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Overview 
This topic introduces the general principles of personal taxation planning and 
social security issues. 

Almost all financial planning decisions will have some taxation implications. 
Therefore, knowledge of tax fundamentals and a degree of familiarity with 
taxation planning concepts is essential for any financial services professional. 

This topic develops your awareness of the complexity of tax legislation and 
focuses on the practical application of basic tax concepts and the nature of 
capital gains tax (CGT). 

It is important to recognise that taxation rules and legislation are complex and 
continually changing. As a financial services professional, you will often need to 
refer a client to an accountant or other tax professional for specialist tax advice. 

Likewise, social security can be a complicated area. Many financial planners may 
need to develop relationships and work closely with Centrelink personnel, such 
as the financial information service (FIS) officer, when developing solutions and 
strategies for clients. 

 Learning objectives 
In this topic, you will learn: 

• key elements of the Australian taxation and social security systems, including 
applicable legislation and regulations 

• application of taxation fundamentals to calculate an individual’s tax liability, 
including income, deductions, offsets and Medicare liabilities 

• to outline and apply CGT provisions and calculation methods 

• the application of goods and services tax (GST) and fringe benefits tax (FBT) 

• who is eligible to receive social security benefits and who  
administers them 

• the conditions under which the age pension may be received 

• how much pension would be available to a recipient under the assets and 
income tests 

• what other social security benefits may be obtained 

• circumstances under which Family Tax Benefit may be received 

• any applicable parental leave or baby bonus payments. 
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2 Foundations of Financial Planning Part B: Financial Planning 

1 The Australian taxation system 
The taxation system is a key tool that the Commonwealth Government uses to 
influence the economy according to its stated fiscal policy. In Australia, taxes are 
imposed by both the Commonwealth Government (e.g. income tax) and state 
governments (e.g. payroll tax and stamp duty). 

Like many modern democratic systems, the Australian taxation system is 
designed to: 

• redistribute financial resources 

• fund national costs, such as defence 

• pay for the political and judicial systems. 

1.1 Who pays tax? 
Taxpayers include: 

• resident individuals 

• non-resident individuals 

• trusts/trustees 

• insurance companies 

• partnerships 

• private companies 

• public companies 

• superannuation funds 

• pooled development funds. 

1.2 Types of taxes 
Although there is some dispute as to where the line should be drawn, taxes may 
be divided into two basic categories: 

• direct taxes — taxes paid directly by taxpayers (e.g. income tax) 

• indirect taxes — those taxes that are levied on goods and services 
consumed, (e.g. GST and stamp duty). 
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1.3 Taxation legal environment 
At a federal level, the Commonwealth Treasury is responsible for tax legislation 
and regulations. The main laws are the Income Tax Assessment Act 1936 (Cth) 
(ITAA 36) and the Income Tax Assessment Act 1997 (Cth) (ITAA 97), which 
regulate income tax (including CGT) on taxpayers. Ancillary laws include the 
Medicare Levy Act 1986 (Cth), FBT legislation, GST legislation, Taxation 
Administration Act 1953 (Cth), various taxation regulations and international 
agreements known as double tax agreements. 

The responsibility of administering the tax legislation, collecting revenue and 
ensuring compliance with tax laws lies with the Australian Taxation Office (ATO). 
To assist taxpayers to understand their obligations, the ATO provides a vast 
amount of published information, such as rulings and fact sheets. These are all 
available at the ATO website: <www.ato.gov.au>. 

However, because the Australian tax system has grown over time to meet 
emerging economic, social and political needs, there are many anomalies and 
loopholes that can lead to contention between taxpayers and the ATO. 
The Administrative Appeals Tribunal; the Federal Court, which is a superior court 
of record and a court of law and equity; and the High Court of Australia, which is 
the highest court in the Australian judiciary system responsible for interpreting 
and applying the law of Australia, deciding cases of special federal significance, 
and hearing appeals from federal, state and territory courts. This includes 
interpreting tax laws and resolving disputes between the Tax Commissioner 
and taxpayers. 

1.4 Tax file numbers 
The ATO issues each taxpayer with a unique identifying number known as a tax 
file number (TFN). 

The TFN is used by the ATO to monitor the income payments made to individuals 
(e.g. salary, wages, interest and dividends). 

Although it is not mandatory for a client to disclose their TFN to financial 
institutions, the taxpayer may be disadvantaged by not doing so. Where a TFN is 
not disclosed, the financial institution is generally required to withhold tax from 
assessable income at the top marginal tax rate (MTR) plus the Medicare levy. 

Strict privacy guidelines apply to the provision of TFNs. 

1.5 Australian Business Number 
The Australian Business Number (ABN) is a single business identifier issued by 
the ATO and primarily designed to simplify business dealings with the 
government. It does not replace a TFN. 

An ABN is required before a business can register for GST. Business entities with 
an annual turnover of over $75,000 must register for GST; however registration is 
optional if the business’s turnover is less than $75,000. 

© Kaplan Education Pty Ltd. All rights reserved. 
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2 Definition of income 
ITAA 97 does not actually define ‘income’. However, the Macquarie Dictionary 
defines income as: ‘the returns that come in periodically from one’s work, 
property, business, etc., revenue and receipts’. 

It is this ordinary usage of the concept that has been adopted by the courts. 
Although regularity or recurrence is a common characteristic of income, profits 
that are generated by isolated transactions may also be regarded as income. 

2.1 Types of income 

Assessable income 

Assessable income includes income under the ordinary concepts, such as 
wages, salary, bonuses, interest, dividends (including associated imputation 
credits), rents and applicable capital gains plus amounts specifically included 
within the provisions of the Income Tax Assessment Act 1936 ( ITAA 36) less any 
exempt income the individual has received. It is important to be aware that 
assessable income is not always the same as actual income before tax. 
The equation below presents it more clearly:  

Assessable income = (Ordinary income + Statutory income) – Exempt income 

Note that assessable income also includes franking (imputation) credits that are 
applicable to dividends (more information on this follows). Although they are not 
received income, they are included when calculating the assessable income and 
hence are another reason why assessable income and actual income before tax 
are different. 

Ordinary income is considered to be cash or in a form capable of being converted 
to cash which is a reward for services rendered, the use of property or the 
proceeds of a business or investment. Although not essential, it usually also 
possesses the characteristic of occurring on a regular basis. 

Ordinary income includes: 

• salary or wages 

• business and professional receipts 

• interest, dividends, rent and income from trust distributions 

• royalties 

• lump sum payments of annual leave and long service leave paid on  
leaving employment 

• workers compensation payments 

• assessable retirement income stream payments. 

DFP1B-1v2.1.1_T3 



 Topic 3: The Australian taxation and social security systems 5 

 

 3 

Statutory income 

Statutory income includes amounts that are not income receipts as the word is 
understood ordinarily but are deemed to be such for the purposes of the ITAA 36. 

Examples of statutory income include: 

• all allowances and benefits (e.g. uniform allowances) in relation to 
employment, other than ‘fringe benefits’ 

• employee share acquisition scheme benefits 

• superannuation benefit payments 

• employment termination payments (ETPs) 

• realised net capital gains (i.e. profits from the sale of a capital asset). 

Exempt income 

The ITAA 36 contains general provisions for the granting of an exemption from 
tax for some classes of income. Exempt income includes amounts that, although 
received as income that could be taxable, are considered exempt under certain 
conditions. These types of income can therefore be income according to ordinary 
concepts but the ITAA 36 exempts either the type of income itself or exempts a 
specific type of taxpayer when they receive a certain type of income. 

Some examples of exempt income include: 

• maintenance and child support payments received by either a spouse or 
former spouse to, or for, a child of the maintenance payer 

• the pay of part-time members of the Defence Force Reserves 

• scholarships, bursaries or education allowances derived by a student receiving 
full-time education at a school, college or university 

• some Centrelink and Department of Veterans’ Affairs payments, benefits, 
allowances and pensions (e.g. disaster relief payments, child disability 
allowance, family tax payments and maternity allowance). 

Non-assessable non-exempt income 

Non-assessable non-exempt income (NANE), like exempt income, is income  
on which no tax is payable. Unlike exempt income, which is income that may  
be taxable but considered exempt under certain conditions, NANE is treated  
as though it were never income in the first place. The most common types of 
NANE include: 

• the tax-free component of an ETP 

• the tax-free component of a superannuation benefit 

• a superannuation lump sum death benefit received by a tax dependant. 
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Taxable income 

While not strictly a type of income, ‘taxable income’ is a term frequently used 
when calculating tax liability. Put simply, taxable income is the income on which 
tax must be paid (i.e. it is assessable income less allowable deductions and 
losses). 

Tax rates, determined by the government, are applied to taxable income to 
determine the amount of tax payable by a taxpayer. Some taxpayers are also 
entitled to tax offsets or credits, which will reduce their tax payable. 

Calculating taxable income is discussed in the following section. 

3 Taxation of income 
It is important to be familiar with the structure of taxation when dealing with a 
taxpayer. Taxpayers include most legal entities, including individuals, companies 
and superannuation funds, and these entities are generally taxed along the same 
principles as those discussed in this section. 

3.1 Calculating income tax payable 
Regardless of the source of income, a simple formula is used to determine on 
what amount of income tax is to be levied. This formula is: 

Taxable income = Assessable income – Allowable deductions 

However, while the formula is simple, determining the components for each part 
of the formula can be difficult. 

Step 1: Calculate taxable income 

Assessable income – Allowable deductions – Allowable carried-forward losses = Taxable income 

Step 2: Calculate tax on taxable income 

Apply the applicable income tax rate to taxable income = Tax on taxable income 
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Tax on taxable income is calculated based on the rate of tax applied according to 
the particular category of taxpayer. 

Step 3: Subtract any allowable tax offsets or rebates 

Tax on taxable income – Tax offsets* = Tax payable† 

* Excluding refundable tax credits, such as imputation credits. 
† If the result after this step is less than or equal to zero, generally no tax is payable. 

Tax on taxable income is reduced by tax offsets or rebates to determine the net 
tax payable. Some tax offsets or rebates are only able to reduce tax to zero, 
whereas others (known as refundable offsets) like franking credits are given as a 
refund if the tax payable is less than the dividend amount (see Step 5 below).  
It is important to check the existence of both forms of offsets.  

Note: ITAA 36 uses the term rebates or credits. ITAA 97 uses the term tax 
offsets. The difference in terminology does not reflect any particular difference 
in tax treatment, and the terms are interchangeable. 

Step 4: Add Medicare levy and surcharge (if applicable) 

Tax payable + Medicare levy + Medicare levy surcharge (if applicable) = Total tax payable 

Step 5: Subtract any prepaid tax and refundable tax offsets,  
e.g. franking (imputation) credits received 

Total tax payable – Prepaid tax and refundable tax credits = Net tax payable 

3.2 Pay as you go tax system 
Under the pay as you go (PAYG) tax system, employers remit personal income tax 
payable by their employees to the ATO in quarterly instalments, while employees 
have the same amount withheld from their remuneration. This also applies to self-
employed taxpayers. If an employee does not supply a TFN to their employer with 
their employment declaration, the employer must withhold tax instalments at the top 
marginal rate of 45% plus Medicare levy (2013/14). 

The PAYG system is designed to ensure individuals, businesses and companies 
pay their income tax at the same time and that the payments align more closely 
with their current trading conditions. 

At the end of each taxation year on 30 June, the taxpayer is required to submit a 
tax return. The tax return informs the ATO of the taxable income (i.e. assessable 
income minus deductions) received during the year. Tax paid under the PAYG 
system is treated as a tax credit and is subtracted from the taxpayer’s total tax 
liability, as calculated in the tax return. 

If the tax already collected under PAYG in advance exceeds the amount of the 
liability, the ATO issues a tax refund. If the tax paid in advance is insufficient to 
meet the taxpayer’s tax liability, the ATO will issue a tax invoice. 

© Kaplan Education Pty Ltd. All rights reserved. 
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3.3 Income tax deductions 
Allowable tax deductions can be made from assessable income for any loss or 
outgoing to the extent that an expense has been incurred in: 

• earning assessable income, or 

• carrying on a business for the purpose of producing assessable income. 

How much of the expense is allowed as a tax deduction will depend on the extent 
to which the expense relates to earning that person’s assessable income. 

A deduction may not be claimed where: 

• an expense is incurred in relation to gaining or producing exempt income or 
non-assessable non-exempt income 

• the expense is of a private or domestic nature 

• the expense is of a capital nature, or 

• a provision of the ITAA 36 allows the expense as a deduction. 

A capital expense generally refers to the purchase of an asset that is for an 
enduring benefit. The expense is usually a ‘once and for all’ payment, rather than 
recurring. While a capital expense is not tax-deductible, a tax deduction may be 
available for depreciation of the asset. Depreciation is the reduction (‘write down’) 
in value of an asset by a proportion of its original cost to account for ongoing 
usage or increasing age. 

These rules also apply to expenditure incurred while attempting to produce 
assessable income through investment returns. 

For example, deductible costs incurred by an individual who owns an investment 
property include: 

• interest paid on an investment loan 

• rates and insurance premiums 

• agent’s commission 

• maintenance of the rental property. 

 For example, painting of the owner’s rental unit in response to tenants’ use 
and occupation of the unit. 

However, the installation of a new kitchen is considered to be a capital 
expense and the cost will generally form part of the cost base of the property. 
The cost of the kitchen is therefore not tax-deductible. A depreciation claim 
for the kitchen’s appliances should be allowed (e.g. stoves, ovens or 
range hoods). 
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Sample case study 

Open the case study and read Section 2: Data analysis. You will see a series of 
tables relating to quantitative information about the clients. 

Look at Table 2. Check that the deductions entered for both clients underneath 
their assessable income are allowable deductions based on the information you 

have read and the facts gathered in the initial meeting. 

At this stage do not worry about the assessable income as we will cover that in 
the next section.  

Check that the taxable income is in fact the assessable income minus the sum of 
these deductions. 

Note: You can access this resource at KapLearn. 

