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NEW YEAR UPDATE JAN 2019 
 

 

 
“IT’S JUST A JUMP TO THE LEFT” IN A WORLD GOING MAD! 

 
Things could be going to get “rocky” and it may well be a “horror show”. The Western world is at a turning 
point as it grapples with the hidden realities of globalisation. Globalist socialism and institutionalised cultural 
Marxism are on the rise, led by the UN, universities, the ‘mainstream media’ and even some large 
corporations. The drift to the left has been assisted by banks and other large corporations incompetently 
failing their customers. The democratic process is under stress because politics is attuned to a 24/7 news 
cycle rather than to the electorate or to a national plan. Paralysis in western democracies is impacting growth 
and prosperity. A slowdown in China and reversal of easy money may exacerbate this for us.   In Australia the 
LNP has been absolutely woeful in dealing with any real issues. The senate has not helped but the LNP has 
struggled to come up with any clear message. The scene is set with an early April 2 Morrison Federal Budget, 
followed by an election in May, with a probable resounding Shorten led Labor / Greens victory.  
 
The weakness of the LNP is matched by the boldness of the ALP in outlining policy platforms that seek to 
ignite class warfare and favour already powerful unions. This is not good news for aspirational class taxpayers, 
self-funded retirees, small business, or economic performance overall. Chris Bowen has outlined some large 
but very poorly targeted tax increases that will put further strain on the broken and over-relied on system of 
taxing income. Another missed opportunity for necessary reform which ideally would see the lowering and 
aligning of individual and corporate rates of tax, with extra taxes on transactions, consumption and property 
taking up the slack.  The media has picked up on some of it, but when you look at the totality of these policies 
from the point of view of our client base it really is a horror story. If you vote for a living, don’t worry Shorto’s 
got your back Jack, but maybe not for the long term. 
 
In this issue we outline what we understand to be the tax policies of ALP and their potential implications. 
What eventuates could be entirely different, but its worth investigating what we are potentially up against. 
We have also covered some key tax issues which will be relevant to our clients over the coming year.  
 
 

 
 

 
Bill Shorten Chris Bowen 
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PERSONAL TAX  
Key Points: 
o Labor intends to reinstate the “Budget Deficit Repair Levy” of 2% for taxable incomes above $180k, 

resulting in a top marginal tax rate of 49%.  
o Labor has proposed “bigger, better, fairer” tax cuts for low and middle income earners on taxable 

incomes up to $130k from July 2019. The biggest saving (compared to the LNP tax cuts) is an extra 
$398 pa for incomes in the $50k-$90k range.  

o Labor intends to cap the amount individuals can claim as a tax deduction for the management of their 
tax affairs at $3,000. 

o Labor intends to require individuals disclose to the ATO residency and citizenship of other jurisdictions.    
 
2% Budget Deficit Repair Levy on High Income Earners: This was originally introduced in the 2014 Abbot / Hockey 
Federal Budget and operated during the 2015-2017 financial years. The intention was to “sell” expenditure cuts 
(none of which ever made it through the senate) by exemplifying that high income earners were doing their bit to 
help the deficit - which they did. A disastrous precedent that Labor has latched onto. This will result in a top 
marginal rate of 49% applying to taxable incomes above $180k.  
 
Tax Cuts for Low and Middle Income Earners: Labor has striven to better the latest round of LNP Government tax 
cuts for low to medium income earners, by announcing rates that result in up to $398 in additional annual tax 
savings in the income band $50k-90k. See press release: Tax Refund for Working Australians.  
 
Cap on Tax Compliance Expense Claims: Labor announced in their 2017 Budget reply that they “will cap the 
amount individuals can deduct for the management of their tax affairs at $3,000 p.a.”. Whilst there is not any 
detail of how this will apply, it is a very dangerous concept. Taxpayers are forced to deal with mindlessly complex 
tax laws and may, at times, have to dispute an assessment by the Tax Commissioner who has virtually unlimited 
resources. The self-assessment system transfers the bulk of administration of the pathetic tax acts onto tax agents 
whose clients, for the most part, may not have a good understanding of the responsibilities and detail involved, 
and are often left wondering about the cost. Losing a deduction can effectively double this unavoidable cost. 
Labor’s policy is not founded in the real world. Subject to the detail, clients may be able to reduce the impact of 
this policy through re-classification of some expenses or payment via other entities. If you have further interest in 
this issue refer to CAANZ Michael Croker’s article dated 21 August 2017.  
 
Disclosure of Citizenship and Residency: Labor’s plans to address international tax avoidance includes a “crack 
down on citizenship shopping by requiring all individual Australian taxpayers to notify and declare to the Australian 
Taxation Office if they have residency or citizenship of any other jurisdiction and the name of that jurisdiction”. 
 
