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Tax Time Targets

The ATO has flagged four priority areas this tax
season where people are making mistakes.

With tax season almost upon us the Australian Taxation
Office (ATO) has revealed its four areas of focus this tax
season.

1. Record-keeping

2. Work-related expenses

3. Rental property income and deductions, and
4. Capital gains from crypto assets, property, and
shares.

In general, there are three ‘golden rules’ when claiming
tax deductions:

You must have spent the money and not been
reimbursed.

If the expense is for a mix of work related
(income producing) and private use, you can only claim
the portion that relates to how you earn your income.

You need to have a record to prove it.

1.0 Record keeping

101 of working with the ATO is that you can’t claim it if
you can’t prove it. If you are audited, the ATO will
disallow deductions for unsubstantiated or
unreasonable expenses. Even if the expense is below
the substantiation threshold of $300 (5150 for laundry),
the ATO might ask how you came up with that number.
For example, if you claim $300 in work related expenses
(that is, make a claim right up to the substantiation
threshold), how did you come up with that number and
not something else?

In addition to the obvious records of salary, wages,
allowances, government payments or pensions and
annuities, you need to keep records of:

Interest or managed funds.

Records of expenses for any deductions
claimed including a record of how that expense relates
to the way you earn your income. That is, the expense
must be related to how you earn your income.

For example, if you claim the cost of RAT tests,
you need to be able to prove that the RAT test was
necessary to enable you to work. If you were working
from home and not required to leave home, it will be
harder to claim the cost of the test.

Assets such as shares or units in a trust, rental
properties or holiday homes; if you purchased a home or
inherited a property, or disposed of an asset (including
cryptocurrency).

You need to keep your records for five years. These can
be digital copies of the records as long as they are clear
and legible copies of the original. If your records are
digital, keep a backup.

Records can be tax invoices, receipts, diary entries or
something else that proves you incurred the expense
and how it related to how you earn your income.

2.0 Work-related expenses

To claim a deduction, you need to have incurred the
expense yourself and not been reimbursed by your

employer or business, and the expense needs to be

directly related to your work.

What expenses are related to work?

You can claim a deduction for all losses and outgoings
“to the extent to which they are incurred in gaining or
producing assessable income except where the
outgoings are of a capital, private or domestic nature,
or relate to the earning of exempt income.” That is,
there must be a nexus between the expenses you are
claiming and how you earn your income.

It all sounds simple enough until you start applying this
rule. Take the example of an actor. To land the acting
job she needs to attend auditions. She wants to claim
the cost of having her hair and make-up done for the
audition. But, because she is not generating income at
the stage of the audition, she cannot claim her
expenses. The expense must be related to how you are
currently earning your income, not future potential
income. The same issue applies to upskilling. If you
attend investment seminars with the intention of
building your investment portfolio the seminar is not
deductible as a self-education expense unless it relates
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to managing your existing investment portfolio - not a
future one. Or a nurse’s aide who attendees university
to qualify as a nurse. The university degree and the
expenses associated with this are not deductible as the
nursing degree is not required to fulfil the role of a
nurse’s aide.

The second area of confusion is over what can be
claimed for work. If the item is “conventional” it’s
unlikely to be deductible. For example, you can't claim
conventional clothing (including footwear) as a work-
related expense, even if your employer requires you to
wear it and you only wear the items of clothing at work.
To be deductible clothing must be protective,
occupation specific such as a chef’s chequered pants, a
compulsory uniform, or a registered non-compulsory
uniform.

Work related or private?

Another area of confusion is where expenses are
incurred for work purposes but used privately. Internet
access or mobile phone services are typical. A lot of
people take the view that the expense had to be
incurred for work so what does it matter if it’s used for
private purposes? But, if you use the service on more
than an ad-hoc basis for any purpose other than work,
then the expense needs to be apportioned and only the
work-related percentage claimed as a deduction. And
yes, the ATO does check usage in an audit.

Claims for COVID-19 tests will be a test of this rule.
COVID-19 tests are deductible from 1 July 2021 if the
purpose was to determine whether you may attend or
remain at work. The tax deduction does not apply if you
worked from home and didn’t intend to attend your
workplace, or the test was used for private purposes
(for example, to tests the kids before school).

Claiming work from home expenses

Last financial year, one in three Australians claimed
working from home expenses. Now we’re out of the
pandemic, the ATO will be focussing specifically on
what is being claimed. If you claimed work from home
expenses last year and returned to the office this year,
then there should be a reduction in your work from
home claim. The ATO will be looking for discrepancies.