Example: Calculating deductible expenses 

An individual has the following annual expenses: 

Interest on an investment property currently occupied by tenants $18,000 

Installation of a new kitchen in the property to improve it $20,000 

Accounting fees for the preparation of a tax return $150 

What are his total deductible expenses? 

The kitchen would be considered a capital expense and would not be 
deductible, therefore, the total allowable tax deductions would be: 

Deductible interest expense $18,000 

Accounting fees $150 

Total deductible expenses $18,150 

© Kaplan Education Pty Ltd. All rights reserved. 
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Apply your knowledge 1: Checklist of employee deductions 

Use the checklist of employee deductions in Appendix 1 to create a list of 
deductions that you may be eligible to claim. 

 

Note: This response will be specific to your personal circumstances. 

3.4 Franking (imputation) credits 
Prior to 1 July 1987, profits made by a company were taxed first in the hands of 
the company at company rates, and only then could they be distributed as 
dividends to shareholders. These dividends were taxed again in the hands of the 
shareholder at their marginal rate of tax. This resulted in double taxation of 
company profits paid out as dividends. 

The introduction of ‘dividend imputation’ eliminated this double taxation. 
Under the dividend imputation system, investors receive tax credits 
(franking credits) for dividends they receive from Australian companies that have 
already paid tax on these dividends, known as ‘franked dividends’. Excess tax 
credits can be claimed back from the ATO as a refund. Dividends may be 
unfranked, partially franked or fully franked. 

The company tax rate is 30% and therefore fully franked dividends carry a tax 
credit of $30 for each $70 of dividend. For each $70 of dividend received, 
taxpayers must declare $100 of assessable income. This is known as  
‘grossing-up’. The investor may then claim $30 as tax that has already been paid. 
Any franking (imputation) credits that remain after tax payable has been reduced 
to nil are refunded. 

The imputation legislation also allows the managers of pooled investments such 
as unit trusts to pass on the benefits received through dividend imputation to unit 
holders in the income distributions they receive. 
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Example: Calculating franking (imputation) credits 

A taxpayer owns 10,000 XYZ shares, which in 2013/14 pays a dividend of 
$1.45 per share, fully franked. It is assumed that the taxpayer has other 
sources of income such that all of the dividends are taxed in the top 
marginal tax bracket of 45%. 

What was the total amount of dividend received by the taxpayer? 

Dividend received = 10,000 × $1.45 

 = $14,500 

What is the gross-up amount (or franking credit) that needs to be included 
in the assessable income? 

Note: The gross-up is equivalent to the franking (imputation) credit 
received. 

Gross-up amount = $14,500 × (30% ÷ 70%) 

 = $14,500 × 0.3 ÷ 0.7 

 = $6214.29 

What is the total amount of income from the dividend that the taxpayer 
must add to their assessable income? 

Assessable amount = $6214.29 + $14,500 

 = $20,714.29 

How much tax will the taxpayer pay on this income? 

Tax paid = $20,714.29 × 45% 

 = $20,714.29 × 0.45 

 = $9321.43 

How much franking credit will the taxpayer receive as a credit against  
their tax payable, i.e. how much tax on this income has already been  
paid by the company? 

Franking credit = $20,714.29 × 30% 

 = $20,714.29 × 0.3 

 = $6214.29 

What is the net amount of income tax paid by the taxpayer on the  
franked dividend? 

Net income tax = $9321.43 – $6214.29 

 = $3107.14 

Depending on the income of a company, a company may pay a partially franked 
dividend. Generally, a partially franked dividend occurs where the company has 
made a profit that is not subject to taxation. 

© Kaplan Education Pty Ltd. All rights reserved. 
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As discussed above, a fully franked dividend is considered to be 100% franked. 
Where a company pays a partially franked dividend, they advise the shareholders 
of the proportion of the dividend that is not franked, expressed as a percentage. 
The amount that is not franked is considered an unfranked dividend. 

Sample case study 

Open the case study and read Section 2: Data analysis. 
You will see a series of tables relating to quantitative 

information about the clients. 

Look at Table 2. Check that dividends entered match with the 
percentage dividend yield provided in the investment 

information. 

The dividends are 100% franked. Check that the franking 
credits are correct based on the formulas above. 

You should now be able to follow how the assessable income 
was calculated. Check that this is correct based on the 

information in the case study. 

Note: You can access this resource at KapLearn. 

Example: Calculating franking credits 

Continuing from the example above, if XYZ reported a partially franked 
dividend of 90%, the fanking credit would be calculated: 

$14,500 × (30% / 70%) × 90% = $5592.86 

DFP1B-1v2.1.1_T3 
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Apply your knowledge 2: Dividend imputation 

The following information has been collected from a client’s dividend 
distribution statement: 

Class of shares Number of shares Dividend rate 

Ordinary 10,000 8c per share 

Dividends have been partially franked (80%) at the company tax  
rate of 30%. 

a. What is the actual dividend distribution to the client? 

 

b. What amount of imputation credit do the shares carry? 

 

c. What is the grossed-up amount that the client must declare as  
assessable income? 

 

d. If the client pays a marginal tax rate of 37%, how much tax must they 
pay on the dividend? 

 

e. What is the tax credit the client can claim? 

 

f. What is the difference between the tax paid and the additional tax 
payable? 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

© Kaplan Education Pty Ltd. All rights reserved. 
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3.5 Treatment of personal income 
In Australia, individuals pay income tax at different rates depending on their level 
of taxable income. This system, where lower income taxpayers pay a smaller 
proportion of their income as tax than higher income earners, is known as a 
‘progressive income tax system’. Under this system, a taxpayer’s average tax 
rate (ATR) increases as their income increases. 

Income tax is levied by the Commonwealth Government. Generally, most of the 
rules of taxation are applied to each taxpayer consistently. However, the ITAA 36 
does have specific tax rules in relation to certain transactions for different entities 
(e.g. companies and some other entities pay tax at a flat rate of 30%). 

Income tax is generally applied to the amount of income that is defined as 
‘taxable income’ and this will often be a different amount to the amount a 
taxpayer receives as their gross income or salary package. The way taxable 
income is defined and calculated for an individual is explained later in this topic. 

The personal income tax rates applicable for the 2013/14 financial year are 
shown in Table 1. 

Table 1 Personal income tax rates and thresholds for the 2013/14  
financial years 

Taxable income Tax payable (residents) 

0 – $18,200 Nil 

$18,201 – $37,000 19c for each $1 over $18,200 

$37,001 – $80,000 $3572 plus 32.5c for each $1 over $37,000 

$80,001 – $180,000 $17,547 plus 37c for each $1 over $80,000 

$180,001 and over $54,547 plus 45c for each $1 over $180,000 

Source: ATO 2013a.  

Example: Calculating income tax payable 

Jane earned $54,000 gross income in the 2013/14 financial year, 
not including superannuation contributions made on her behalf by 
her employer. Jane has no other source of income but has allowable 
deductions of $5000. Calculate her income tax. 

Taxable income = $54,000 – $5000 = $49,000 

Tax on taxable income = $3572+ 32.5% × ($49,000 – $37,000) 

 = $3572 + $3900 

 = $7472 

Standard tables of income tax rates and thresholds give both the  
marginal rate of tax for each income bracket and the cumulative tax 
payable in the lower brackets. 
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Sample case study 

Open the case study and read Section 2: Data analysis. 
You will see a series of tables relating to quantitative 

information about the clients. Look at Table 2. Now that you 
have identified how the assessable taxable income was 

calculated, you should be in a position to work out the amount 
of income tax that the clients will pay. 

Based on the tables above and the clients’ taxable incomes, 
check that the income tax on taxable income is correct. 

You will next look at the tax offsets, and then the Medicare levy 
to work out the total tax payable. 

Note: You can access this resource at KapLearn. 

3.6 Tax offsets 
While deductions reduce a taxpayer’s taxable income, tax offsets or tax rebates 
are subtracted from a taxpayer’s tax payable. 

The dollar value of tax offsets is usually income-dependent and cuts out when a 
stipulated threshold is reached. 

As a general rule, tax offsets are only allowable for Australian residents 
and where it relates to their dependants; the dependants must also be 
Australian residents. 

Unused tax offsets are generally not refundable and may not be carried forward 
to the next tax year. Tax offsets generally cannot be used to reduce the Medicare 
levy payable. 

The tax offsets currently available include: 

• tax offsets for certain expenditure 

• a tax offset on the cost of private health insurance 

• a tax offset on net medical expenses over the threshold amount 

• low income tax offset (LITO) 

• senior Australians and pensioners tax offset (SAPTO) 

• tax offset applying to superannuation annuities and pensions 

• superannuation contributions made on behalf of a spouse 

• dependant tax offsets 

• zone or overseas forces tax offsets. 

© Kaplan Education Pty Ltd. All rights reserved. 
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Tax offsets are not deductions and most will not provide taxpayers a refund 
if they exceed the tax payable on their taxable income. However, there are 
exceptions (e.g. the private health insurance tax offset) where an excess 
is refunded. 

Net medical expenses tax offset 

Singles and couples/families with adjusted taxable income up to and including 
$84,000 and $168,000 respectively may be entitled to a 20% tax offset on 
net medical costs in excess of $2120 (indexed) incurred during a financial year. 
There is no upper limit on the amount of offset that can be claimed. 

From 1 July 2013, taxpayers who received the offset in their 2012/13 income tax 
assessment will continue to be eligible for the offset for the 2013/14 income year 
if they have eligible out-of-pocket medical expenses above the relevant claim 
threshold. Similarly, those who receive the tax offset in their 2013/14 income tax 
assessment will continue to be eligible for the offset in 2014/15. These changes 
will not apply to all taxpayers — the offset will continue to be available for 
taxpayers with out-of-pocket medical expenses relating to disability aids, 
attendant care or aged care expenses until 1 July 2019. 

Low income tax offset  

All resident taxpayers whose taxable income is below $66,667 are entitled to 
receive the LITO of up to $445 (for 2013/14). The tax offset is allowed only after a 
tax assessment has been issued and may not be used to reduce PAYG tax.  

A taxpayer whose taxable income is $37,000 or less is entitled to the full tax 
offset of $445. The LITO reduces by 1.5 cents for each dollar of taxable income 
over $37,000. No LITO is payable to taxpayers who earn over $66,667 
(refer to Table 2). 

Table 2 Low income tax offset (2013/14) 

Taxable income Tax offset payable 

$37,000 or less $445 

$37,001–$66,666 $445 – [(Taxable income – $37,000) x $0.015] 

$66,667 + Nil 

Source: ATO 2013b.  
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Sample case study 

Open the case study at Section 2: Data analysis. You will see a 
series of tables relating to quantitative information about the 

clients. 

Look at Table 2. Now that you have the clients’ taxable income, 
you can calculate if they are eligible for any LITO as per 

Table 2. 

Based on Table 2 and the clients’ taxable income, check that 
the amount of LITO is correct. 

You will next look at the Medicare levy to work out the total tax 
payable. 

Note: You can access this resource at KapLearn. 

Senior Australians and pensioners tax offset  

SAPTO reduces the amount of tax payable. To be eligible for SAPTO, a taxpayer 
must meet certain conditions relating to age, income and eligibility for an 
Australian Government social security payment.  

Eligibility 

To qualify for SAPTO, a taxpayer must not be in gaol and on at least one day 
during the financial year: 

• be eligible for a Veterans’ Affairs pension, allowance or benefit, other than 
children education scheme payments, and reached service pension age, or  

• qualified for an age pension.  

The rebatable income of the taxpayer for the financial year is per Table 3. 

Rebatable income includes:  

• taxable income 

• adjusted fringe benefits amount 

• total net investment loss 

• reportable superannuation contributions (including reportable 
employer superannuation contributions and deductible personal 
superannuation contributions). 

SAPTO payable =  Maximum SAPTO – [12.5%× (Taxable income – Shade-out threshold)] 
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Table 3 SAPTO thresholds (2013/14) 

Family situation Maximum offset 
payable 

Shade-out 
threshold* 

Cut-out 
threshold 

Single $2230 $32,279 $50,119 

Couples (each) $1602 $28,974 $41,790 

Couples separated due to illness (each) $2040 $31,279 $47,599 

Note: Offset reduces by 12.5 cents per dollar of rebate income in excess of the shade-out thresholds. 

Income includes taxable income, adjusted fringe benefits, total net investment losses and reportable 
superannuation contributions. 

Source: ATO 2013c.   

Any unused SAPTO amount can be transferred between members of a couple 
if both parties are eligible to claim the offset. The calculation of this transfer is 
complex and will normally be calculated by the ATO from information provided in 
the tax returns. The SAPTO can only reduce a taxpayer's tax liability and cannot 
be used to offset their Medicare levy or be refunded to them if not fully used. 

Example: Calculating SAPTO 

Owen, age 70, is single and does not receive the age pension. His taxable 
income is $35,000 for the 2013/14 financial year. His SAPTO will be 
calculated as follows: 

SAPTO = $2230 – [12.5% × (Taxable income – Tax-free threshold)] 

 = $2230 – [$0.125 × ($35,000 – $32,279)] 

 = $2230 – $340.125 

 = $1889.88 

3.7 Medicare levy 
As a contribution to the cost of Australia’s public health care system, the 
Commonwealth Government charges resident taxpayers a health care tax or 
levy, known as the ‘Medicare levy’. The amount of levy payable is based on the 
individual’s taxable income for the year. The current rate of the Medicare levy is 
1.5% of the taxpayer’s taxable income. 

The levy is not payable by: 

• non-residents 

• individuals earning $20,542 or less in 2013/14 

• sole parents and families earning less than $33,694 (increased for each 
dependent child or student as per Table 6 below), or 

• prescribed persons, as defined under the Medicare Levy Act 1986. 

