resources of the
insolvent entity on other than arm's length terms; and
Strengthen the ability under the law to sanction directors and company officers with a
track record of insolvencies where FEG is repeatedly relied upon.

These changes will be targeted to deter and punish only those who have inappropriately
relied on FEG, and so should not affect the overwhelming majority of companies who are
doing the right thing.

The Government has separately released a 'Comprehensive Package of Reforms to Address
Illegal Phoenixing', which will assist regulators to better target action against those who
repeatedly misuse corporate structures and enable them to take stronger action against those
entities and individuals.

These reforms will include (for example) the introduction of a Director Identification Number
(DIN) (to identify all directors with a unique number), and making directors personally liable
for GST liabilities as part of extended director penalty provisions.

NUMEROUS WORK-RELATED EXPENSE CLAIMS DISALLOWED

The AAT has denied a taxpayer's deductions for work-related travel, clothing, self-education
and rental property expenses (totalling $116,068 and $140,581 for the 2013 and 2014 income
year respectively), and upheld the ATO's 50% administrative penalty on the tax shortfall for
recklessness.

Apart from being unable to prove (or 'substantiate') some claims due to lack of receipts, and
documents being in the wrong name, the AAT also criticised the taxpayer for:

 

 claiming work-related travel expenses on the basis of the 'gap' between travel expenses
reimbursed by her employer and the ATO's reasonable rates (which "was clearly not
permissible under any taxation law"); and
 claiming clothing expenses for "formal clothes of high class", despite her clothing not
being distinctive or unique to her employment at the Department of Finance, and was
instead rather conventional in nature (and so was not deductible).

ATO'S ANNUAL CLOSURE

This year, the ATO's annual office closure is between noon Friday 22 December and 8.00am
Tuesday 2 January 2018.

Also, the ATO may have systems maintenance on some weekends, so they recommend that
lodgements be made as early as possible, as even returns or activity statements lodged in
early December may not be finalised until after 2 January 2018.



WHITSON DAWSON'S ANNUAL CLOSURE

Please note that our office will be closed from 12pm Wednesday 20 December 2017 and we
will re-open on Thursday 4 January 2018 at 8:15am.

The Management and staff would like to wish you a very Merry Christmas and sincerely
thankyou for your support throughout the year.
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