 

REMOVAL OF IMPUTATION CREDIT REFUNDS  
Key Points: 
o Labor announced on 13 March 2018 that will abolish cash refunds of franking credit surpluses for 

individuals and superfunds from July 2019 onward.  
o The policy was adjusted on 27 March 2018 to exclude recipients of Centrelink pensions and 

allowances. SMSFs with at least one such member (but only before 28/3/18) are also excluded.     
o The policy has been widely attacked though Chris Bowen continues to try and defend it.  
o The LNP government initiated a Parliamentary Inquiry to discredit the policy.  

 

https://www.alp.org.au/tax_refund_for_working_australians
http://info.charteredaccountantsanz.com/rs/978-RJC-018/images/Capondeductiblefees.pdf
http://www.billshorten.com.au/labor_will_tackle_multinational_tax_dodgers_wednesday_31_october_2018
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Imputation Explained: The basic premise of the imputation system since 2000 is that that the profits of a company 
are taxed not at the company tax rate (usually 30%), but at the tax rate of the person or entity receiving the 
company dividend. To varying extents the profits in dividends paid by companies have already been taxed at the 
company level. That tax component is represented by “imputation (franking) credits” notified with the dividend. 
In the hands of the recipient the cash dividend is grossed up with the franking credit, representing the pre-tax 
company income, which is the amount the recipient is taxed on at their own tax rate. The franking credit is then 
offset against that tax, and if it is higher than the tax on the recipient, then the ATO refund the difference. Put 
another way, a company pays a dividend of $70 after paying $30 tax on its $100 profit. If the tax rate of the 
recipient is 20% that recipient is taxed 20% x $100 ($70 cash dividend grossed up) and against that $20 in tax the 
recipient is allowed a $30 franking credit resulting in a $10 refund.  
 
Labor Policy to Selectively Deny Tax Credits: On 13 March 2018 Labor announced its policy that from 1 July 2019 
refunds of imputation credits for individuals and superannuation funds would be abolished. The policy is really a 
blunt attack on self-managed superannuation funds (SMSFs). Most other superannuation is unaffected, including 
union controlled industry superannuation funds. That is because pension and accumulation members are pooled, 
and overall franking refunds are unlikely in these other funds. 
 
But Wait! There Is Now a Centrelink Recipient Guarantee: It was quickly pointed out that the change would be 
adverse for Labor voting government pension recipients. Chris Bowen then came out two weeks later with a new 
version including a “Pensioner Guarantee”. Under the Pensioner Guarantee: 
 Every recipient of an Australian Government pension or allowance with individual shareholdings will still be 

able to benefit from cash refunds. This includes individuals receiving the Age Pension, Disability Support 
Pension, Carer Payment, Parenting Payment, Newstart and Sickness Allowance. 

 SMSFs with at least one pensioner or allowance recipient member (existing before 28 March 2018) will also 
be exempt from the changes.  

 
This Policy Is on The Nose: Labor has not done its homework on this policy and has dramatically miscalculated 
with its claim that it impacts only wealthy taxpayers. The reality is that the very wealthy are either not exposed 
because they don’t get refunds or can easily organise their affairs to use up otherwise refundable franking against 
other tax payable. If Chis Bowen wanted to hit the very wealthy by taking away their SMSF franking refunds, Kelly 
O’Dwyer has beaten him to it. She managed to screw the very wealthy, and nearly ruin Self-Managed 
Superannuation, all by introducing the $1.6m Transfer Balance Cap along with other associated changes and a lot 
of new complexity.   
 
Ordinary Self-Funded Retirees Will Suffer: Take a self-funded retiree with a modest investment fund of $500k in 
major bank shares (as if not suffering enough pain from the Banking Royal Commission!). Let’s say the dividend 
on the shares is 6% fully franked. This little old lady has $30,000 of cash dividends annually with $12,857 of franking 
attached - taxable income is $42,857 with the dividends grossed up. Net tax payable on that income, including the 
Medicare Levy, the Low-Income Tax Offset, and the Low- and Middle-Income Tax Offset, is $5,600. Therefore, 
under the current rules, she gets a tax refund of $7,257. Under Labor’s proposal she gets nothing. The reality of 
this proposal is that a person receiving $30k in income gets a tax increase of $7,257! An even worse outcome 
would apply if that little old lady held her shares in a SMSF pension. She would be the full $12,857 worse off. 
Imagine the outcry if a CFMEU member on $30k got a $7k tax increase, or a ComSuper pensioner had their pension 
cut by 30%! Don’t worry, I’m sure there is no such thing as a CFMEU member on $30k. Phew! 
 
Frydenberg Fights Back: There has been widespread criticism of this policy. On 19 September last year Josh 
Frydenberg set up a Committee of Inquiry into the implications of removing refundable franking credits. This will 
result in a substantial further dent to Chris Bowen’s credibility.  
 