The rate of Medicare levy payable shades in from nil to the maximum rate of 
1.5% according to the taxpayer’s income (refer to Table 4). From 1 July 2014 the 
rate will increase to 2%. 
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Table 4 Medicare levy rates for different incomes and circumstances (2013/14) 

 No levy Reduced levy rate Ordinary levy rate 

Taxpayer Lower threshold: 
income up to 

10% of the amount of 
income in the range: 

Upper threshold: 
1.5% of income,  
if income is over 

Individual $20,542 $20,543–$24,167 $24,167 

Couple $33,694 $33,694–$39,638 $39,638 

Individual SAPTO $32,279 $32,280–$37,975 $37,975 

Couple eligible for 
SAPTO 

$46,000 $46,001–$54,117 $54,117 

Add $3640 for each dependent child or student. 

Additional information about the Medicare levy is available on the Australian Taxation Office website.  

Source: Taxpayers Australia 2013. 

Example: Calculating the Medicare levy 

A resident taxpayer has a taxable income of $75,000 p.a. What amount of 
Medicare levy would the taxpayer pay? 

Medicare levy = Taxable income × Rate of Medicare levy 

 = $75,000 ×1.5% 

 = $1125 

Sample case study 

Open the case study at Section 2: Data analysis. You will see a 
series of tables relating to quantitative information about the 

clients. 

Look at Table 2. Now that you have the clients’ taxable income, 
you can calculate how much Medicare levy they have to pay. 

Based on Table 2 and the clients’ taxable income, check that 
the amount of Medicare levy is correct. 

You will next look at the Medicare levy surcharge to work out 
the total tax payable.  

Note: You can access this resource at KapLearn. 
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Medicare levy surcharge and private health insurance rebates 

Taxpayers who do not have eligible private patient hospital cover (i.e. health 
insurance) that will at least cover the fees and charges for a stay in hospital may 
be subject to an additional Medicare levy surcharge. 

Policies with ‘excess’ amounts of more than $500 for singles and $1000 for 
couples will be taken not to have private patient hospital cover and will therefore 
not be exempt from the surcharge. 

The additional levy is charged on the taxpayer’s ‘adjusted taxable income’, 
which includes: 

• taxable income 

• reportable fringe benefits (i.e. non-salary benefits provided by employers for 
their employees or employees’ associates) 

• reportable superannuation contributions 

• total net investment losses, less 

• any taxed element of a superannuation lump sum, other than a death benefit, 
received that does not exceed the taxpayer’s low-rate cap if the person is 
aged 55–59 years. 

The Medicare levy surcharge rates range from 0% to 1.5%. The rate payable 
depends on the taxpayer’s adjusted taxable income bracket for those taxpayers 
not holding appropriate health insurance. Table 5 shows the rate that applies to 
singles and families in each bracket. 

In addition, there is a private health insurance tax offset applicable to the holder 
of the private health insurance, which, from 1 July 2012, is now means tested 
against three income tier thresholds. The principle is that higher income earners 
receive less health insurance rebate or, if they do not have the required level of 
private hospital cover, the Medicare surcharge may increase. 

The rebate amounts and income tiering levels and their effects are shown 
in Table 5. 

Table 5 Medicare levy surcharge rates and health insurance rebates (2013/14) 

  Tier 1 Tier 2 Tier 3 

Singles $88,000 or less $88,001–$102,000 $102,001–
$136,000 

$136,001 or more 

Families $176,000 or less $176,001–$204,000 $204,001–
$272,000 

$272,001 or more 

Medicare levy surcharge 

Rates 0% 1% 1.25% 1.5% 

Rebate 

Aged under 65 30% 20% 10% 0% 

Aged 65–69 35% 25% 15% 0% 

Aged 70 or over 40% 30% 20% 0% 
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Prescribed persons (e.g. defence force members without dependants) are 
not liable for the Medicare levy surcharge. However, those with dependants 
who are not prescribed persons and who do not have private patient hospital 
insurance may be liable for the Medicare levy surcharge if their taxable income 
is above the threshold. 

Apply your knowledge 3: Calculate Medicare levy and Medicare levy 
surcharge payable 

Calculate the total Medicare levy and surcharge payable by Bill Jones, a 
single 35 year old, whose taxable income is $90,000 for the 2013/14 
financial year. 

a. If Bill does not have adequate private health insurance in place to meet 
the exemption from the Medicare levy surcharge. 

 

b. If he does have private health insurance to meet the exemption from the 
Medicare levy surcharge. 

 

c If he does have the required private medical insurance, what amount of 
rebate would he receive? 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 
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Apply your knowledge 4: Calculating personal income tax liability 

Freda’s income during the 2013/14 tax year was: 

• $57,000 in wages 

• $2420 in fully franked dividends. 

Freda, aged 47, has $2530 in allowable tax deductions and has appropriate 
private health (hospital) cover to meet the exemption from the Medicare 
levy surcharge. Calculate Freda’s total tax liability (including Medicare but 
excluding the health insurance rebate). 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 
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Sample case study 

Open the case study at Section 2: Data analysis. You will see a 
series of tables relating to quantitative information about the 

clients. 

Look at Table 2. In order to calculate the Medicare levy 
surcharge you need to look at the clients’ taxable income and 

their private health cover. 

Look back at the section ‘First meeting’ under the ‘Insurance’ 
section and check whether the clients have private health 

insurance. 

Based on Table 2, the clients’ taxable income and health cover, 
check that the amount of Medicare levy surcharge is correct. 

You can now work out the total tax payable. 

Note: You can access this resource at KapLearn. 

3.8 Taxation of income derived by minors 
Unearned income of resident minors is subject to prescribed tax rates. A resident 
minor is a person under the age of 18 who lives in Australia. Prescribed tax rates 
apply in calculating the tax on ‘unearned income’ (e.g. interest, dividends) 
derived by a minor at the end of the income year. This is to discourage adults 
from diverting income to children in an attempt to avoid paying tax. Refer to  
Table 6 for the tax rates of unearned income by resident minors. 

Table 6 Taxation of unearned income by resident minors (2013/14) 

Unearned income Prescribed tax rates 

$0 – $416 Nil 

$417– $1307 66% of each dollar over $416 

Over $1307 45% flat rate of all unearned income 

In general, minors are unable to access LITO on unearned income. Minors who 
are disabled, orphaned or engaged in a full-time occupation at the end of the 
income year may be able to use the LITO to reduce tax payable on their earned 
income, such as salary and wages. LITO can also be applied to income earned 
by minors from the investment of any property transferred to them as a result of 
compensation payments, inheritances or marriage breakdown.  

For earned income, normal adult tax rates apply. 
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There are some slightly more complex rules for savings accounts opened by 
parents for their children. The ATO considers the source of the funds, the use of 
the funds and the access to the funds to decide if the interest earned on the 
account will be taxed in the hands of the parent or the child. 

Example: Taxation of minors 

Max is age 10. His father, Ray, opened a term deposit in Max’s name  
with funds that were a gift from Max’s grandmother. It earned $4000 
interest for the year. The income is over $1307 and so 45% tax is  
applied to all of the income:  

45% × $4000 = $1800 

4 Other taxes 

4.1 Capital gains tax  
A capital gain is the increase in the market value of an asset compared to its 
cost. If the cost of an asset was less than its value upon disposal, the investor 
will have incurred a capital gain. If the cost of an asset was more than its value 
upon disposal, the investor will have incurred a capital loss. Capital gains are 
generally not taxable until the underlying asset is disposed of (e.g. sold) and the 
gain is realised. 

Who pays CGT? 

Residents of Australia are liable for CGT on the disposal of assets wherever they 
are situated, subject to relief from double taxation if the gain is derived in another 
country and is taxed there. Non-residents are also liable for CGT on the disposal 
of assets with a necessary connection with Australia (e.g. land and 
improvements), shares in a private company or more than 10% of shares in a 
listed company. 

Capital gains are included in a taxpayer’s assessable income as statutory income 
and the taxpayer pays their normal rate of income tax on the total of their 
assessable income. Individuals and organisations that are currently exempt from 
tax on income that they have derived are also exempt from CGT. 

Capital losses can only be offset against capital gains, and not against any other 
income, but can be carried forward indefinitely, or until death if the taxpayer is an 
individual, until they are recovered by capital gains in subsequent years. 
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Which assets are subject to CGT? 

A CGT asset is defined as ‘any kind of property, or a legal or equitable right that is 
not property’. It therefore includes tangible and intangible property. 

Examples include: 

• land and buildings 

• shares in companies and units in unit trusts 

• options 

• debts owed to a taxpayer 

• a right to enforce a contractual obligation 

• foreign currency. 

A capital loss or gain generally arises upon the disposal of a CGT asset 
acquired on or after 20 September 1985 CGT-exempt assets 

Profits and losses on the sale of assets purchased before 20 September 1985 
are generally disregarded in calculating the net capital gains for the income year, 
unless a change of beneficial ownership of the asset has occurred on or after 
20 September 1985. 

Any capital gains or losses made on the following assets are also disregarded 
when calculating the net capital gain for the income year: 

• the taxpayer’s main residence and enclosed area immediately surrounding a 
house or dwelling, usually two hectares. However, some uses of the property, 
such as to produce assessable income, may impact on the CGT status of a 
main residence. 

• a personal-use asset purchased for $10,000 or less 

• motor vehicles designed to carry less than one tonne or fewer than  
nine passengers 

• a collectible acquired for $500 or less 

• a decoration awarded for valour or brave conduct unless purchased  
by the taxpayer 

• proceeds from superannuation and life insurance policies except where the 
taxpayer is not the original beneficial owner and acquired the right to the 
proceeds for an amount of money or other consideration 

• betting and other gambling wins. 

Note: Subsequent disposal of an asset that was won as a prize (e.g. a house on 
the Gold Coast) may be regarded as a CGT event if it has not been used to 
generate investment income. 
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Calculating capital gains and losses for individuals 

The capital gain or loss generated by an asset is determined by deducting the 
cost base from the sale proceeds. A capital gain occurs for an asset if the capital 
proceeds are more than the asset’s cost base. A capital loss occurs for an asset 
if the capital proceeds are less than the asset’s reduced cost base. 

The cost base of an asset is generally regarded to be capital expenditure 
associated with the acquisition, improvement and disposal of an asset. Costs of 
acquisition and disposal, such as legal fees, stamp duty, agents’ commissions 
and in some cases certain valuation costs, will form part of an asset’s cost base. 
These costs are not deductible against assessable income. Deductible expenses, 
such as repairs of a revenue nature and interest payments, do not form part of an 
asset’s cost base. 

Apply your knowledge 5: Calculating cost base 

Harriet bought 1200 shares at $3.57 each. The transaction costs were 
$110. She sold the shares two years later for $5 each. The transaction 
costs on sale were $155. What is the asset’s cost base? 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

There are three methods that are used to calculate a capital gain: 

1. Indexation method 

2. Discount method  

3. ‘Other’ method. 

Indexation method 

A taxpayer may elect to use the indexation method where they acquired assets 
on or after 20 September 1985 and before 21 September 1999.  

The indexed cost base is determined by multiplying the cost base by the relevant 
‘indexation factor’, which is calculated to three decimal places using this formula: 

Indexation factor = Index number for quarter when CGT event happened* 
                       ÷ Index number for quarter when cost base was established 

* The relevant quarter for sales after 20 September 1999 is the September 1999 quarter.  
The index number for this quarter is 123.4. 
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Table 7 CPI Factors from 30 September 1985 – 30 September 1999 

Quarter Ending 

Year 31 March 30 June 30 September 31 December 

1999 121.8 122.3 123.4 n.a. 

1998 120.3 121.0 121.3 121.9 

1997 120.5 120.2 119.7 120.0 

1996 119.0 119.8 120.1 120.3 

1995 114.7 116.2 117.6 118.5 

1994 110.4 111.2 111.9 112.8 

1993 108.9 109.3 109.8 110.0 

1992 107.6 107.3 107.4 107.9 

1991 105.8 106.0 106.6 107.6 

1990 100.9 102.5 103.3 106.0 

1989 92.9 95.2 97.4 99.2 

1988 87.0 88.5 90.2 92.0 

1987 81.4 82.6 84.0 85.5 

1986 74.4 75.6 77.6 79.8 

1985 n.a. n.a. 71.3 72.7 

Example: Calculating indexed cost base 

Julia acquired a CGT asset on 25 September 1986 for $120,000 cost base. 
She sold the asset on 20 November 2013 for $250,000 and has elected to 
use the indexation method. The index number for the relevant quarter when 
the cost base was established is 77.6. 

Indexation factor 123.4 / 77.6 = 1.59
 

Indexed cost base $120,000 × 1.59 = $190,800 

Capital gain $250,000 – $190,800 = $59,200 

Note: From 21 September 1999, the CPI index is frozen at 123.4 as at 30 September 1999 for the 
purposes of calculating CGT under the indexation method, regardless of when the asset is actually sold. 
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Apply your knowledge 6: Calculate the indexed cost base 

A CGT asset was bought on 14 May 1986 for $100,000. The indexation factor 
for the second quarter of 1986 is 75.6. It was sold on 20 November 2013 for 
$175,000. Calculate the indexed cost base and the resultant capital gain. 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

The discount method 

The discount method can be used by resident individuals who are entitled to a 
50% discount, and by superannuation funds that are entitled to a 33.33% 
discount. Assets must have been held for at least 12 months. 

Example: Calculating CGT 

Chen purchases a CGT asset on 1 December 2005 and sells it on 
1 June 2013. The gain is $200,000; however only $100,000 is included in 
his assessable income. If Chen was on an effective top rate of income tax 
of 46.5%, this effective rate of tax on the total capital gain would be 23.25% 
(half of 45% plus Medicare levy of 1.5%). 

Apply your knowledge 7: Calculate the discounted capital gain 

Heather bought a CGT asset on 5 September 2001 for $150,000. It was 
sold on 3 October 2013 for $175,000. Calculate the entire and discounted 
capital gain. 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

DFP1B-1v2.1.1_T3 



 Topic 3: The Australian taxation and social security systems 29 

 

 3 

The ‘other’ method 

This is the only method that can be used to calculate a capital loss. It is also the 
only method that can be used where the asset is held for less than 12 months. 
Under the ‘other’ method, the entire amount of any capital gain must be included 
in assessable income without access to any reduction under either the discount 
method or indexation method. 

