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: Treasurer Josh Frydenberg has handed down his second Covid
| ntrOd u Ctlon Budget continuing the position adopted in his original Budget.
The Coalition Government has continued to spend money at the
expense of the Budget deficit, on the basis that continued
spending is required to ensure that the economic recovery is
maintained.

The anticipated deficit has not materialised largely due to iron ore
prices and an increased take from income taxes due to higher
than anticipated employment levels. This has provided the
Government with the opportunity to adopt a largely politically
focused budget (some may say even a Labor-style budget) to
address perceived areas of political weakness with significant
expenditure on Aged Care, Health and a variety of measures
purportedly aimed at women. This Budget could be the last prior
to the next Federal election but more realistically will be the
penultimate Budget before the general election and should be
viewed as such.

From a taxation perspective, there were no wholesale changes,
rather specific targeted changes have been made which
predominantly relate to extending the recently announced Covid
incentive measures or previously identified technical problems.
The main taxation items addressed were as follows:

> Extension of the temporary full expensing measures;
> Extension of the loss carry back measures;

> Extension of the LMITO (low and middle-income tax
measure for a further 12 months; and

> Simplification of the Employee Share Scheme

some time to come.

As always the Budget will be

Money continues to
be spent to ensure
our economic
recovery.
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Personal Tax

1

LMITO has been
extended for another
12 months.

2

If a person is
physically in
Australia for 183
days, they will be
deemed an
‘Australian tax
resident’.

3

Changes to
Employee Share
Schemes announced.

Low and middle income tax offset (LMITO)

The Government have provided ongoing targeted tax relief to low
and middle-income earners by retaining the LMITO for a further 12
months with the anticipated benefit being an ongoing boost to
consumption helping to secure economic recovery.

This tax offset will reduce tax payable by up to $1,080 for
individuals or $2,160 for dual income couples. For an individual,
the full offset of $1,080 is available where taxable income is
between $48,000 and $90,000. The offset starts to phase out
thereafter until it reduces to nil at a taxable income of $126,000.

The LMITO will be received on assessment after individuals lodge
their tax returns for the 2021-22 income year.

Tax Residency

Following recent consultatioaf the Government have ann
that they will replace the eXisting tests for the tax resi
individuals with a primdry "bright line" test under
who is physically pgésent in Australia for 183

of
a person
r more in any

Board of Taxation and
the legislation.

ing Royal Assent of
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The Government is
focussed on getting
more women back
into the workforce.

Employee Share Scheme Changes

Employee Share Schemes can provide significant incentives to
attract and retain staff for many businesses and if appropriately
structured, can provide for tax on a tax deferred basis.

Under the current legislation, one of the taxing points for tax-
deferred schemes is cessation of employment. This can create
problems when the vesting conditions haven't been met or where
there is no ready market for the shares. The proposed change
removes cessation of employment as a deferred taxing point,
although it is likely to create an increased administrative burden
for employers as they will be required to track former employees.

The change is scheduled to apply for interests issued in the first
income year after the amendments receive Royal Assent and
therefore the existing challenges will continue to be faced by
employees.

Childcare Subsidy

In a measure that is included within the Women's Economic
Security measures, changes have been flagged for the childcare
subsidy to make childcare more affordable and boost workforce
participation.

Under the proposed changes commencing on 1 July 2022:

> The subsidy rate will increase by 30 percentage point
second child and subsequent children aged five y
in care, up to a maximum rate of 95%; and

> The annual cap of $10,560 per child per ye il be removed.

and under

nditure is not
removed from effect from the

first year after lon receives Royal Assent.




ESV Business advice and accounting

2021 Federal Budget White Paper

Personal Tax rates

There are no changes that will affect you in the next financial year,
however, the Federal Government remains committed to the
Stage 3 tax cuts for individuals. From 2024-25 taxable income
between $45,001 and $200,000 will be taxed at 30% and if you
earn in excess of $200,000 you will be taxed at 45%.

The personal income tax rates can be summarised as follows:

Australian tax residents (excluding Medicare)

Current thresholds Thresholds

Rate (%) Income range ($) from 1 July 2024

Income range ($)
Tax free 0-18,200 0-18,200
19 18,201 - 45,000 18,201 - 45,000
30 N/A 45,001 - 200,000
325 45,001 - 120,000 N/A
37 120,001 - 180,000 N/A
45 > 180,000 > 200,000

Non- residents

Current thresholds Thresholds
Rate (%) from 1 July 2020 Income from 1 July 2024
range ($) Income range ($)
Tax free N/A N/A
19 N/A N/A
30 N/A 0 - 200,000_
325 0-120,000 N/A
37 120,001 - 180,000 N/A
> 180,000 > 200,000

45
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Superannuation ThePlan

The Government's continued tweaking and changing of the

superannuation rules are pitched at providing simplicity and an
increased ability to contribute into superannuation, however, a
more consistent longer-term view would be appreciated by all.

Downsizer contributions

Consistent with the Government'’s existing policy of driving home
ownership and increasing the stock of available housing, the
downsizer contributions enable older homeowners to contribute
additional funds to superannuation.