How to Minimise the Impact: People have differing sets of circumstances and just because you own shares with 
franking doesn’t mean you automatically have a problem. Some possible strategies for those affected: 
o Review your asset allocation with your investment advisor. Consider replacing Australian equities with 

offshore equities or other asset classes.  

https://www.aph.gov.au/Parliamentary_Business/Committees/House/Economics/FrankingCredits
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o Investment Trusts - Consider directing franked income to a corporate beneficiary so you control the flow of 
franking by the timing of dividends from that company.  

o Consider a company as an investment vehicle. A company does not qualify for the CGT discount but that is set 
to be halved anyway (see below).  

o Private companies can adjust the timing and amount of dividends to ensure no franking is wasted.  
o SMSF Trustees - Consider including your children in your fund. It is likely that the franking refunds on pensions 

can be applied against contributions tax and earnings tax on members in accumulation phase. The 2018 
Budget contained a proposal to increase maximum SMSF membership from 4 to 6 from 1 July. This does not 
seem to have progressed.  

o SMSF Pensioners - Re-assess the levels of assets you have inside and outside of superannuation. 
o SMSF pensioners could make concessional contributions if they are eligible and can benefit from the tax 

deduction.  
o Self-funded retirees look at ways (including spending up) to become government funded retirees. Many will 

be doing this.   
 
 

LABOR’S ASSAULT ON PROPERTY (AND OTHER ASSETS) 
Key Points: 
o Labor will allow negative gearing only on existing assets and new acquisitions of “new housing”. The 

proposed commencement / cut-off date has not been determined. The policy appears to quarantine 
restricted losses for use only against other investment income (including positive net rental income), 
or to reduce any capital gain on sale as opposed to say wage and salary income. 

o Labor will reduce the discount on capital gains allowed for assets held > 12 months from 50% to 25%. 
The proposed commencement / cut-off date has not been determined. Assets owned before that date 
will have the 50% discount preserved. The policy amounts to a 50% increase in Capital Gains Tax. The 
only carve outs appears to be in relation to “small business assets”. 

o Labor intends to introduce a new “vacant property tax” in all major cities.   
o Labor will double the foreign investment application fees which currently apply to foreign investment 

in new residential property. 
o Labor will double the maximum financial penalties for breaches of the foreign investment rules 

banning acquisition of residential investment property by foreign buyers.  
 
Negative Gearing to Be Restricted on Many Types of Assets: Bill Shorten first announced Labor’s intention to 
restrict negative gearing as a housing affordability initiative prior to the 2016 election. The entire policy most 
recently described in Chris Bowen’s 18 January 2019 media release is confined to just 106 words. There is little to 
clarify how it will work, so a lot is left to the imagination. From the wording of the policy the following can perhaps 
be inferred: 
 All existing negative gearing, prior to the start date when announced, is grandfathered.  
 The only asset type that can be negative geared after the start date will be newly constructed residential 

housing. What qualifies will need to be defined and will introduce complexity. A boon for inner city unit slums 
and urban sprawling outer suburb poverty traps.  

 New acquisitions of “investments” other than real estate are also caught. Losses on these assets will be 
quarantined and need to be tracked.   

 There has been suggestion of some sort of carve out for investment in business assets but there are absolutely 
no details on this we can find.  

 If you have multiple “investments” you can offset quarantined losses from one investment against income 
from other investments.   

 
Without going into a lot of depth some practical issues come to mind: 
 Are the losses quarantined against all types of income or just salary & wage? Expect the latter.  

 

https://www.chrisbowen.net/media-releases/positive-plan-to-help-housing-affordability/
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 How do you account for ongoing buys and sells in a geared investment portfolio? 
 What if I borrow to buy business assets or shares in my own business? If there is a carve out for that it is going 

to be complex for sure.  
 If I own a geared main residence before the change and after the change rent it out, are losses quarantined? 

Maybe not.   
 
CGT Discount Reduction From 50% to 25%: The origin of the 50% CGT discount was the replacement of the 
indexing of an asset’s cost base for inflation, originally applicable from when CGT was introduced. It was intended 
to simplify the application of CGT. The policy to cut the discount also remains as a continuing legacy from Shorten’s 
2016 campaign, in the name of improving housing affordability. Again, just 99 words are used to outline a policy 
with very substantial ramifications across all assets. Based on the announcement:  
 CGT discount on sale of CGT assets acquired after the cut off date will be reduced from 50% to 25%. 
 This effectively results in a 50% increase in Capital Gains Tax for all affected post cut-off assets.  
 The announcement mentions a carve out for small business assets with no detail provided.  
 Assets owned by companies will not be affected because they do not qualify for the discount in the first place. 

The change may make companies more popular as an investment vehicle.  
 
From a practical point of view there will be the need to track pre and post cut-off assets. There is a significant 
incentive to ensure planned asset purchases are executed before Bill Shorten is in government and has an 
opportunity to announce a start date. It is unlikely the date will be retrospective.   
 