Capital losses 

Determining whether a capital loss has occurred requires the use of a reduced 
cost base. In essence, the definition of reduced cost base is similar to the 
definition of cost base with one important difference — no element included in the 
reduced cost base is indexed. 

Example: Calculating capital loss 

Maria acquired a new income-producing asset on 15 May 1997 for 
$150,000. She sold it for $130,000 in June 2013. The capital loss Maria 
incurred is as follows: 

Cost base $150,000 

Reduced cost base $150,000 

Less capital proceeds $130,000 

Capital loss $20,000 

Maria can use this capital loss to offset any other capital gain she has 
made in the relevant financial year. Capital losses must be applied to the 
full amount of a capital gain before applying the CGT discount method. 
If she has no other capital gains, she can carry these capital losses forward 
to future tax years to offset against a future (realised) capital gain. 

Impact of CGT on investment decisions 

Certain assets are exempt from CGT, even if they were acquired after 19 
September 1985. Some of these exempted assets, such as the taxpayer’s sole or 
principal residence or the winnings from betting or other forms of gambling, have 
an important impact on investment decisions because they reduce the relative 
attractiveness of alternatives to these forms of financial activity. 

The CGT provisions are summarised in Table 8. 
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Table 8 Summary of CGT provisions 

Date of acquisition of asset Period of time asset 
held for 

How capital gain is calculated 

Before 20 September 1985 Any length of time Generally no CGT payable 

Between 20 September 1985 
and 20 September 1999 

Disposed of on or after 
21 September 1999 

Sale proceeds determined using the 
indexation method or discount method. 
= Sale proceeds – Indexed cost base 
or 
= 50% × [Sale proceeds – Cost base  
(not indexed)] 

On or after 21 September 1999 Less than 12 months The whole of the gain must be included as 
assessable income for taxation purposes. 
= Sale proceeds – Indexed cost base 

12 months or more Sale proceeds determined using the discount 
method 
= 50% × [Sale proceeds – Cost base (not 
indexed)] 

4.2 Fringe benefits tax  
FBT is payable by employers on non-salary benefits they provide to their 
employees and their employees’ associates in place of, or in addition to, salary or 
wages. 

A fringe benefit includes any right, privilege, service or facility provided directly or 
indirectly as the result of an employment arrangement. Examples may include 
giving someone ownership of an item such as a uniform, providing someone with 
use of an item such as a car or house, or permitting somebody to enjoy a 
privilege or facility such as a cheap loan. 

Some benefits are FBT-free and are often used in remuneration packaging 
(discussed in the following section). These include: 

• superannuation contributions 

• laptop computer, calculator, printer 

• mobile phone, briefcase, electronic diary, personal digital assistant 

• disability and income protection insurance premiums 

• airline lounge membership fees 

• self-education expenses 

• employer-funded childcare fees. 

Benefits arising from employee share acquisition schemes and payments made 
on termination of employment are also FBT-free. They do, however, have specific 
income tax rules. 

FBT is assessed on the value of the fringe benefits at a rate of 46.5%. 
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Employers are required to separately identify the proportion of taxable fringe 
benefits relating to each employee. Where the total value of an employee’s 
taxable fringe benefits exceeds $2000, the employer will be required to  
gross up this amount by multiplying the taxable value of the fringe benefit by a 
gross-up factor. 

This factor is calculated using the formula: 

Gross-up factor = 1 ÷ (1 – FBT rate) 

 = 1 ÷ (1 – 0.465) 

 = 1.8692 

The grossed-up amount, referred to as the ‘reportable fringe benefits amount’, 
must be reported on the employee’s PAYG payment summary. 

Reportable fringe benefits amounts are used in the calculation of a number of 
income-tested tax benefits, including: 

• deductions for personal superannuation contributions 

• superannuation co-contributions 

• tax offsets for contributions to spouse’s superannuation 

• Medicare levy surcharge 

• Higher Education Loan Programme (HELP) (formerly known as ‘HECS’) 

• child support obligations 

• entitlement to certain income-tested government benefits. 

The overall effect of FBT from a tax perspective has been to make it largely 
irrelevant whether the employee takes remuneration ‘in cash or kind’ unless the 
employer is willing to absorb the cost of paying FBT. 

Resource 1 — FBT and salary packaging (Ontrack) 

This article provides more detail regarding the FBT treatment of benefits 
and the impact of salary-sacrificing arrangements. 

Note: You can access this resource at KapLearn.  

4.3 Goods and services tax  
On 1 July 2000, the Commonwealth Government introduced the GST, 
which replaced the state-levied wholesale sales taxes and other taxes. 
The Commonwealth distributes this GST revenue among the states and 
territories in accordance with arrangements between the Commonwealth and the 
states and territories. The GST revenue grants are freely available for use by the 
states and territories for any purpose. 

The GST is an indirect, multistage tax collected at all stages of production and 
distribution in the supply of both goods and services. This means that GST is 
levied on the end consumer but is collected by businesses on behalf of the 
government. 
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The GST rate is 10% and applies to most goods and services. There are, 
however, some goods and services that are GST-free. They are known as  
‘GST-free supplies’. Taxes and charges imposed at all levels of government 
do not attract GST. 

4.4 Business taxation 
Businesses and individuals who earn income from business activities have 
taxation obligations. These obligations apply to sole traders, partnerships, trusts 
and companies. Income may be earned through business activities by those 
who also work as employees. For example, a person who works part-time as an 
employee and undertakes consulting services as a partner in a business. 

If a taxpayer is a contractor or consultant and earns personal services income, 
special tax rules may affect which amounts are included in their assessable 
income and which tax deductions may be claimed. Personal services income 
rules can apply to sole traders, partnerships, companies or trusts. 

Personal services income is income that is mainly a reward for, or the result of, 
a taxpayer’s personal efforts or skills. 

Examples of personal services income include income: 

• earned by consultants from exercising personal expertise 

• of a professional practitioner in sole practice 

• payable under a contract that is wholly or principally for the labour or services 
of a person 

• derived by a professional sportsperson or entertainer 

• derived from the exercise of professional skills. 

Personal services income does not include income that is mainly: 

• for supplying or selling goods 

• for granting a right to use property 

• generated by an income-producing asset, such as income derived from the 
use of a truck generated by a business structure. 

Depending on the structure of the business and its turnover, a business could 
have one or more of the following taxation obligations: 

• Registration of a tax file number (TFN) 

• Registration of an Australian Business Number (ABN) or Australian Company 
Number (ACN) 

• Registration for and submission of GST 

• PAYG withholding 

• FBT if fringe benefits are provided to employees 

• wine equalisation tax for wine manufacturers, wholesalers or importers 

• luxury car tax, for retailers, wholesalers or manufacturers of luxury cars 

• fuel tax credits, if eligible fuel is used in the business. 
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Examples of business structures are set out in Table 9 and Table 10. 

Example 

Table 9  Business taxation obligations 1 

Alex — All Electrical 
Alex starts his own business as an electrician. He does repairs on-site or at his workshop 
Structure: Sole trader 
Expected turnover: $40,000 
Staff: Works alone 

Business registrations for All Electrical: 

 TFN 
Alex doesn’t need a separate TFN because, as a sole trader, he 
uses his individual TFN. 

 ABN 
Alex needs an ABN because he is going to register for GST and 
needs to quote an ABN when dealing with other businesses. 

 GST 
Alex doesn’t have to register for GST because his expected 
annual GST turnover is less than $75,000, but he prefers to 
charge GST and claim GST credits. 

 PAYG withholding 
Alex plans to work alone with no employees. He can register 
later if he needs to, for example, withhold from a supplier that 
doesn’t quote an ABN. 

 FBT Alex has no employees 

Source: ATO 2011.  
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Example 

Table 10  Business taxation obligations 2 

Renee — Renee Fashions Pty Ltd 
Renee starts her own clothing shop, Renee Fashions. At the same time she creates a company, 
Renee Fashions Pty Ltd, through which she runs the business. 
Structure: Company 
Expected turnover: $190,000 
Staff: Three including Renee 

Business registrations for All Electrical: 

 TFN The company needs a separate TFN 

 ACN The company needs an ACN 

 ABN The company needs to apply for an ABN as it must register for GST 

 GST 
Renee Fashions Pty Ltd must register for GST because its 
expected annual GST turnover is more than $75,000 

 PAYG withholding 
As an employer, Renee Fashions Pty Ltd needs to register for 
PAYG withholding 

 FBT 
Renee plans to have private use of a company car, which is a 
fringe benefit. 

Source: ATO 2011. 

Resource 2 — ATO’s Tax Basics for Small Business 

This publication provides comprehensive information on the tax obligations 
of small business. It is available for download from the ATO website 
<www.ato.gov.au>  Businesses  Print publications  Running your 
business  Tax basics for small business (viewed 3 December 2013). 
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5 Taxation strategies 

5.1 Remuneration packaging 
Clients who are PAYG employees can benefit from remuneration packaging, 
which reduces their assessable income. This is sometimes referred to as a 
‘salary sacrifice’. 

Using a salary sacrifice arrangement, the employee agrees to forgo part of the 
remuneration they are due to receive as salary or wages, in return for the 
employer providing them with a benefit. Such arrangements are normally 
stipulated in the employee’s contract of employment. 

By utilising a salary sacrifice arrangement, an employee effectively pays for the 
benefit in pre-tax dollars. Thus, their assessable income is reduced by the 
amount of the sacrifice, which is a particularly effective strategy for individuals 
paying tax at the highest marginal rate. 

It is common to include items that are FBT-free in salary packages. 

Example: Salary packaging 

Ian is single, age 36, with private health insurance and had a gross salary 
package of $90,000 in the 2013/14 financial year, with an employer 
superannuation contribution of $8325. He negotiated a salary sacrifice 
arrangement with his employer that allowed him to make an additional 
$15,000 in superannuation contributions and sacrifice the cost of a new 
laptop computer valued at $4000. He has no other income and no tax-
deductible expenses. 

Table 11  Ian’s salary package, without and with packaging 

 Without packaging With packaging 

Total gross remuneration $90,000 $90,000 

Less compulsory 9.25% employer superannuation $8325 $8325 

Less salary sacrifice superannuation  $15,000 

Less cost of laptop  $4,000 

Taxable income (also equal to gross salary and 
assessable income in this example) 

$81,675 $62,675 

Income tax $18,167  $11,916 

LITO $0  $49  

1.5% Medicare levy $1,225  $940 

Tax payable $19,392  $12,856  

Net salary $62,283  $49,819  

Less non-concessional superannuation contribution* $15,000 NA 

Less post-tax laptop purchase $4,000 NA 

Net salary package $43,283 $49,819 

* The amount Ian would need to use to have the same benefit as he did through salary sacrifice, 
ignoring any tax payable from the contribution by his superannuation fund. 
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Generally, the amount of salary and wages that an employee can salary sacrifice 
may be limited under relevant industrial law, awards, workplace agreements or 
contracts, and an employee usually cannot enter into a salary sacrifice 
arrangement that reduces the employee’s salary and wages below that relevant 
industrial agreement. 

As a salary sacrifice contribution to superannuation is considered an employer 
contribution, the employee should confirm with their employer that this amount 
will not be used by the employer to meet the employer’s superannuation 
guarantee (SG) requirements. In addition, the employee should ensure that any 
amounts that they sacrifice will not result in their overall employer contribution 
decreasing from the pre-salary sacrifice amounts due to a reduction in the salary 
used to calculate the employer’s SG obligation. 

Unlike SG and superannuation contributions made via payroll deduction, there is 
no legislative requirement for when an employer actually has to pay the salary-
sacrificed contributions to a superannuation fund. This is because a salary 
sacrifice arrangement is a contractual arrangement between the employer and 
the employee. Therefore the timing of the salary sacrifice arrangement should be 
included in the salary sacrifice agreement. 

Further, an employee should also enquire with their employer if a salary sacrifice 
arrangement affects other employee benefits or entitlements that may use a  
post-salary sacrifice arrangement salary and wages as a measure, such as 
unused annual and long-service leave, ETPs, group life insurance policies. 
This may be important, especially where the employee may be close to receiving 
benefits, such as approaching retirement or if a redundancy and retrenchment is 
imminent. If the employer uses the post-salary sacrifice arrangement to 
determine the employee’s termination benefits, then it may be beneficial for the 
employee to end the salary sacrifice arrangement to maximise their termination 
benefits. 

Remuneration packaging can be complex and is closely linked to FBT 
considerations for both employers and employees. It is important for employers 
and employees that all the terms and conditions of their salary sacrifice 
arrangements are fully and clearly documented. 

5.2 Income deferral 
Income deferral incorporates the dual aspects of: 

• accelerating the claim of allowable deductions in the current tax year 

• reducing a client’s tax liability in the current year by deferring income until a 
future tax year. 

For example, the taxpayer may choose to sell assets that result in a capital loss 
prior to 30 June, assuming there is some existing capital gain against which they 
can be offset. Conversely, the taxpayer may choose to delay the sale of assets 
resulting in a capital gain until after June 30. 

Obviously, tax deferral is only a temporary measure if a taxpayer’s marginal tax 
rate (MTR) is expected to remain static. However, where a client’s MTR is 
expected to decrease, a permanent advantage can be achieved by: 

• accelerating deductions that will impact on the client’s resultant taxable income 

• deferring expected income that will be subject to a lower MTR in the future. 
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5.3 Tax evasion 
As covered in Topic 1, financial planners are subject to strict regulations requiring 
them to have reasonable grounds for making recommendations to their clients, 
namely the ‘best interests duty’. Financial planners are also prohibited from 
engaging in unconscionable, misleading or deceptive conduct. In addition to this, 
they are subject to common-law principles that formalise the duty of care they 
owe to their clients. 

While these considerations are important in all areas of financial planning, 
they have particular relevance to taxation planning. It is important to distinguish 
between tax evasion and tax minimisation. Tax evasion generally involves the 
concealment or the falsification of various facts to evade paying tax. Tax evasion 
is a crime. However, minimising your tax liability is legal. 