If you are claiming your expenses, there are three
methods you can use:

The ATO'’s simplified 80 cents per hour short-cut
method - you can claim 80 cents for every hour you
worked from home from 1 March 2020 to 30 June 2022.
You will need to have evidence of hours worked like a
timesheet or diary. The rate covers all of your expenses,
and you cannot claim individual items separately, such as
office furniture or a computer.

Fixed rate 52 cents per hour method — applies if
you have set up a home office but are not running a
business from home. You can claim 52 cents for every
hour, and this covers the running expenses of your home.
You can claim your phone, internet, or the decline in value
of equipment separately.

Actual expenses method — you can claim the
actual expenses you incur (and reduce the claim by any
personal use and use by other family members). You will
need to ensure you have kept records such as receipts to
use this method.

It’s this last method, the actual method, the ATO is
scrutinising because people using this method tend to
lodge much higher claims in their tax return. Ineligible
expenses include:

Personal expenses such as coffee, tea and toilet
paper

Expenses related to a child’s education, such as
online learning courses or laptops

Claiming large expenses up-front (instead of
claiming depreciation for assets), and

Occupancy expenses such as rent, mortgage
interest, property insurance, and land taxes and rates, that
cannot generally be claimed by employees working from
home (especially by those who are working from home
solely due to a lockdown).

3.0 Rental property income and
deductions

For landlords, the focus is on ensuring that all income
received, whether long-term, short-term, rental bonds,
back payments, or insurance pay-outs, are recognised
in your tax return.

If your rental property is outside of Australia, and you
are an Australian resident for tax purposes, you must
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recognise the rental income you received in your tax
return (excluding any tax you have paid overseas),
unless you are classified as a temporary resident for tax
purposes. You can claim expenses related to the
property, although there are some special rules that
need to be considered when it comes to interest
deductions. For example, if you have borrowed money
from an overseas lender, you might be subject to
withholding tax obligations.

Co-owned properties

For tax purposes, rental income and expenses need to
be recognised in line with the legal ownership of the
property, except in very limited circumstances where it
can be shown that the equitable interest in the
property is different from the legal title. The ATO will
assume that where the taxpayers are related, the
equitable right is the same as the legal title (unless
there is evidence to suggest otherwise such as a deed
of trust etc.,).

This means that if you hold a 25% legal interest in a
property then you should recognise 25% of the rental
income and rental expenses in your tax returns even if
you pay most or all of the rental property expenses (the
ATO would treat this as a private arrangement between
the owners).

The main exception is where the parties have
separately borrowed money to acquire their interest in
the property, then they would claim their own interest
deductions.

4.0 Capital gains from crypto, property
or other assets

If you dispose of an asset - property, shares, crypto or
NFTs, collectables (costing $500 or more) - you will
need to calculate the capital gain or loss and record this
in your tax return. Capital gains tax (CGT) does not
apply to personal use assets such as a boat if you
bought it for less than $10,000.

Crypto and capital gains tax

A question that often comes up is when do | pay tax on
cryptocurrency?

If you acquire the cryptocurrency to make a private
purchase and you don’t hold onto it, the crypto might
qualify as a personal use asset. But in most cases, that is
not the case and people acquire crypto as an
investment, even if they do sometimes use it to buy
things.

Generally, a CGT event occurs when disposing of
cryptocurrency. This can include selling cryptocurrency
for a fiat currency (e.g., SAUD), exchanging one
cryptocurrency for another, gifting it, trading it, or using
it to pay for goods or services.

Each cryptocurrency is a separate asset for CGT
purposes. When you dispose of one cryptocurrency to
acquire another, you are disposing of one CGT asset
and acquiring another CGT asset. This triggers a taxing
event.

Transferring cryptocurrency from one wallet to another
is not a CGT disposal if you maintain ownership of the
coin.

Record keeping is extremely important — you need
receipts and details of the type of coin, purchase price,
date and time of transactions in Australian dollars,
records for any exchanges, digital wallet and keys, and
what has been paid in commissions or brokerage fees,
and records of tax agent, accountant and legal costs.
The ATO regularly runs data matching projects, and has
access to the data from many crypto platforms and
banks.

If you make a loss on cryptocurrency, you can generally
only claim the loss as a deduction if you are in the
business of trading.

Gifting an asset might still incur tax

Donating or gifting an asset does not avoid capital gains
tax. If you receive nothing or less than the market value
of the asset, the market value substitution rules might
come into play. The market value substitution rule can
treat you as having received the market value of the
asset you donated or gifted for the purpose of your CGT
calculations.
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For example, if Mum & Dad buy a block of land then
eventually gift the block of land to their daughter, the
ATO will look at the value of the land at the point they
gifted it. If the market value of the land is higher than
the amount that Mum & Dad paid for it, then this
would normally trigger a capital gains tax liability. It
does not matter that Mum & Dad did not receive any
money for the land.