Combination of Negative Gearing Restrictions and CGT Discount Reduction is a Double Whammy: Negative 
gearing of course means holding an investment at an operating loss with the view to hopefully making a capital 
gain that makes the whole venture stack up. The tax saving from gearing is often designed to save tax at the 
highest rates with the future capital gain taxed at a discounted rate. This sweetener often is key to the investment 
decision though in reality, if using gearing to expose yourself more to an asset, it really should stack up with or 
without tax considerations.  
 
If Dampening the Property Market is the Goal Hasn’t Enough Been Done?: Here are some factors contributing to 
the strain already showing in the property market:  
 Tightening of lending criteria by banks triggered by the Banking Royal Commission. 
 Increases in Bank minimum capital requirements by APRA.  
 Higher bank cost of funding due to market forces. 
 APRA restrictions on banks providing interest only loans – policy reversed from 1 January due to concerns 

about the impact on the property market.  
 Downsizing superannuation contribution concessions for over 65’s available from 1 July 2018. 
 Denial of deductions for vacant land held pending construction of an investment property effective 1 July 

2019. 
 Denial of tax deductions for travel relating to residential investment properties from 1 July 2017. 
 Removal of main residence CGT exemption for non-resident owners from 9 May 2017. 
 Tightening of Foreign Investment Review Board scrutiny of residential property transactions.  
 Introduction of an annual vacancy fee for foreign residential property acquisitions post 9 May 2017.  
 Increases in Land Tax on foreign owners by state and territory governments.  
 From 1 January 2018 Victoria has a 1% Vacant Residential Land Tax with other states sure to follow.  
 Chinese government’s own steps to reduce capital flows out of China.  
 
Labor’s policies arguably tip the balance too far, assuming that has not already occurred. Chris Bowen is well aware 
of negative impacts on an already turning market, however he is not prepared to review these policies because 
he will lose face and it would rip the guts out of the funding for his big spending plans. 
 
 

https://www.ato.gov.au/general/foreign-investment-in-australia/annual-vacancy-fee/#Abouttheannualvacancyfee1
https://www.sro.vic.gov.au/vacant-residential-land-tax


 

2019 NEW YEAR NEWSLETTER Page 6 of 12 

 
 
 

Labor housing affordability policies that now have a questionable purpose include: 
 Negative Gearing Restrictions 
 Reduction in CGT Discount 
 Outlawing SMSF borrowing 
 Facilitate a COAG process to introduce a uniform vacant property tax across all major cities 
 Increased foreign investor fees and penalties 
 
 

LABOR’S PLANS FOR SUPERANNUATION 

Key Points: 
o Labor will restore the prohibition on borrowing by SMSFs under Limited Recourse Borrowing 

Arrangements (LRBAs).  
o Labor will lower the non-concessional contributions cap from $100k to $75k. 
o Labor will lower the income threshold for the Div. 293 additional 15% tax on concessional super 

contributions from $250,000 to $200,000.  
o Labor will remove the new catch-up concessional contributions available for members with super 

balances < $500k. 
o Labor will end tax deductibility altogether for personal superannuation contributions. 
o Labor said it intends to increase the current 9.5% Super Guarantee rate to 12%. No specific timeframe 

has been given.   
o Labor wants to phase out the $450 minimum monthly income threshold for eligibility for the Super 

Guarantee. That threshold was originally designed to save on senseless administration.  
 
SMSF Borrowing to Be Outlawed None Too Soon: Whilst Labor have a vested interest in the demise of Self-
Managed Super Funds (SMSFs) and the rise of union controlled industry funds, the ability for funds to borrow to 
fund a major single asset is a major mistake and ticking time bomb. As at June 2017 there were $37.2 billion in 
SMSF assets under these arrangements, many in the hands of trustees with relatively low super balances. There 
are good reasons this should not have been allowed in the first place. Labor’s argument is to restrict SMSF 
borrowing is to support home affordability. The real problem is that it has led to inappropriate investment by 
SMSFs in property as their sole or dominant asset. Now these funds face geared exposure to falls in asset value, 
possible negative equity, income disruption through lack of tenants, and potentially rising interest rates. These 
problems can be compounded by ever reducing opportunities to put money into super to help support a bad 
investment. There will be horror stories coming out where mums and dads have lost and in some cases received 
dodgy advice. The banks that once offered the special loan facilities are running a million miles from this now.  
 
Further Reduction of Non-Concessional Cap to $75k Is Shameful: This cap was $150k ten years ago and got up to 
$180k in 2014/15. The ability to keep contributing was only limited by age. Non-concessional or after-tax 
contributions have been very heavily restricted already in recent years. From July last year the cap was reduced 
to $100k with non-concessional contributions outlawed altogether once the member’s total fund balances reaches 
$1.6m. Given that lifetime amount that can be contributed in this way is now less than 15% of what it was a few 
years ago it is clear that there is no shame now when it comes to governments bastardising our super.  
 