The taxation laws are littered with anti-avoidance provisions that are specifically 
designed to counter identified arrangements that minimise tax payable by 
participants. The ATO also has general anti-avoidance powers to counter 
schemes that have been devised for the sole or dominant purpose of minimising 
any tax payable. 

Sometimes a client may have a hidden agenda or unethical objectives when 
requesting the tax planning services of a financial planner. In such instances, 
the financial planner would be well advised to refer to their industry code of 
practice. 

For example, the Financial Planning Association’s Code of Professional Practice 
advises members to: 

• endeavour to provide objective advice 

• endeavour, as professionals, to place the public interest above their own 

• obey all laws and regulations, and avoid any conduct or activity that would 
cause unlawful harm to others. 
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6 The Australian social security system 
In addition to employing taxes to influence the level of activity in the Australian 
economy, the Commonwealth Government also uses the social security system 
to achieve social and fiscal policy outcomes. 

Social security benefits are provided to Australian residents with the primary aim 
of helping them maintain a certain standard of living. While social security 
considerations at retirement are commonly the focus of financial planning 
strategies, there are a range of benefits to which a client may be entitled during 
their lifetime. Financial planners need to take these into account when working 
with clients. 

The system of social security benefits in Australia is complex and generally 
poorly understood. The rules and regulations cover a wide variety of benefits and 
payments, and are constantly changing based on government legislation and 
administrative decision making. There are two main government departments 
that administer the law in relation to social security benefits: 

• the Department of Veterans’ Affairs (DVA), which derives its authority from the 
Veterans Entitlement Act 1986 (Cth) 

• the Department of Families, Housing, Communities and Indigenous  
Affairs (FaHCSIA). 

The administration of FaHCSIA benefit payments is conducted primarily through 
the agency known as Centrelink, which is part of the Department of Human 
Services. Financial planners should be familiar with the Department’s website 
<www.humanservices.gov.au> that provides details and eligibility criteria of the 
various pensions, allowances and benefits available to people at different stages 
of life, including retirement. The Guide to Australian Government Payments is 
particularly useful. 

The types of benefits, payments and allowances that may be payable to clients 
throughout their lives include: 

• age pension 

• service pension 

• Newstart allowance (NSA) 

• Family Tax Benefit (Parts A and B) 

• child care benefit 

• baby bonus 

• carer allowance 

• Austudy 

• various concession cards 

• the Commonwealth Seniors Health Card 

• rent assistance 

• pharmaceutical allowance. 
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6.1 Age pension 
The age pension is a safety net for those not able to fully provide for themselves 
in their retirement. It is often considerably less than an individual may be 
accustomed to living on throughout their working years. A planner can  
optimise social security benefits for their clients with proper planning and 
appropriate strategies.  

Eligibility 

To qualify for the receipt of the age pension, an individual must satisfy: 

• Australian residency requirements 

• age requirements – currently 65 years or older for a male or based on a sliding 
scale for a female (see below) 

• means-testing requirements (permanently blind pensioners are exempt). 

The pension eligibility age for women is currently being raised to age 65, in line 
with that for men. The change is being phased in over an extended period and by 
2014, women born on or after 1 January 1949 will only be eligible for the age 
pension when they reach the age of 65. 

The age-pension age is also being raised to 67 for both men and women. 
Applying to new pensioners from 2017, the qualifying age for the age pension will 
increase by six months every two years until 1 July 2023 when the qualifying age 
will be 67. The reform affects those 57 years of age or younger on 1 July 2009. 

6.2 Service pension 
A service pension, administered by the DVA, provides a regular income to 
veterans with limited means and may be paid on the grounds of either age or 
invalidity. Service pensions are similar to age pensions paid by FaHCSIA. 
However, the age criteria are 60 years for a male, and based on a sliding scale 
relating to date of birth for a female starting from age 55 but increasing 
progressively to 60. A service pension cannot be granted in addition to an age or 
invalidity service pension. 

The rates of payment for the service pension are the same as for the age 
pension. The income and assets tests applied to the service pension are also 
applied in the same way to payments made for the age pension. 

Eligibility 

To be eligible for the service pension, veterans must: 

• satisfy residency requirements 

• have qualifying service (i.e. served in operations against the enemy while in 
danger from hostile forces) 

• be of service-pension age or permanently blind or permanently unable to work 
(granted on the basis of invalidity). 
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Most service pensions are considered income for taxation purposes and are 
therefore taxable. However, a service pension granted on the grounds of 
invalidity is not a taxable pension until the person reaches service-pension age. 

6.3 Pension payment rates 
The age and service pension payment rates that are paid to a person or member 
of a couple vary depending on: 

• relationship status (i.e. single or member of a couple) 

• income levels 

• asset levels. 

In cases of a de facto relationship, the couple rate is payable unless the claimant 
can prove that they are a single person and should be treated as one for the 
purposes of receiving the pension or benefit. 

In assessing the rate of pension to be paid under pensioner couple provisions, 
all income received and assets held are aggregated for means-testing purposes. 

The single pension base rate is maintained by a combination of indexation by the 
CPI (Consumer Price Index) or PBLCI (Pensioner and Beneficiary Living Cost 
Index), and benchmarking to 27.7% of male total average weekly earnings 
(MTAWE) as calculated by the Australian Bureau of Statistics. Most benefits are 
reviewed twice yearly in March and September (Table 12). 

Table 12 Maximum pension rates at 20 March 2014 

Status Maximum pension rate per 
fortnight* 

Maximum transitional pension 
per fortnight** 

Single or partnered separated 
by illness 

$842.80  $713.70 

Couple (each) $635.30 (each)  $575.60 (each) 

*  Rates include the pensioner supplement of $62.90 p.f. singles and $47.40 p.f. couple (each) as well as 
clean energy supplement of $13.90 p.f. singles and $10.50 p.f. couple. 

** Pensioners who were adversely affected by changes to the means testing in 2009 will keep receiving the 
transitional rate while it is more than the current rate. As soon as the current rate is the same or more than 
their transitional rate, they will be paid under the current means test. 

If a couple is separated because of illness, they may both receive the single 
pension rate. However, the combined income and assets of the couple will still be 
used to assess the actual amount received. 

Age pension payments are made fortnightly into the recipient’s bank or 
other nominated account. The age pension is taxable. Most benefits are reviewed 
twice yearly and rates are usually indexed by CPI twice a year in  
March and September. 
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6.4 Means testing for the age and service pension 
Eligibility for receipt of most social security benefits is assessed according to both 
an income and assets test. For the age and service pension, the test that 
provides the lowest rate of pension payments is applied to determine an 
individual’s eligibility to receive pension payments. 

The assets test 

For social security purposes, separate assets test limits apply to single and 
married pensioners according to whether they are homeowners or 
non-homeowners. A pension is payable if the value of assets falls within the 
thresholds listed below. 

For each category, the assets test lower threshold is indexed annually and the upper 
threshold three times a year. For more details, go the Department of Human Services 
website <www.humanservices.gov.au>. 

Table 13 Assets test thresholds from 20 March 2014 

Family situation For homeowners For non-homeowners 

Regular pensioner* Full pension 
(maximum 
payment 
threshold) 

Part-pension  
up to: 

Full pension 
(maximum 
payment 
threshold) 

Part-pension  
up to: 

Single $196,750 $758,750 $339,250 $901,250 

Couple (combined) $279,000 $1,126,500 $421,500 $1,269,000 

Illness separated (couple 
combined) 

$279,000 $1,403,000 $421,500 $1,545,500 

One partner eligible 
(combined assets) 

$279,000 $1,126,500 $421,500 $1,269,000 

* Transitional pensioners have different limits. See <www.humanservices.gov.au> for applicable amounts. 

A single pensioner’s payment is reduced by $1.50 per fortnight for every 
additional $1000 of assessable assets above the maximum payment threshold. 

The pension entitlement is calculated as: 

Single pension = Maximum pension rate – 1.5 × (Assets – Maximum payment threshold) ÷ 1000 

For couples, each pensioner’s payment is reduced by $0.75 each per fortnight for 
every additional $1000 of assessable assets in excess of the maximum payment 
threshold. The pension entitlement is calculated as: 

Couple pension (each) = Maximum pension rate – 0.75 × (Assets – Maximum payment threshold) ÷ $1000 

© Kaplan Education Pty Ltd. All rights reserved. 

http://www.humanservices.gov.au/


42 Foundations of Financial Planning Part B: Financial Planning 

Which assets are counted under the assets test? 

Assessable assets include: 

• cash and money in bank, building society or credit union accounts 
(including interest-free accounts), interest-bearing deposits, fixed deposits, 
bonds, debentures, shares, property trusts, friendly society bonds and other  
managed investments 

• value of real estate other than principal home (see below; includes  
holiday homes) 

• value of businesses and farms, including goodwill 

• surrender value of life insurance policies 

• amounts disposed of without adequate financial return (above certain 
amounts), known as ‘deprived assets’ 

• value of gifts above certain amounts (i.e. $10,000 in any one financial year, 
or up to $30,000 in any rolling five-year period) 

• value of loans (including interest-free loans) to family trusts, members of the 
family, organisations, etc. 

• motor vehicles, boats and caravans not used as homes 

• household contents and personal effects 

• collections for trading, investment or hobby purposes 

• disposable, immediate or presently payable annuities 

• amounts in superannuation and rollover funds etc. where the person owning 
the assets is over age-pension age 

• amounts in asset-tested retirement income stream products, including certain 
superannuation income streams. 

Which assets are not counted under the assets test? 

Exempt assets, disregarded in pension and allowance assessment include: 

• principal home and curtilage (i.e. land around the house used for private 
purposes) not exceeding two hectares 

• life interests not created by the pensioner, beneficiary or their partner 

• ‘granny flat’ interest if the amount paid is above the difference between the 
homeowner and non-homeowner allowable assets levels 

• Victorian Ministry for Housing — moveable unit 

• value of any right or interest in a sale/lease-back home if the deferred payment 
amount under the contract is more than the difference between the 
homeowner and non-homeowner allowable assets levels 

• reversionary, remainder and contingent interest not created by the person 
receiving a pension or allowance 

• interest in an estate not received or not able to be received 
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• medal or decoration for valour not held for investment or hobby purposes 

• amount paid in advance for funeral expenses or a cemetery plot 

• aids for disabled people 

• cemetery plot or prepaid funeral expenses 

• up to two funeral investments/bonds that cost no more than $11,500 (2012/13) 
in total 

• gift cars provided by DVA 

• the proceeds from the sale of a previous home that will be applied within 
12 months of the purchase of another home 

• amounts in superannuation funds, approved deposit funds and deferred 
annuities where the person owning the investment is below the pension age 
and the superannuation interest is not paying an income stream 

• complying pensions or annuities. These are 100% asset test-exempt if 
purchased prior to 20 September 2004 and 50% asset test-exempt if 
purchased from 20 September 2004 and before 20 September 2007. 

How assets are valued? 

The value of an asset is taken to be the net market value, i.e. the amount of 
money a person would receive if the asset was sold now less any debts in 
respect of it. 

Asset value of managed investments 

The assessed asset value of all managed investments is always the current net 
value of the investment: 

• for account-based products, where interest is periodically added to the 
investor’s account, this is the actual account balance 

• for unit-linked products, the assessed value is the product of the number of 
units multiplied by the unit redemption price. 
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Example: Age pension assets test 

Paul and Kate are homeowners applying for an age pension with 
assessable assets of $300,000 on 1 April  2014. Their pension entitlement 
under the assets test is as follows: 

Step 1 Determine the maximum pension payable: 
$635.30 × 2 = $1270.60 p.f. combined 

Step 2 Determine the rounded assessable asset amount: 
$300,000 

Step 3 Determine excess assets: 
$300,000 – $279,000 = $21,000 

Step 4 Determine the assets test reduction: 

$21,000 × $ .
,
1 50

1 000
 =  $31.50 p.f. 

Step 5 Determine the pension rate under the assets test: 
$1270.60 – $31.50 = $1239.10 p.f. combined 

The pension supplement and the clean energy supplement are  included in 
the amounts shown in the pension rates in Table 12. 

Apply your knowledge 8: Assessable assets 

Classify these assets according to whether they are assessable under the 
assets test or are exempt for someone of age-pension age. 

Asset Assessable / exempt? 

Value of a cemetery plot  

Investment property  

Value of a prepaid funeral  

Term deposits  

Medal of honour  

Household contents  

Balance of bank accounts  

Proceeds from sale of home that will be used to purchase a 
new home within 12 months 

 

Principal place of residence  

Shares  

Car  

Aids for disabled  

Accumulated superannuation benefits  
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Asset Assessable / exempt? 

Units in managed fund  

Life interest in real estate  

Accommodation bonds  

Boat  

Clothing  

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 

Gifting of assets 

Gifting refers to the disposal or transfer of assets or income for less than their fair 
market value. Gifting may be a sale or transfer of ownership to another individual 
(including family members), or to a company or trust. 

While an individual may choose to gift as much money and/or assets as desired, 
the value of the gift(s) may still be included in the social security means-testing 
process unless it occurs five years before applying for the pension. 

The annual allowable gifting limit is $10,000 for either a single person or a 
couple. Any amounts gifted over $10,000 are assessed for five years as a 
financial investment and deemed to earn income at the current deeming rate. 
There is also an additional constraint where gifts are limited to a total of $30,000 
over a rolling five-year period. Gifts above these amounts are known as ‘deprived 
assets’. 

Gifting: Disposal of assets or income for less than market value. Amounts 
>$10,000 p.a. or >$30,000 over any rolling five-year period will be subject to 
deeming provisions. 

Example: Deprivation rules and gifting 

If an age pensioner, Mary, gifts $10,000 in each of 2009, 2010 and 2011 
financial years, she will be unable to gift any more until 2014 without 
deprivation rules applying. This is because she has reached her gifting limit 
of $30,000 under the rolling five-year test. 