Donations of cryptocurrency might also trigger capital
gains tax. If you donate cryptocurrency to a charity, you
are likely to be assessed on the market value of the
crypto at the point you donated it. You can only claim a
tax deduction for the donation if the charity is a
deductible gift recipient and the charity is set up to
accept cryptocurrency.

-End-

What to expect
from the new
Government.

Anthony Albanese has been sworn in as
Australia’s 315 Prime Minister and a
Government formed. We look at what we know
so far about the policies of the new
Government in an environment with plenty of
problems and no easy fixes.

The economy

The Government has stated that its economic priority
is, “creating jobs, boosting participation, improving and
increasing productivity, generating new business
investment, and increasing wages and household
incomes.”

A second Federal Budget will be released in October
this year to set the fiscal policy direction of the
Government. The Albanese Government has stated that
its focus is on growing the economy as opposed to
increasing taxes, but it is a delicate balance to keep

growth ahead of inflation. Treasurer Jim Chalmers has
said that the Government will look to “redirect
spending from unproductive purposes to more
productive purposes.”

In a recent speech, Treasury Secretary Dr Steven
Kennedy, summed it up when he said that the most
significant economic development of late has been the,
“...higher-than-expected surge in inflation. Headline
inflation reached 5.1% in the March quarter of 2022,
the highest rate of inflation in more than 2 decades...
Price increases are reflecting a range of shocks, some
temporary and some more persistent.” These shocks
include:

Increased global demand for goods straining
supply chains, increasing shipping costs, and clogging
ports;

The Russian invasion of Ukraine which sharply
increased the price of oil, energy and food. Russia
accounts for 18% of global gas and 12% of global oil
supply. Together Russia and Ukraine account for around
one quarter of global trade in wheat; and

COVID-19 lockdowns in China impacting supply
chains. China maintains a zero-COVID policy.

In Australia, energy prices have contributed strongly to
inflation (the temporary reduction in fuel excise ends
on 28 September 2022).

Personal income tax

The 2019-20 Budget announced a series of personal
income tax reforms. Stage 3 of those reforms is
legislated to commence on 1 July 2024. Stage 3 radically
simplifies the tax brackets by collapsing the 32.5% and
37% rates into a single 30% rate for those earning
between $45,001 and $200,000. Mr Albanese told Sky
News, “People are entitled to have that certainty of the
tax cuts that have been legislated... We won’t be
changing them. What we want going forward is that
certainty.”

Where will the money come from?

It is unclear at this stage how the Government intends
to tackle the $1.2 trillion deficit. The general
commentary from Finance Minister Katy Gallagher is
that Treasury and Finance have been tasked with
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working through the Budget line by line to, “...see
where there are areas where we can make sensible
savings and return that money back to the Budget.”

Multinationals

Multinationals paying their fair share of tax was a go-to
target during the election campaign. The plan for
multinationals implements elements of the OECD’s
two-pillar framework to reform international taxation
rules and ensure Multinational Enterprises (MNEs) are
subject to a minimum 15% tax rate from 2023. Australia
and 129 other countries and jurisdictions, representing
more than 90% of global GDP, are signatories to the
framework.

The Government’s multinational policy supports the
OECD framework by:

Limiting debt-related deductions by
multinationals at 30% of profits, consistent with the
OECD's recommended approach, while maintaining the
arm's length test and the worldwide gearing ratio.

Limiting the ability for multinationals to abuse
Australia's tax treaties when holding intellectual property
in tax havens from 1 July 2023. A tax deduction would be
denied for payments for the use of intellectual property
when they are paid to a jurisdiction where they don’t pay
sufficient tax.

Introducing transparency measures including
reporting requirements on tax information, beneficial
ownership, tax haven exposure and in relation to
government tenders.

The reforms will follow consultation and are not
anticipated to take effect until 2023.

No change to SG rate and rate increase

No change to the legislated superannuation guarantee
rate increase. The SG rate will increase to 10.5% on 1
July 2022 and steadily increase by 0.5% each year until
it reaches 12% on 1 July 2025.

-End-

ATO refocus on debt
collection

The ATO has not pursued many business tax debts
during the pandemic and allowed tax refunds to flow
through even if the business had a tax debt. That
position has now changed and the ATO has resumed
debt collection and offsetting tax debts against refunds.
If you have a tax debt that has been on-hold, expect the
ATO to offset any refunds against this debt, and take
steps to actively pursue the payment of the debt. Small
business account for around two thirds of the total debt
owed to the ATO. If you have a tax debt, it is important
that you engage with the ATO to work out how this
debt will be paid.

-End-

Quote of the month

“Nothing in life is to be feared, it is only
to be understood.”

Marie Curie, dual Nobel prize winning scientist
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