Multi-Pronged Attack on Concessional Contributions:  A Concessional contribution is one where somebody would 
normally get a tax deduction for the contribution, usually an employer or the member (in the case of a personal 
contribution). Over recent years the annual cap for the total that can be treated as concessional has been reduced 
to just $25k which is not a lot. With that in mind LNP introduced measures to allow more flexibility. Labor plans a 
massive attack on concessional contributions specifically aimed at hurting self-employed, small business people 
and investors whose income and ability to contribute fluctuate a lot. The following plans are selectively nasty and 
spiteful: 
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 Lowering the means test threshold where concessional contributions are taxed an extra 15% to $200k – the 
LNP government only just reduced it to $250k from $300k.  

 Removing the ability for people with low balances (<$500k) to claim catch up unused concessional 
contributions up to the $25k annual cap back up to 5 years – this flexibility was mainly meant to assist women 
who have had time out of the workforce.  

 Denial of Deductibility for Personal Contributions – Again the ability to make personal deductible 
contributions was only just deregulated from July 2017 with the removal of the nonsense 10% rule which 
prevented claims where 10% or more of your income was from a salary and wage source. It seems that if you 
are self employed you are not in a union so therefore you should be denied access to deductible 
superannuation. A fair go for all Australians except some! 

 
There is a lot to be concerned about with these policies. Exactly when is it that super is off limits for changes and 
plundering as always promised? Worse still these changes are politically targeted.     
 
What Should I Do About Super – Can the System Be Trusted?: We can’t tell you whether or not you should 
contribute to super - a Financial Services Licence is now required for that. In general terms, whilst the ability to 
contribute and the ability to claim tax deductions is becoming more and more restricted, the concessional tax 
treatment of earnings and growth in super is relatively intact once you get the money in. It is more and more 
important to make the most of each and every opportunity to contribute. If possible, start early and contribute 
each year within allowable caps. Due to the complexity always check when making contributions over and above 
the statutory amount which is currently 9.5% payable by your employer.  Given Labor’s intention to reduce the 
non-concessional cap 2018/19 might be a good year to maximise these contributions including triggering the two 
year bring forward.   
 
 

MORE TINKERING WITH TRUSTS IN STORE UNDER LABOR 
Key Points: 
o Labor plans to impose a 30% tax rate on discretionary trust distributions to individuals 18 and over. 
o Under 18s already pay 47% on the amount over $416.  
o Discretionary farm trusts (whatever they are) and charitable trusts are to be excluded. 
o Testamentary trust distributions at low rates to U18s may emerge unscathed.  

 
Discretionary trusts are the go-to entity for small businesses and professionals due to their flexibility for operating 
for tax purposes, and for asset protection. Over the years layer upon layer of complexity has been added to the 
administration of trusts. Instead of fixing what are well known to be deficiencies in the 1936 Tax Act and or testing 
blatant tax avoidance in the courts, authorities are just laying traps by imposing unnecessary and near impossible 
compliance burdens on trustees and their tax agents. The most recent instalment of this was the ATO flagging a 
far more aggressive stance on “reimbursement agreements” , without providing any detailed guidelines. I have 
covered this in some detail in previous newsletters. In our view existing legislation sufficiently addresses blatant 
abuse of trusts and has done so for many years. 
 
Labor’s December conference policy document states that “Labor will close down loopholes such as those 
associated with taxation of discretionary trusts … where the benefits overwhelmingly accrue to high income 
earners”. In an announcement on July 30 2017, Bill Shorten says “A Shorten Labor Government will introduce a 
standard minimum 30 per cent tax rate for discretionary trust distributions to mature beneficiaries (people over 
the age of 18).” “Labor’s policy only applies to discretionary trusts. Non-discretionary trusts – such as special 
disability trusts, deceased estates and fixed trusts – will not be affected by this change”. Testamentary 
discretionary trusts appear then to be included. There are also to be carve outs for farm trusts and charitable 
trusts.  
 
According to the ATO’s 2015-16 Taxation Statistics (released in April 2018), there were 845,925 trusts lodging tax 
returns. Many of these are associated with small businesses. In many cases the result will be those businesses 

https://www.ato.gov.au/general/trusts/in-detail/distributions/trust-taxation---reimbursement-agreement/
http://www.billshorten.com.au/media_release_a_fairer_tax_system_for_all_australians_sunday_30_july_2017
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paying more tax. Contrary to Shorten’s press release, the reality is that this is a tax on middle Australia. The impact 
on the very wealthy will be minimal given they generally pay a higher average tax rate than 30%.  
 