The income test 

All pensions, allowances and Austudy payments are assessed under the  
same assets test. However, there are different income tests for pensions  
and allowances. 

Under the income test for pensions, assessable income is income that is used to 
calculate the rate of payment a client may receive. Centrelink defines ‘income’ to 
mean an ‘income amount’ earned, derived or received for a person’s own use or 
benefit; or a periodical payment or benefit received as a gift or allowance. It 
includes income from overseas. 
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‘Income amount’ means: 

• personal earnings (i.e. earnings for work performed including wages, salaries, 
bonuses, penalty rates, overtime, commission or honoraria and stipends) 

• monies (i.e. legal tender, cash) that may be received (e.g. cash payment by 
a lodger or boarder) 

• valuable consideration (i.e. you receive goods, services or some other benefit 
in exchange for some item, action or promise) 

• profits (i.e. the amount of earnings in excess of its expenses, whether of a 
capital nature or not). 

Some income can be specifically exempt from income testing, e.g. interest paid 
on exempt funeral investments (e.g. funeral bonds), some lump sum payments 
unless they are subsequently invested, such as gifts, windfall gains and lottery 
winnings, home equity conversions and refunded excess imputation credits. 

Other income, such as retirement income streams or earnings on financial 
investments, receive special treatment. 

Where at least one member of a couple is claiming a pension, the income test is 
based on combined income and each person is deemed to receive 50% of the 
combined income. 

The income test at 20 March 2014 is shown in Table 14. 

Table 14 Income test thresholds from 20 March 2014 

Regular pensioner 
(income allowed per 

fortnight) 

Full pension (maximum payment 
threshold) 

Part-pension up to: 

Single $156 $1841.60 

Couple (combined) each $276 $2817.20 

Illness separated (couple 
combined) each 

$276 $3647.20 

Note: The income test thresholds increase by $24.60 for each dependent child. 

• For singles — the maximum pension amount is reduced by $0.50 per $1 of income over $156.00 per 
fortnight. No pension is payable where income exceeds the amount shown in the table above. 

• For couples — the maximum pension amount is reduced by $0.25 each per $1 of combined income over 
$276.00 per fortnight. No pension is payable where combined income exceeds the amount shown in Table 
above. 

Treatment of income streams 

Where a person receives an income stream, only a portion of the income  
amount may be assessed for the income test. There are various formulas that 
apply to calculating the amount of the income stream that is assessable under 
the income test. 

Under the income-testing rules, income streams are considered to be either long 
term or short term. 
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A long-term income stream is considered to be an income stream where the term 
of the income stream is: 

• more than five years, or 

• less than five years and is equal to or greater than the member’s or 
annuitant’s life expectancy. 

In addition, account-based and allocated pensions, and market linked  
income streams provided by superannuation are also assessable as  
long-term income streams. 

A short-term income stream is an income stream where the term of the income 
stream is five years or less and is not considered as a long-term income  
stream as above. 

A long-term income stream is assessed under the income stream as: 

Annual payment – (Purchase price – Residual capital value / Relevant number) 

where: 

• Annual payment is the gross amount of payments received during the financial 
year 

• Purchase price is the sum of payments to purchase or commence the income 
stream less any commutations. A commutation in this context is a lump sum 
withdrawal from the income stream. 

• Residual capital value is an amount generally remaining at the end of an 
annuity contract 

• Relevant number includes: 

 – the term of the income stream where it is payable for a fixed  
number of years  

 – the member’s or annuitant’s life expectancy where the income stream is 
payable during their lifetime only 

 – the longer of the member’s or annuitant’s and their partner’s life 
expectancies where the income stream is jointly owned by the member or 
annuitant and their partner and is payable for the lifetime of the income 
support recipient or their partner, or 

 – the longer of the member’s or annuitant’s and a reversionary beneficiary’s 
life expectancies where the income stream is payable during the lifetime 
of the member or annuitant and then for the lifetime of a reversionary 
beneficiary. 

Where the income is considered to be short term, the asset value of the income 
stream is deemed. 

Note: An individual who receives or has a benefit with a superannuation fund is 
generally a member of the superannuation fund. A person who receives an 
income stream from an annuity (i.e. income stream contract provided by a life 
insurance company) is generally referred to as an annuitant. 
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Example: Treatment of account-based pension 

Rochelle is age 66 and used $240,000 from her superannuation fund to 
commence an account-based pension that pays an income of $20,000 p.a. 

Rochelle’s life expectancy at commencement of the account-based pension 
is 21.20 (based on the 2010/12 Australian life tables). The amount of the 
income payments that will be assessed under the income test is: 

$20,000 – (($240,000 – $0) / 21.20) = 

$20,000 – $11,320.75 = 

$8679.25. 

Financial investments under the income test 

Under the pension and allowance income tests, income from all financial 
investments is assessed under one simple set of rules known as ‘deeming’. 

Deeming 

Deeming assumes that all financial investments earn a certain rate of income 
regardless of what they are actually earning. 

As at 20 March 2014: 

• For a single pensioner or allowee, the first $46,600 of financial investments is 
deemed to earn income at 2.0% p.a. and any amount over that is deemed to 
earn income at 3.5% p.a. (deeming rates effective at 4 November 2013). 

• For a couple where at least one person receives a pension, the first $77,400 
(combined) of the couple’s financial investments are deemed to earn income at 
2.0% p.a. and any amount over that is deemed to earn income at 3.5% p.a. 

• For a couple where neither partner receives a pension, the first $38,700 of the 
couple’s combined financial investments is deemed to earn income at 2.0% p.a. 
and any amount over that is deemed to earn income at 3.5%p.a. 

Financial investments include: 

• bank, building society and credit union accounts (including cheque, savings, 
term deposits, cash management trusts) and amounts held in cash 

• other loan investments, debentures, etc. 

• managed investments 

• superannuation and rollovers for people over age-pension age 

• investments in gold, silver and platinum 

• listed shares and securities 

• shares in unlisted public companies 

• investment portfolios held in sole trader and partnership structures 

• gifts over the allowable thresholds. 
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Financial investments do not include: 

• home and contents, including personal possessions 

• collectibles, such as antiques 

• cars, caravans and boats 

• standard life insurance policies (such as whole-of-life and endowment policies) 

• real estate, including holiday homes and farms 

• income streams (such as superannuation pensions, annuities, etc.  
See above). 

Deeming on account-based pensions 

Bill: Social Services and Other Legislation Amendment Bill 2013 (Cth) 

Start date: 1 July 2015 

Account-based income streams are currently ‘pension-friendly’ under the 
Centrelink/Veterans' Affairs income testing. Deeming does not apply but 
instead only income above the deductible amount (deemed return of capital) 
is assessed. 

The current rules are proposed to continue indefinitely for people who are in 
receipt of a Centrelink/DVA pension before 1 January 2015, provided the 
income stream was also purchased before that date. 

However, people who apply for a Centrelink/DVA pension from 1 January 2015 
or purchase/switch income streams after that date are proposed to be subject 
to deeming under the income test. 

Apply your knowledge 9: Deeming provisions 

Joseph, a single pensioner, has the following financial investments. 
Calculate the assessed income from the investments under the  
deeming rules. 

Investment Value Rate of return 

Bank account $5,000 3.5% 

Share trust $40,000 6.0% 

Term deposit $20,000 7.0% 

 

 

Note: You can access ‘Suggested answers’ for this activity at the end of this topic. 
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6.5 Additional benefits for people of age-pension age 
Information about the different types of concession cards available and the types 
of benefits they provide is available on the Department of Human Services 
website <www.humanservices.gov.au> 

Note that the payment rates change regularly.  

The concessions available for holders of concession cards vary across Australian 
states and territories. Go to <www.gov.au> and follow the links to the relevant 
state or territory website. 

Pensioner supplement 

Prior to 20 September 2009, it was possible for pensioners and other eligible 
income support payment recipients to receive the following payments in addition 
to their pension or allowances: 

• pharmaceutical allowance  

• utilities allowance  

• GST supplement 

• telephone allowance  

All of these allowances and supplements are now combined as the pension 
supplement. The maximum fortnightly rate of pension supplement is $62.90 for a 
single recipient or $94.80 for couples, combined as at 20 March 2014. It is 
possible to receive the pension supplement on a fortnightly or quarterly basis. 

Clean energy supplement 

The clean energy supplement is an ongoing payment to help eligible households 
with any impact from the carbon price on everyday expenses. The fortnightly rate is 
$13.90 for a single recipient or $21.00 for couples combined as at 20 March 2014. 

Pensioner concession card 

The pensioner concession card (PCC) is issued to people receiving both the age 
and service pension, regardless of the amount of pension paid. The card entitles 
the user to reduced cost medicines under the Pharmaceutical Benefits Scheme 
(PBS) and a range of other concessions, which vary according to the relevant 
state and local government authorities. The benefits may include: 

• reductions in property and water rates 

• reductions in energy bills 

• reduced fares on public transport 

• reductions on motor vehicle registration. 
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Commonwealth Seniors Health Card 

If an Australian resident of age pension age does not qualify for the age or 
service pension, they may be entitled to the Commonwealth Seniors Health Card. 
No assets test applies, but they must have an annual adjusted taxable income 
(includes taxable income, reportable superannuation contributions, net rental 
property losses, fringe benefits and foreign income) less than: 

• $50,000 single 

• $80,000 (couple combined), or 

• $100,000 combined (couple separated due to illness) 

• plus $639.60 for each dependent child. 

The main benefit of this card is the availability of prescription medicines  
through the PBS at concessional rates. It also provides access to a limited  
range of state and local government health, household, educational and  
transport concessions, as well as those offered by many private organisations. 
These concessions may include: 

• transport and travel concessions 

• electricity concessions 

• health concessions (e.g. ambulance subscription, dental services) 

• recreation concessions. 

Holders of a Commonwealth Seniors Health Card are also eligible to receive a 
seniors supplement to assist with the payment of regular bills such as electricity, 
telephone, rates and motor vehicle registration. 

Note: No assets test applies to qualify for the Commonwealth Seniors Health Card. 

6.6 Other social security benefits 
Other than the age pension or service pension, there are a large number of 
benefits available under the Australian social security system. 

These benefits include pensions usually paid to those who have inadequate 
means of support and that may be paid for an unlimited time, and allowances, 
usually expected to be paid for a shorter term. This topic has only covered 
payments that the financial planner will commonly be required to address. 

Newstart allowance 

While the age pension is the most common form of government payment for 
retirees, those under retirement age who are unemployed may apply for the NSA. 
One of the main requirements of the NSA is the necessity to undertake an activity 
agreement, which is the obligation to look actively for work. 

Table 15 shows the rates for NSA. 
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Table 15 NSA rates at 20 March 2013 

Family situation Maximum rate per fortnight 

Single, no children $510.50 

Single with dependent children $552.40 

Single, age 60 or more, after nine continuous months on payment $552.40 

Partnered without children (each) $460.90 

Single, principal carer of a dependent child (granted an exemption for 
foster caring/home schooling/distance education/large family) 

$713.20 

Source: Department of Human Services 2014. 

To be eligible for the NSA, a person must meet the following basic  
eligibility criteria: 

• be unemployed, or regarded as unemployed 

• age 21 or over but under age-pension age 

• willing to undertake suitable paid employment 

• unless exempted, must enter into and sign an Employment Pathway Plan 

• prepared to enter into an activity agreement. 

In addition, a person must qualify under the assets and income tests. Although 
the assets test for the NSA is similar to that for the age pension, the NSA income 
test is not as favourable as the means test applied to pensions. This makes it 
more difficult to qualify.  

The applicable income rates can be found using the search function on the 
Department of Human Services website at <www.humanservices.gov.au>.  

In general, allowances like Newstart are only payable if an individual has assets 
below the maximum payment threshold for the age pension (refer to Table 13) 
and if they have an income below the lower threshold. 

Example: NSA assets test 

Elroy is a single homeowner applying for a NSA. He has assessable assets 
of $159,000. This is below the applicable lower threshold. His NSA payable 
is determined under the income test. 

Judy is a single homeowner applying for a NSA. Her assessable assets are 
$200,000. She is not eligible to receive NSA because her assets exceed 
the lower threshold. 
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Family Tax Benefit 

Family Tax Benefits (FTB) are primarily designed to assist families with the 
ongoing cost of raising children. 

FTB is broken into two parts: 

• Family Tax Benefit Part A 

• Family Tax Benefit Part B. 

Family Tax Benefit is paid directly to the recipient and it is possible to be eligible 
to both Part A and Part B. It can be made fortnightly or as a lump sum payment 
at the end of the financial year. As of 1 July 2009, it is no longer possible to 
receive or claim FTB as a lump sum via the ATO. 

Family Tax Benefit Part A 

Family Tax Benefit Part A is currently paid for each dependent child who is either: 

• under 16 years 

• aged 16 – 19 years who are in full-time secondary study until the end of the 
calendar year they turn 19 

• aged 16 or 17 years who have completed a Year 12 or equivalent 
qualification. Note: There are no further payments for this category from 
1 May 2014. 

 Also, an income test needs to be satisfied, residency requirements met and 
applicants must be caring for the child at least 35% of the time. 

To determine eligibility for FTB Part A, a family income test is applied to 
determine the family’s adjusted taxable income (ATI). ATI is calculated as: 

ATI = Taxable income 

 + Adjusted fringe benefits 

 + Tax-free pensions or benefits 

 + Net rental property losses 

 + Income from sources outside Australia (not taxed in Australia) 

 +  Reportable superannuation contributions 

 – Any child maintenance paid by the applicant (or their partner) 

Note: Reportable superannuation contributions include: 

• discretionary contributions, for example, voluntary salary-sacrificed contributions made by an employer above 
those required by law, an industrial award or the SG 

• total superannuation contributions made by a self-employed person, for which a tax deduction can be claimed. 
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If the family’s ATI is less than $48,837 p.a., they are entitled to claim the 
maximum amount FTB Part A (refer Table 16). 

