What’s changing on 1 July 2011

Flood and cyclone reconstruction levy

While the personal income tax rates do not change for the year starting 1 July 2011, the flood and cyclone reconstruction levy will apply to certain taxpayers for the 2011/2012 income year. 

A 0.5% levy will apply to individuals with taxable income of between $50,001 and $100,000 and a 1% levy applies to those with a taxable income above $100,000.  Exemptions are expected to apply to:

· Australian Government Disaster Recovery Payment (AGDRP) recipients in 2010/2011;
· Those affected by a disaster declared by the National Disaster Recovery and Relief Arrangements and would have qualified for an AGDRP; and
· NZ non-protected special category visa holders who received an ex-gratia payment for a disaster that occurred in 2010/2011.

The measure is expected to apply to the 2011/2012 income year only.

The personal income tax rates for the 2012 income year including the levy are as follows (the Medicare levy is excluded):

	Taxable income $
	Rate %

	0 – 6,000
	0

	6,001 - 37,000
	15

	37,001 - 50,000
	30

	50,001 - 80,000
	30.5

	80,001 - 100,000
	37.5

	100,001 - 180,000
	38

	180,001 +
	46



The low income tax offset will remain at $1,500 for the year starting 1 July 2011. This means the effective tax-free threshold is $16,000 for individuals. 

If you use a payroll software package to calculate the amount to withhold from salary and wages, please ensure your tax rates are updated to reflect the levy where applicable.  If you are using the ATO tax tables, ensure you have the most recent version.

[bookmark: _Toc292865330]Dependent spouse offset phased out
From 1 July 2011, the dependent spouse offset will be phased out for taxpayers with a dependent spouse born on or after 1 July 1971 (40 years of age or less). 
 
Taxpayers with an invalid or permanently disabled spouse, supporting a carer, or people who are eligible for the zone, overseas forces and overseas civilian tax offsets are unaffected by this change.

[bookmark: _Toc292865331]

Minors unable to access Low Income Tax Offset on unearned income

In a move designed to target income splitting between adults and children, minors will not be able to access the low income tax offset (LITO) to reduce tax payable on their unearned income, such as trust distributions, dividends, interest, rent and other income from property.  

Unearned income of minors who are orphans or disabled as well as compensation payments and inheritances received by minors will not be affected by this measure.

[bookmark: _Toc292865332]No deductions against government assistance payments

In response to the recent High Court decision in FCT v Anstis [2010] HCA 40, the Government will amend the tax legislation to ensure that taxpayers cannot claim deductions against government assistance payments from 1 July 2011. In the Anstis case the High Court allowed a student to claim self-education expenses against Youth Allowance. 

Students in receipt of Youth Allowance (Student) will still be able to claim a deduction for self-education expenses incurred in the 2011 income year.  For each of the years 2006/07 to 2009/10, the Commissioner has previously determined that eligible taxpayers will be able to receive an automatic deduction of $550 or make higher claims if their self-education expenses can be substantiated.

New rules for company cars

The Government announced in the 2011/2012 Federal Budget that the various rates that apply when determining the taxable value of car fringe benefits using the “statutory formula” method will be replaced with a single rate of 20%. This flat rate will apply regardless of the distance travelled by the car during the FBT year. The change directly targets salary sacrificed and employer provided vehicles and will need to be taken into account when considering salary packaging options for employees. 

Previously, the FBT rules rewarded employees for travelling large distances in cars that had been provided to them under a salary sacrifice arrangement regardless of whether the travel was for work purposes. The operating cost method (which requires employees to maintain a log book) remains unchanged and will become much more attractive for employees who undertake a significant amount of work related travel.

The changes are intended to apply to contracts entered into from 7.30pm AEST on 10 May 2011 and will be phased in over four years as follows:

	Distance travelled during FBT year
	Statutory rate (multiplied by the cost of the car)

	
	Existing contracts
	New contracts entered into after 7:30am, 10 May

	
	
	From 10 May 2011
	From 1 April 2012
	From 1 April 2013
	From 1 April 2014

	0 – 15,000 km
	0.26
	0.20
	0.20
	0.20
	0.20

	15,000 – 25,000 km
	0.20
	0.20
	0.20
	0.20
	0.20

	25,000 – 40,000 km
	0.11
	0.14
	0.17
	0.20
	0.20

	40,000 + km
	0.07
	0.10
	0.13
	0.17
	0.20



Employers can choose to skip the transitional arrangements for a car and directly use the flat statutory rate of 20%. However, if the employee would be worse off as a result of the employer making this choice then the election will not be effective without the consent of the employee.
Compared to the current statutory rates, a single rate of 20% will:

Increase the tax concession provided for vehicles driven less than 15,000 kilometres a year;
Maintain the current tax concession provided for vehicles driven between 15,000 and 25,000 kilometres a year; and
Decrease the tax concession provided for vehicles driven more than 25,000 kilometres a year.

Please note that this change is still yet to become law and may be subject to change.

Accelerated deduction for motor vehicles

In the Budget the Government also announced plans to provide Small Business Entities (operational businesses with an aggregated turnover below $2 million) to claim up to $5,000 as an immediate tax deduction for new motor vehicles from 1 July 2012. The remainder of the motor vehicle value will be added to the general small business depreciation pool (depreciated at 15% in the first year and then 30%).

This measure is in addition to the previously announced immediate write off for new business assets worth less than $5,000 from 2012/2013.

While the start date for these concessions is more than a year away, it is worth keeping them in mind when considering new asset acquisitions, especially as 1 July 2012 gets closer. 