The proposed measure would apply to trust distributions from 1 July 2019 (subject to final legislation being 
enacted). Of course, it is early days however small businesses may be able to circumvent this by employing their 
children over 18. Discretionary investment trusts will not be able to immediately achieve the same low average 
rates of tax that they have in the past, however there may be opportunities to retain the low rates via dividends 
from a corporate beneficiary. Companies with class shares that allow streaming of dividends may be an alternative 
structure. It appears that testamentary trusts will retain their ability to distribute to minors (U18) using the normal 
low tax thresholds whereas for ordinary trusts, minors are penalised with the top tax rate on amounts over $416.   
 
There are no details as to how tax law will be changed to implement this. Needless to say, having a new special 
category of trust income with additional exemptions and carve outs will make trust tax and personal tax yet more 
complicated.    
 
Neither major political party displays the will to engage in proper reform of trust taxation which is desperately 
needed given their widespread use.  
 
 

LABOR’S NEW BUSINESS INVESTMENT GUARANTEE 
Key Points: 
o Labor plans to introduce a new 20% accelerated depreciation claim in the year of acquiring a new 

depreciable asset valued at $20k or more.  
o The proposed start is the 2020/21 financial year.  
o Passenger vehicles are excluded.  

 
New Accelerated Depreciation Proposal From July 2020: Labor’s “Australian Investment Guarantee” is a new 
fancy term for accelerated depreciation. Labor’s policy to encourage business investment is for all businesses 
operating in Australia to be allowed to write off 20% of certain new assets in the year of acquisition for single 
assets over the value of $20k. Existing depreciation rules differ between small and large business entities. At 
present qualifying small businesses (turnover <$10m) can immediately write off 100% of most new depreciable 
assets costing $20k or less. Other higher cost assets can be “pooled” such that 15% can be written off in the first 
year and 30% (on diminishing value) each year thereafter with the ability to write off pool balances below $20k. 
As such, the new proposal may give a slight boost in early write off for small business but is probably aimed more 
at larger businesses. Businesses not qualifying as small businesses usually claim depreciation based on the ATO or 
their own assessment of effective life of the asset. The ATO published lives for most assets fall between the range 
of 5-20 years meaning depreciation rates ranging from 5% - 20% prime cost and 10% - 40% diminishing value. The 
proposal will give an up-front depreciation boost especially for more enduring asset types. 
 
Asset types included and excluded from the proposal include:  
 Tangible machinery, plant and equipment for both upgrades and new purchases (for example, farm 

tractors and food processing machinery) - Included 
 Depreciable intangible assets (often referred to as “knowledge assets for example, patents and 

copyrights) – Included 
 Investments in structures and buildings - Excluded  
 Expenditure eligible for R&D – Excluded  
 Passenger motor vehicles – Excluded  
 Non-passenger motor vehicles (such as lorries, vans, utes and trucks) – Included 
 Assets costing $20k and below – Excluded 

 
Any acceleration of depreciation is welcome, though depreciation rules are becoming very complex due to 
different treatments according to business size and asset type and regular changes.  

https://d3n8a8pro7vhmx.cloudfront.net/australianlaborparty/pages/7652/attachments/original/1520894754/180313_Fact_Sheet_Australian_Investment_Guarantee.pdf?1520894754
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LNP PROPOSED INSTANT ASSET WRITE-OFF INCREASE 

Key Points: 
o On 29 January 2019 Scott Morrison announced that the government plans to increase the small 

business instant asset write-off threshold to $25,000. 
 
LNP Proposed Increase to Instant Asset Write-Off Threshold:  In response to Labor’s announced Australian 
investment Guarantee (above), and as an enticement to the small business sector ahead of the upcoming federal 
election, on 29 January 2019 Scott Morrison has pledged to increase the small business instant asset write-off 
threshold to $25,000 from $20,000.  The write-off will be available for small businesses with an annual turnover 
of less than $10 million and will apply until 30 June 2020.  The government will be seeking to legislate the change 
when Parliament resumes on 12 February. 
 
 

NO DEDUCTION WHERE FAILURE TO WITHHOLD  
Key Points: 
o In November 2018 legislation was passed to deny income tax deductions (from 1 July 2019) for certain 

payments if the associated withholding obligations have not been complied with. 
 
Non-Compliant Withholders to Be Denied Tax Deductions:  Arising from recommendations of the Black Economy 
Taskforce, from 1 July 2019 businesses can only claim deductions for payments made to workers (employees and 
contractors) where they have complied with the PAYG withholding and reporting obligations for that payment.  
Payments that are impacted includes salary, wages, commissions, bonuses or allowances to an employee; 
director’s fees; payments under a labour hire arrangement; payments to a religious practitioner; and payments 
for a supply of services where the payee has not quoted an ABN. 
 