Payment rates – FTB Part A 

The amount of FTB Part A that is paid depends on the amount of family income, 
the number of children and their respective ages. 

Table 16 Maximum FTB Part A rates at 1 July 2013 

For each child Per fortnight Per year* 

0–12 $172.20 $5215.85 

13–15 $224.00 $6566.35 

16–19, secondary student $224.00 $6566.35 

16–17, having completed secondary study $55.16 $2164.45 

Up to 19 years old in an approved care organisation $55.16 $1438.10 

* Includes FTB Part A supplement. 

However, where the ATI is greater than $48,837 p.a., the maximum amount of 
FTB Part A is reduced by 20 cents in the dollar over $48,837 p.a. until the benefit 
amount reaches the ‘base rate’ (refer Table 17 and Table 18). The amounts 
appearing in Table 17 are the base amounts that can be paid for each child. 

Table 17 Base rate of FTB Part A  

For each child Per fortnight Per year (includes annual 
supplement of $726.35 per 
child not paid fortnightly) 

Under 18 years $55.16 $2160.51 

18–19 years, secondary student* $55.16 $2160.51 

* For full-time secondary students who were FTB children before 1 January 2012 and who turned 18 before that 
date, the base rate remains $72.80 per fortnight. 

Table 18 Income level above which only the base rate of FTB Part A  
may be paid (2013/14) 

 Number of children aged 13–15 years or secondary students 16–19 years 

Number of 
children aged 

0–12 years 

Nil One Two Three 

Nil   $71,230 $93,623 n.a. 

One $64,350 $86,743 n.a. 

Two $79,862 n.a. 

Three $95,375 

Note: n.a. indicates that the base rate generally does not apply because the rate 
under the first column is usually higher. If a client falls under these thresholds, 
then they should contact Centrelink for an accurate assessment and potentially 
a better outcome. 
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FTB Part A will remain at the base rate until the ATI reaches $94,316 p.a., 
plus $3796 for each additional child after the first. FTB Part A will then 
decrease by 30 cents in the dollar above this amount until the benefit reaches nil 
(refer Table 19). 

Table 19 Income limit above which FTB Part A is no longer paid 

 Number of children 13–15 years or secondary students 16–19 years 

Number of 
children aged 

0–12 years 

Nil One Two Three 

Nil 
  

$101,653 $115,632 $150,599 

One $101,653 $112,785 $143,719 $178,686 

Two $112,785 $136,839 $171,806 $206,773 

Three $129,959 $164,926 $199,893 $234,860 

Source: Department of Human Services 2013.  

The diagram below shows the workings of FTB Part A. 

 

Example: Family Tax Benefit Part A  

Edward and Isabella are married and have two children, John aged 10 and 
Eleanor aged 7. Edward is employed full-time and has an ATI of $95,000 
p.a. Isabella works part-time and has an ATI of $10,000 p.a. 

Edward and Isabella are unsure as to how much Family Tax Benefit they 
entitled. As their financial planner, you will need to determine their full 
income from all sources to assess their eligibility. 

Firstly, ascertain whether they are entitled to the maximum FTB Part A 
benefit amount. Because Edward’s and Isabella’s total ATI of $105,000 p.a. 
is above the maximum ATI level of $48,837 p.a., they are not entitled to the 
maximum payment. 

The second step is to determine if Edward and Isabella are entitled to the 
base amount of $4321.02 (i.e. two times $2160.51, being the base rate for 
a child aged under 18 years). Because the family ATI of $105,000 p.a. is 
greater than $98,112 (i.e. $94,316 p.a. plus $3796 for each child after the 
first), Edward and Isabella are not entitled to the base amount. 
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However, Edward and Isabella are entitled to a reduced rate of FTB Part A. 
The third step is to reduce the base amount of $4321.02 by 30 cents for 
every dollar of ATI above $98,112. 

Therefore, the amount of FTB Part A Edward and Isabella are entitled to is: 

$4321.02 – [($105,000 – $98,112) × 0.3] = $2254.62. 

Family Tax Benefit Part B 

Family Tax Benefit Part B is designed to give extra assistance to families with 
one main income earner, including single parent families, and is paid for one 
child until: 

• the youngest child turns 16, or 

• the end of the calendar year in which the youngest child turns 18, provided 
that the child is studying full-time. 

The benefits are set out in Table 20. 

Table 20 Maximum FTB Part B rates at 1 January 2013 

Age of youngest child Per fortnight Per year (includes 
annual supplement 

of $354.05 per 
family) 

Under 5 years $146.44 $4171.95 

5–15 years (or 16–18 years if a full-time student) $102.20 $3018.55 

FTB Part B is means tested: 

• A sole-parent family may be eligible for the maximum FTB Part B if the 
parent’s income is $150,000 or less. Above this limit, the sole parent is not 
eligible for FTB Part B. 

• For two-parent families, the primary earner’s income determines eligibility, with 
FTB Part B not available to those families where the primary earner’s income 
is above $150,000. 

• For eligible two-parent families, the income of the secondary income earner 
determines the amount of the payment, with the amount of FTB Part B 
payable reducing by $0.20 for every dollar of income earned over $5183. 

• Eligible two-parent families may still receive part payments up to the following 
secondary earner income limits: 

 – $26,390 if the youngest child is under five years of age, or 

 – $20,532 if the youngest child is between five and 18 years of age. 
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Example: Family Tax Benefit Part B 

Let’s look again at Edward and Isabella from the previous example. 
We know that both their children are under 16 years old. Edward’s ATI of 
$95,000 p.a. is less than the maximum of $150,000 p.a. for FTB Part B, so 
the amount of FTB Part B they would be entitled to is based on the income 
of Isabella as the lower income earner. 

To obtain the maximum FTB Part B of $3018.55 Isabella’s income must be 
less than $5183. To obtain any payment at all, her income must be under 
$20,532 because her youngest child is seven. This means that Isabella, 
whose annual income is $10,000, will be eligible for some benefit. The 
amount of FTB Part B they are entitled to is determined by reducing the 
maximum amount by 20 cents for every dollar of ATI above $5183. 

Therefore, the amount of FTB Part B Edward and Isabella are entitled to is: 

$3018.55 – [($10,000 – $5183) x 0.2] = $2055.15. The total amount of FTB 
Edward and Isabella will receive is: 

FTB Part A = $2254.62 

FTB Part B = $2055.15 

Total: $4309.77. 

Family Tax Benefit calculators 

The calculation of amounts of Family Tax Benefit A and B can be difficult as the 
formulas are not completely straightforward and the supplements only kick in at 
the end of the year. A number of online estimators that can help with these 
calculations are available on the Department of Human Services website at 
<http://www.humanservices.gov.au/customer/enablers/online-estimators>.   

Click on ‘Launch the rate estimators’ and choose what you wish to calculate. You will 
also find a comparison for Paid Parental Leave and Baby Bonus discussed below. 

Paid parental leave and baby bonus 

The paid parental leave scheme allows 18 weeks post-natal leave paid at the 
National Minimum Wage, currently $622.10 per week before tax. 

If the child was born or adopted before 1 July 2013, the baby bonus is $5000. 
If the child was born or adopted on or after 1 July 2013 (or you became eligible 
for the baby bonus on or after 1 July 2013), the baby bonus is either $5000 or 
$3000 depending on your situation. 

The $5000 payment applies if your child is the first child you or your partner have 
given birth to (excluding stillbirth), adopted, or had entrusted to your care within 
26 weeks of birth. Otherwise, the $3000 payment applies. 

The baby bonus per eligible child is paid in 13 fortnightly instalments 
to eligible families following the birth of a child, or an adopted child who entered 
the care of an eligible caregiver before they turned 16 years old.  
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An individual cannot receive both paid parental leave and baby bonus for the 
same child. If an individual can qualify for both, they need to calculate which 
payment will give them the best result. There are comparison calculators 
available on the Department of Human Services website to assist with this 
<www.humanservices.gov.au>. If a family has twins, they can claim the baby 
bonus for one and paid parental leave for the other. 

Note: from 1 March 2014 the Baby Bonus was replaced by the Newborn Upfront 
Payment and Newborn Supplement which increases your Family tax Benefit Part 
A payment upon the birth or adoption of a child. 

Eligibility 

A parent lodging a claim for the paid parental leave must: 

• have an adjusted taxable income of $150,000 or less in the financial year 
preceding the birth or adoption of the child. 

• establish a genuine attachment to the workforce by having worked with at 
least one employer for a 392-day period (approximately 13 months) before the 
date of birth or adoption. During this period, the claimant must have worked 
continuously for a period of 295 days (approximately 10 months) 

• have worked at least 330 hours within the work test period of 392 days. 

Employees on paid parental leave will be paid by their employer who will receive 
funding for this purpose from the Commonwealth Government. 

Employees may also be entitled to other obligations under an industrial award, 
such as paid maternity leave. 

A parent lodging a claim for the baby bonus must: 

• be eligible for Family Tax Benefit for the child, disregarding the FTB income 
test, within six months of the child’s birth or after an adopted child enters care 
before turning 16 years old; or 

• be caring for the child within six months of the child’s birth and are likely to 
continue caring for the child for at least six months if claiming for a child other 
than their own 

• be the primary carer of the child or the partner of the primary carer 

• meet the residency requirements for FTB within six months of the child’s birth 
or entry into care 

• meet the baby bonus income test 

• have not received a paid parental leave payment for the child 

• make a claim no later than one year after the birth of the child or after the 
adopted child enters the parent’s care. 
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Key points 

The Australian taxation system 

• Taxation is designed to redistribute financial resources, fund national costs 
and pay for the political and judicial systems. 

• Taxes are imposed by both the Commonwealth and state/territory 
governments and can be direct or indirect. 

• Australian residents are subject to progressive individual tax rates. The first 
$18,200 (2013/14) earned by a taxpayer is tax-free and is known as the 
tax-free threshold. The highest rate at which an individual pays tax is known 
as the taxpayer’s ‘marginal tax rate’ (MTR). 

• Assessable income minus allowable deductions equals taxable income. 

• Individuals are taxed on their taxable income in any given year. 

• A deduction for taxation purposes may be claimed if it meets certain criteria. 

• Taxpayers may be liable for Medicare levy and Medicare levy surcharge. 

• Unearned income of resident minors may be subject to prescribed tax rates. 

• Under the PAYG system, employees have tax withheld from their wages and 
businesses pay income tax quarterly. Tax paid by way of PAYG and submitted 
to the ATO is regarded as a credit and is applied against the taxpayer’s tax 
liability, as disclosed on their income tax return. 

• Tax offsets, or rebates, are subtracted from tax payable. The dollar value of 
tax offsets is usually income-dependent and ceases when a stipulated 
threshold is reached. 

• Most unused tax offsets are not refundable and may not be carried forward to 
the next tax year. Tax offsets cannot be used to reduce the Medicare levy 
payable. An exception to this general rule is the private health insurance fund 
tax offset. Excess franking credits can also be refunded to the taxpayer. 

• A capital gain is the increase in the market value of an asset and may be 
subject to CGT. Capital gains are not taxable until a CGT event, such as 
disposal of the underlying asset occurs and the gain is realised. 

• A capital loss or gain arises upon the disposal of a CGT asset acquired on or 
after 20 September 1985. Profits and losses on the sale of assets purchased 
prior to 20 September 1985 are exempt from CGT unless a change of 
beneficial ownership of the asset has occurred on or after 20 September 1985. 

• Net capital gains are added to a taxpayer’s assessable income. 

• Capital losses can only be offset against capital gains and not against any 
other income. Capital losses may be carried forward. 

• There are three methods that could be applied for calculating a capital gain: 
the indexation method, the discount method and the ‘other’ method. 

• A taxpayer’s main residence is generally exempt from CGT. 
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• GST is a multistage tax collected at all stages of production and distribution in 
the supply of both goods and services. The GST rate is 10% and applies to 
most goods and services. 

• FBT is a tax payable by employers on non-salary benefits they provide to their 
employees and their employee’s associates, in place of or in addition to salary 
or wages. 

• Remuneration packaging and income deferral are tax planning strategies by 
which a client’s tax liability can be legally reduced. 

• While minimising tax liability is quite legal, tax evasion (i.e. the concealment or 
the falsification of various facts to evade paying tax) is not. In all matters, 
especially tax planning, a financial planner should refer to the legislation and 
their industry code of practice. 

The Australian social security system 

• The chief social security benefits relevant to financial planners are the age 
pension and the service pension, along with associated supplements and 
concession cards. 

• The payment of social security benefits is conducted through the Department 
of Human Services offices of Centrelink or through the DVA. 

• Rates of payments depend on whether the recipient is single or a member of 
a couple. In assessing the rate of a pension to be paid under the couples 
provisions, all income received and assets held are aggregated for means 
testing purposes. 

• When applying the income and assets test, the test that provides the lowest 
rate of payment is the one that is applied to determine an individual’s eligibility 
to receive payments. 

• Gifting refers to the disposal of assets or income for less than their fair market 
value. The annual allowable gifting limit is $10,000 or $30,000 over any rolling 
five-year period for either a single person or a couple. Any amounts gifted over 
these prescribed limits will be assessed for five years as either income or a 
financial asset deemed at the current deeming rate. 

• Family Tax Benefit Part A helps families with the cost of raising children and is 
paid for each dependent child under the age of 19. Eligibility is subject to a 
family income test. 

• Family Tax Benefit Part B gives extra assistance to families with one main 
earner, including single parent families and is paid for one child until the 
youngest child turns 16, or the end of the calendar year in which the youngest 
child turns 18 if the child is studying full-time. Eligibility is subject to an income 
test for the highest income earner. 

• Other relevant social security payments are the NSA for those unemployed 
and seeking work and subject to income and assets tests, the paid parental 
leave payment subject to an income means test and work tests, and the baby 
bonus based on eligibility for either Family Tax Benefit. 
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Suggested answers 

Apply your knowledge 1: Checklist of employee deductions 

This response will be specific to your personal circumstances. 