The deduction is only denied where no amount has been withheld at all or no notification is made to the 
Commissioner.  Withholding or notifying the Commissioner of an incorrect amount will not trigger the loss of a tax 
deduction. Mistakenly treating an employee who has quoted an ABN as a contractor will not affect the deduction.  
 
Privately-owned businesses that may have historically waited until year-end to classify payments to directors as 
director’s fees or bonuses are encouraged to review the withholding requirements when the payments are made 
to ensure compliance both with withholding obligations and STP reporting requirements (see below). 
 
Refer ATO website for more information: https://www.ato.gov.au/General/Gen/Removing-tax-deductibility-of-
non-compliant-payments/ 
 
 

SINGLE TOUCH PAYROLL (STP) CHANGES 

Key Points: 
o In December 2018 legislation was passed to extend STP reporting to employers with 19 or less 

employees from 1 July 2019.  Employers with 20 or more employees were required to adopt STP 
reporting from 1 July 2018. 

o Alternative and low-cost reporting solutions will be made available to small and micro employers who 
do not currently use payroll software.  

o Reporting exemptions will be available if you have no internet or an unreliable connection. 

https://www.ato.gov.au/General/Gen/Removing-tax-deductibility-of-non-compliant-payments/
https://www.ato.gov.au/General/Gen/Removing-tax-deductibility-of-non-compliant-payments/
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Single Touch Payroll (STP) To Apply to All Employers from July 2019: In December 2018 legislation was passed to 
extend STP to employers with 19 or less employees from 1 July 2019 - employers with 20 or more employees were 
required to adopt STP reporting from 1 July 2018. Currently under STP, employers are required to report details 
of wages, PAYG withholding and superannuation electronically to the ATO though STP-compliant payroll software 
each payroll cycle, which may be weekly, fortnightly, monthly or quarterly.   The ATO have advised that they will 
not force small employers to purchase payroll software if it is not currently used, and that low-cost alternative 
solutions (which may include mobile phone apps and portals) will be announced before the 1 July 2019 start date.   
 
Micro employers (1-4 employees) will also have a number of alternate options that are not available to employers 
with 20 or more employees – such as initially allowing your tax agent or BAS agent to report quarterly rather than 
each time you run your payroll. 
 
Further, for information reported through STP, at year end there is no longer be a requirement to issue PAYG 
Payment summaries as the ATO will already have cumulative year end payroll data on record. 
 
Refer ATO website for more information: https://www.ato.gov.au/business/single-touch-payroll/ 
 
 

DIVISION 7A - PROBLEMS ON THE HORIZON  

Key Points: 
o The government’s proposed changes are significant and, if passed in their current form, will have 

major implications for many companies and individuals as soon as 1 July 2019 (proposed start date). 
 
Division 7A is an integrity and anti-avoidance measure designed to discourage private company shareholders from 
avoiding paying tax at their marginal tax rates by extracting business or investment profits in the form of payments, 
loans or debt forgiveness rather than taxable dividends. 
 
Following the announcement in the 2016/17 Federal Budget to revise Division 7A, the government released (on 
22 October 2018) a consultation paper that provides further details on the potential changes which are proposed 
to be introduced on 1 July 2019. The major proposed changes are as follows: 
• Loan terms will change from a maximum of 7 years (unsecured loans) or 25 years (secured loans) to a standard 

10 years (with transition rules for existing loans e.g. any 25-year loans will be converted to 10-year loans on 1 
July 2021). 

• The benchmark interest rate will be based on the small business variable overdraft lending rate (currently 
8.3%) which is some 3% higher than the current housing rate used (currently 5.2%). This is effectively an 
opportunistic tax increase.  

• With the exception of year one, interest repayments will be calculated on the amount owing at the start of a 
financial year, even if funds are repaid during the year. 

• There will be no requirement for a formal written loan agreement, but written or electronic evidence showing 
that the loan was entered into must exist by the lodgement day of the private company’s income tax return. 

• Pre-1997 loans (currently exempt from Div7A rules) will need to be paid out or have a complying 10-year loan 
arrangement put in place by date of lodgement of 2021 company tax return. 

• The concept of the “distributable surplus” will be abolished therefore there will be no limit on deemed 
dividends. 

• All Unpaid Present Entitlements (UPE’s) that arise after 1 July 2019 will need to be either repaid to the private 
company or put on complying loan terms prior to the private company’s lodgement day.  UPE’s will effectively 
be the same as a loan from 1 July 2019. 

• The ability to self-correct inadvertent errors will be introduced where certain eligibility criteria is met. 
• The Assessment review period for Division 7A amendments to be increased to 14 years. 
 
Given the broad bipartisan support for the changes, there is a good chance that these changes will be passed.  
However, given that Parliament does not resume until 12 February, compounded with a looming Federal Election 

https://www.ato.gov.au/business/single-touch-payroll/
https://treasury.gov.au/consultation/c2018-t227294/
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and Federal Budget before that as well, this leaves less than five months for the Government to release draft 
legislation, consult further, introduce a Bill into Parliament, secure the numbers in the Senate and enact the 
legislation, a 1 July 2019 start seems somewhat unrealistic! 
 
If passed, no matter what the start date ends up being, it will be important for clients to review their Division 7A 
strategies to ensure they will not be disadvantaged by the changes. Of particular significance will be cash flow 
requirements for those with loans entered into prior to December 1997, UPEs owing to a corporate beneficiary, 
companies with a negative distributable surplus who have loans from the Company and those with secured 25-
year loans which may need to be replaced by the new 10-year loan. 
 
 

GOVERNMENT TENDER RESTRICTIONS  
Key Points: 
o From 1 July 2019, businesses that tender for government projects valued at over $4 million will be 

required to provide a satisfactory Statement of Tax Record (STR). 
 
From 1 July 2019, businesses that tender for government projects valued at over $4 million, will be required to 
provide a satisfactory Statement of Tax Record (STR).  A satisfactory STR will be issued if the tenderer: 
• is up-to-date with its registration requirements (which may include having a TFN, and being registered for an 

ABN and GST);  
• has lodged at least 90% of all income tax returns, FBT returns and BAS that were due in the last four years (or 

the period of operation if less than four years); and 
• on the date the STR is issued, does not have $10,000 or greater in outstanding debt due to the ATO, excluding 

debt subject to taxation objection, review or appeal.  If the tenderer has entered a payment plan with the 
ATO, they will meet this criterion. 

 
According to draft guidelines on Government Procurement Policy, a STR will be available on request from the ATO 
and will be provided within 4 business days from application.  STRs will be valid for 12 months, except for tenderers 
that do not hold an Australian tax record with the ATO of at least 4 years.  Their STR will only be valid for 6 months. 
 
 

CHANCELLORS UPDATE 
After 2 years working full time in the reception administration assistant role, Eve Scannella has moved to part-
time position with the firm (as from 22 January) to enable her to study for a nursing qualification.  Rebekka Beale 
has joined the firm to assist Eve in the administration position as well as working as an assistant accountant.  Good 
luck Eve, and welcome Bekk!  
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Disclaimers 
 
Financial Product Advice 
Nothing in this advice is intended as ‘financial product advice’ as defined by the Corporations Act (as amended by the Financial Services Reform Act 
2001). We are not licensed to provide ‘financial product advice’ which includes recommendations regarding contribution to or withdrawal from, or 
specific investments within a particular superannuation fund (including a Self-Managed Superannuation Fund). You should consider if it is in your 
interests seeking advice from an Australian Financial Services Licensee before making decisions in relation to a financial product. 
 
Currency of Income Tax Advice 
Any taxation advice included in this correspondence is current to the date of writing. Taxation laws in Australia are complex and constantly changing. 
The government often changes rules effective from the date announced and, in some cases, retrospectively. If there is any delay in the use of this 
advice you should consider having it refreshed. 
 
Quality of information  
Before relying on the information on this newsletter, users should carefully evaluate its accuracy, currency, completeness and relevance for their 
purposes, and should obtain professional advice relevant to their particular circumstances. We and associated parties cannot guarantee nor assume 
any legal liability or responsibility for the accuracy, currency or completeness of the information or material. 
 
Links to external websites 
This newsletter may contain links to other websites which are external to our newsletter and website. It is the responsibility of the user to make their 
own decisions about the accuracy, currency, reliability and correctness of information contained in linked external websites. 
 

Linkage to external websites should not be taken to be an endorsement or a recommendation of any third-party products or services offered by virtue 
of any information, material or content linked from or to this website. Users of links provided by this website are responsible for being aware of which 
organisation is represented or providing the information or material on the website they visit. 
 

Views or recommendations provided in linked websites do not necessarily reflect our views or recommendations, nor the views or recommendations 
of associated parties.  
 
Security of our website 
Users of our website should be aware that the World Wide Web is an insecure public network that gives rise to a potential risk that a user's transactions 
are being viewed, intercepted or modified by third parties or that files which the user downloads may contain computer viruses or other defects. 
 

We and associated parties accept no liability for any interference with or damage to a user's computer system, software or data occurring in connection 
with this website. Users are encouraged to take appropriate and adequate precautions to ensure that whatever is selected from this website is free of 
viruses or other contamination that may interfere with or damage the user's computer system, software or data.  
 
 
 

 

Thank you for reading our newsletter. If you would like to see more, please do not hesitate to go to our website 
(www.chancellors.com.au) or like us on Facebook. 

 

 
 

 

CHANCELLORS CHARTERED ACCOUNTANTS 
LEVEL 6, 232 ADELAIDE STREET 

BRISBANE QLD 4000 
PH: (07) 3364 8200 
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