Apply your knowledge 2: Dividend imputation 

a. $800 

b. First calculate the amount of the dividend to which franking applies  

 = ($800)*80% 

 = $640 

 Then calculate the tax that has been paid on this  

 = $640 × 30% ÷ 70%  

 = $274.29. 

 This can be done in one step: $800 × 80% × 30% ÷ 70% 

c. $800 + $274.29 = $1074.29 

d. 0.37× $1074.29 = $397.49 

e. The value of the imputation credit as above: $274.29 

f. $397.49 – $274.29 = $123.20 

Apply your knowledge 3: Calculate Medicare levy and Medicare levy 
surcharge payable 

a. Medicare levy $90,000× 1.5% = $1350 

 Medicare levy surcharge $90,000 × 1% = $900 

 Total Medicare levy $1350 + $900  = $2250 

 

b. Medicare levy $90,000 × 1.5% = $1350 

 No Medicare levy surcharge is payable. 

c. Health insurance rebate 20% 
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Apply your knowledge 4: Calculating personal income tax liability 

Imputation credit gross-up = $2420 × 30% ÷ 70% 
= $1037 (rounded) 

Assessable income = $57,000 + $2420 + $1037 
= $60,457 

Taxable income = Assessable income – Allowable deductions 
= $60,457 – $2530 
= $57,927 

Tax on taxable income = Apply personal income tax rate to taxable income 
= $3572 + 32.5% × ($57,927 – $37,000) 
= $3572 + $0.325 × $20,927 
= $3572 + $6801 
= $10,373 

LITO = Full offset – [Shade-out rate × (Taxable  income – Cut-out threshold)] 
= $445 – [1.5% × ($57,927 – $37,000)] 
= $445 – (1.5% × $20,927) 
= $131 

Tax payable = Tax on taxable income – Tax offsets 
= $10,373 – $131 
= $10,242 

Medicare levy  = 1.5% of taxable income 
= 0.015 × $57,927 
= $869 

Total tax payable = Tax payable + Medicare levy and Medicare levy surcharge (if applicable) 
= $10,242 + $869 
= $11,111 

Net tax payable = Total tax payable – Prepaid tax and refundable tax offsets 
= $11,111 – $1037 
= $10,074 

Apply your knowledge 5: Calculating cost base 

Cost base is the capital expenditure associated with the acquisition, improvement 
or disposal of an asset. Therefore: 

Cost base = Cost of shares + Total transaction costs 

 = $4284 + $110 + $155 

 = $4549 
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Apply your knowledge 6: Calculate the indexed cost base 

CGT asset acquired 14 May 1986 for $100,000 

Sold 20 November 2013: capital proceeds $175,000 

Indexation factor 123.4 ÷ 75.6 = 1.632 

Indexed cost base $100,000 × 1.632 = $163,200 

Capital gain $175,000 – $163,200 = $11,800 

Apply your knowledge 7: Calculate the discounted capital gain 

Capital gain $175,000 – $150,000 = $25,000 

50% discount = $12,500 

Assessable capital gain = $12,500 

The assessable capital gain will be included in Heather’s assessable income. 

Apply your knowledge 8: Assessable assets 

Assessable assets Exempt assets 

• Balance of bank accounts 
• Investment property 
• Shares 
• Term deposits 
• Units in managed fund 
• Clothing 
• Car 
• Boat if not used as a principal place of residence 
• Household contents 
• Accumulated superannuation benefits if above 

age or service-pension age 

• Principal place of residence 
• Value of a cemetery plot 
• Value of a prepaid funeral 
• Life interest in real estate 
• Aids for disabled 
• Proceeds from sale of home that will be used to 

purchase a new home within 12 months 
• Medal of honour if not a collectible or investment 
• Accommodation bonds 
 

Apply your knowledge 9: Deeming provisions 

For single pensioners, the first $45,600 of financial investments is deemed  
to earn income at 2.0% p.a. and any amount over that is deemed to earn  
income at 3.5% p.a. 

Total value of investments = $65,000 (all considered financial investments) 

First $46,600: deemed to earn income at 2.0% 

$46,600 × 0.020 = $932 

Remainder: $65,000 – $46,600 = $18,400, deemed to earn income at 3.5% 

$18,400 × 0.04 = $644 

Total income from financial investments is deemed to be: 

$932 + $644 = $1576 ($60.61 per fortnight) 
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Appendix 1 — Checklist of employee deductions 
This checklist is a guide only. The results may vary depending on individual 
circumstances. A deduction may only be claimed if: 

• the expense has been incurred in earning the person’s assessable income 

• it is not private (domestic) or capital expenditure 

• the person holds the relevant written evidence. 

How much of the expense is allowed as a tax deduction depends on the extent 
the expenses are incurred in earning the person’s assessable income. 

Tax deductible? Yes No 

Admission fees 
For lawyers and other professionals. Disallowed as capital cost. 

� � 

Annual practising certificate 
Applies to professional persons and other contractors who must pay an annual fee to 
practise in their chosen field. 

� � 

Accountants’ fees 
See ‘Tax agent’ 

Bank charges 
Deductions are allowed if account earns interest. 

� � 

Bribes to government officials 
Also exclude from the cost base and reduced cost base of CGT assets and cost of 
depreciating assets. 

� � 

Briefcase 
If used for work and/or business purposes, the cost is fully deductible if $300 or less. 
If more than $300, it must be depreciated. 

� � 

Calculators and electronic organisers 
If used for work and/or business purposes the cost is fully deductible if $300 or less. 
If more than $300, it must be depreciated. 

� � 

Car (see ‘Travel’) 

Child care fees � � 

Clothing, uniforms and footwear 

Protective 
Must be used to protect the person or their conventional clothing. 

� � 

Occupational specific 
The clothing identifies a trade, vocation or profession (e.g. chefs and nurses). 

� � 

Compulsory uniform 
Uniform must be unique and particular to an organisation (e.g. corporate uniform). 

� � 

Non-compulsory uniform 
If on a register kept by the Department of Industry, Science and Resources. 

� � 

Conventional clothing 
To be allowed, you would need to demonstrate abnormal circumstances. 

� � 

Club membership fees � � 
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Tax deductible? Yes No 

Coaching classes 
Allowed to performing artists to maintain existing skills or obtain related skills. 

� � 

Computers and software 
Software is deductible if it costs less than $300, otherwise deductible over 2.5 years. 

� � 

Conferences and seminars 
Includes training courses designed to maintain or increase employee’s knowledge, skills 
or ability. 

� � 

Depreciation 
Tools, equipment and plant used for work purposes for each item costing more than 
$300. 
Items costing $300 or less are deductible outright in the year of acquisition. 

� � 

Donations (see ‘Gifts’)   

Driver’s licence 
Cost of acquiring and renewing. 
Premium paid for endorsement. 

 
� 
� 

 
� 
� 

Dry cleaning 
Allowed if the cost of the clothing is also deductible. 

� � 

Election expenses of candidates 
No limit for federal, state and territory. Limit of $1000 for local government. 

� � 

Employment agreements 
Existing employer (see TR 2000/5). 
New employer. 

 
� 
� 

 
� 
� 

Fares (see ‘Travel expenses’)   

Fines 
Imposed by court, or under law of Commonwealth, state, territory or foreign country 
(section 26-5 ITAA 97). 

� � 

First aid course 
Provided it is directly related to employment or business activities. 

� � 

Gaming licence (hospitality industry) � � 

Gifts 
If made to approved ‘deductible gift recipient’ body or fund. A full list is available on the 
ATO website at <www.ato.gov.au>. Gifts to clients are deductible if employee can 
demonstrate a direct connection with earning assessable income. Gifts to political parties 
limited to $-500. 

� � 

Glasses and contact lenses (prescribed) 
These would qualify as medical expenses. 

� � 

Glasses and goggles (protective only) � � 

Grooming (moisturisers are allowable for airline flight attendants) � � 

Home office expenses 
Running expenses (e.g. heating, light, power and depreciation on depreciating assets). 
Occupancy expenses (e.g. rent, insurance, rates and land tax) claims are only deductible 
to the extent that home or study is used as a place of business. 

 
� 
 
� 

 
� 
 
� 

Income continuance insurance (also called income protection insurance) 
Allowed only if the proceeds are assessable and premium can be determined. 

� � 
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Tax deductible? Yes No 

Interest 
Allowed if money borrowed for work-related purposes or to finance income earning 
assets. 
Interest paid on underpayment of tax (e.g. general interest charge) is deductible. 
Fines and administrative penalties are not deductible. 

� � 

Internet and computer equipment 
Expenses allowed to the extent incurred in deriving individual’s work-related income, 
carrying on a business or earning investment income (e.g. share investing). 

� � 

Laundry and maintenance 
Allowed if the cost of clothing is allowable (see ‘Clothing’). 
Reasonable claims of up to $150 do not need to be substantiated. 

� � 

Meals 
Eaten during normal working day. 
Overtime meals (if allowance received under award). 
Meals acquired when travelling overnight for work-related purpose. 
Meals when travelling (not overnight). 

 
� 
� 
� 
� 

 
� 
� 
� 
� 

Medical examination— only if from the referral of a work-related business licence � � 

Motor vehicle expenses (see ‘Transport expenses’)   

Newspapers 
Claims may be allowed in limited cases if the publication is directly related to income-
producing activities. 

� � 

Overtime meal expenses 
Only if award overtime meal allowance received. 

� � 

Parking fees and tolls 
Includes bridge and road tolls (but not fines) paid while travelling for work-related 
purposes. 

� � 

Photographs (performing arts) 
Cost of maintaining portfolio. 
Cost of preparing portfolio. 

 
� 
� 

 
� 
� 

Practising certificate 
Applies to professional employees. 

� � 

Prepaid expenditure for tax shelter arrangements 
They must be spread over the period in which the services are provided. 

� � 

Prepaid expenses 
Employees’ and STS taxpayers’ claim is fully deductible if services are to be performed in 
period not exceeding 12 months. 
All other taxpayers must apportion claim over the period of service. 

� � 

Professional association fees � � 

Professional library (books, CDs, videos etc.) 
Established library (depreciation allowed). 
New books 
Full claim if cost $300 or less (includes a set if total cost is $300 or less). 
New books 
Depreciation if cost over $300 (includes a set if total cost is more than $300) 

 
� 
� 
 
� 

 
� 
� 
 
� 

Removal and relocation costs 
If paid by the employer, may be exempt from FBT. 

� � 
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Tax deductible? Yes No 

Protective equipment 
Includes harnesses, goggles, safety glasses, breathing masks, helmets, boots. 
Claims for sunscreens, sunglasses and wet-weather gear allowed if used to provide 
protection from natural environment. 

� � 

Repairs (income-producing property) � � 

Self-education 
Costs 
Claims for fees, books, travel (see below) and equipment etc. only allowed if there is a 
direct connection between the course and the person’s income-earning activities. No 
claim for the first $250 if course is undertaken at school or other educational institution 
and the course confers a qualification. However, that first $250 can be offset against 
private expenses (e.g. travel, child minding fees etc.). 

 
� 

 
� 

Seminars 
Including conference and training courses if sufficiently connected to work activities. 

� � 

Social functions � � 

Stationery (diaries, log books etc.) � � 

Subscriptions 
Publications 
If a direct connection between the publication and income earned by the taxpayer. 
Professional associations 
Maximum of $42 if no longer gaining assessable income from that profession. 
Sports club 

 
� 
 
� 
 
� 

 
� 
 
� 
 
� 

Sun protection 
Claims for sunglasses, hats and sunscreen allowed for taxpayers who work outside. 

� � 

Superannuation contributions 
Claims allowed for employees and self-employed persons if their assessable and exempt 
income from salary or wages is less than 10% of their total assessable income from all 
sources, plus reportable fringe benefits total. 

� 
 
� 

� 
 
� 

Supreme Court library fees 
Applies to barristers and solicitors if paid on annual basis. 

� � 

Taxpayers Australia Inc membership subscription (allowed under section 25-5) � � 

Tax agent (deduction can be claimed in the income year the expense is incurred) 
Fees. 
Travel and accommodation expenses. 
If for travel to a tax agent or other recognised tax adviser to obtain tax advice, have 
returns prepared, be present at audit or object to an assessment. 
Cost of other incidentals. 
If incurred in having tax return prepared, lodging an objection or appeal or defending an 
audit. 

 
� 
� 
 
 
� 

 
� 
� 
 
 
� 

Technical and professional publications � � 

Telephones and other telecommunications equipment 
Cost of telephone calls. 
Installation or connection. 
Rental charges (if ‘on call’ or required to use on regular basis). 
Silent telephone number. 

 
� 
� 
� 
� 

 
� 
� 
� 
� 

Tools 
If cost is $300 or less. 
If cost more than $300 (the amount would be depreciable). 

 
� 
� 

 
� 
� 
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Tax deductible? Yes No 

Travel expenses, including public transport, motor vehicles and motor cycles, fares, 
accommodation, meals and incidentals. 

  

Travel between work and home � � 

 Where employee has no usual place of employment (e.g. travelling salesperson). � � 

 If ‘on call’. � � 

 If actually working before leaving home (e.g. doctor giving instructions over phone). � � 

 Must transport bulky equipment. � � 

Travel from home, which is a place of business, to usual place of employment. � � 

Travel from home to alternate work place, for work-related purposes, and return to 
normal work place or directly home. 

� � 

Travel between normal work place and alternate place of employment or place of 
business and return or directly home. 

� � 

Travel between two workplaces. � � 

Travel in course of employment. � � 

Travel accompanied by relative. 
May be allowed if the relative is also performing work-related duties. 

� � 

Union and professional association fees � � 

Vaccinations � � 

Watches � � 

Self-education travel claims 

Deductible as a self-education expense? 

 Yes  Yes  
Home  Place of education  Home 
 Yes  No  
Home  Place of education  Work 
 Yes  No  
Work  Place of education  Home 
 Yes  Yes  
Work  Place of education  Work 
 No  Yes  
Home  Place of education  School 

Source: Taxpayers Australia, The Taxpayers’ Guide. 
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