An individual can contribute up to $300,000 into superannuation
which does not count towards non-concessional contribution
caps.

Currently, taxpayers need to be 65 years old to be eligible to make
downsizer contributions, however, this will be reduced to 60. The
change is expected to be effective from the start of the first
financial year after Royal Assent, likely to be 2022-23.

Removing the work test

Currently individuals aged 67 to 74 years old can only make

voluntary contributions (concessional or non-concessional) if
are working at least 40 hours over a 30-day period in the r
financial year.

The changes proposed by the Government will rem

without meeting this work test.

This measure is to have effect for the
onwards.

Super threshold

The $450 per month t
be removed as part

usly slated to take
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Business lax

1

Instant Asset Write-
Off extended.

2

Changes to the
effective life of
intangibles.

3

Extension of the loss
carry-back.

4

Revised tax
residency rules.

Support & incentives

The Government continues to provide the business community
with support and incentives to invest in driving growth and
ongoing recovery within the economy. To this end the
Government have announced a number of extensions to existing
support measures.

Extension of temporary full expensing

The temporary full expensing measures introduced in the 2020-21
Budget has been extended by a further 12 months.

The measure as originally enacted required assets to be first used
or installed ready for use by 30 June 2022. This has now been
extended such that eligible assets acquired and installed ready for
use between 6 October 2020 and to 30 June 2023 can be
expensed for tax purposes.

All other elements of the existing temporary full expensing
measures will remain unchanged.

Aggregated annual Aggregated annual turnover
turnover less than $5 B less than $50 M
Full cost of eligible capital Full cost of eligible capital
assets in the year of first use  assets in the year of first use
for: for:
Tax _ > new depreciable assets; & > new or second-hand
Deduction depreciable assets; &

> the cost of improvements
to existing eligible assets. > the cost of improvements to
existing eligible assets.

Acquired 7:30pm AEDT on 6 October  7:30pm AEDT on 6 October

- 2020 2020
ISt LSRR Oe - g 30 June 2023
installed by

Effective life for int

The income tax law be amended to allow t ers to self-

urrently prescribed by
g deductions forward.
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The loss carry-back
scheme has been
extended as the
Government
recognises this helps
drive businesses to
invest now.

Extension of temporary loss carry-back

The Government has also announced that it will be extending the
2020-21 Budget's loss carry-back measures by another year. The
loss carry-back is a Covid measure focused on companies and is

not available to individuals, trusts or partnerships.

The proposed change extends the eligibility period by a year such
that tax losses made in the 2022-23 income year will now be
available to be carried back against previously taxed profits from
the 2018-19 to 2021-22 income years. The offset will generate a
refundable tax offset in the income year in which the loss is made.

The refundable tax offset is limited by the earlier taxed profits and
the franking account of the entity.

Tax residency rules

In the 2020-21 Budget, the Government announced that
amendments would be made to the rules concerning the
Australian tax residency of companies that are incorporated
offshore. In the changes proposed in the prior Budget a foreign
incorporated entity will be treated as an Australian tax resident if it
has a ‘significant economic connection to Australia’. This test
would be satisfied where both:

> The company's core commercial activities are undertaken_i
Australia; and :

> Its central management and control is in Australia. 4

As part of the current Budget, the Government hag announced
that it will be extending its consultation in thisdrea to trusts and
corporate limited partnerships. Refinemen#®f these rules is
welcome given the accidental residency4iSsues arising with trusts.
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Digital Games Tax Offset

The Government is focussed on investing in digital technologies.
They have announced a 30% Digital Games Tax Offset
commencing on 1 July 2022 for eligible businesses that spend
$500,000+ on qualifying Australian games. Games will not be
allowed to have a gambling element and will need to have a
classification.

Patent Box

As part of the Government’s drive to increase Australia’s research
and development industries, it has announced a “Patent Box”
concession for income years starting on or after 1 July 2022.

Essentially a Patent Box is a mechanism under which a
concessional rate of tax (17% in this case) is applicable for income
derived from Australian-developed medical and biotechnology
patents. This concept has been flagged for extension to patents
developed in the clean energy sector.

Corporate collective investment vehicle (CCIV)

The Government has committed to finalising the CCIV regime
which had been previously announced as part of the 2016-17
Budget with a commencement date scheduled for 1 July 2022.

The CCIV regime is targeted providing a corporate fund véhicle
structure rather than those already available through #ie use of
Australian management investment trusts (MITs) afd attribution
managed investment trusts (AMITs).

Corporate Tax Rate

Whilst not part of the current Budg -'. it should be remembered
that the corporate rate of tax isg§Cheduled to fall to 25% for
rate entities from 1 July 2024%

A base rate entity is a cgmpany that both:

Corporate tax rate > Has an aggregatéd turnover less than the gated turnover

will fall to 25% for threshold —$5@ million from the 2018-1
base rate entities > 80% or |88 of their assessable inc
from 1 July 2021. passiyéincome.

It shéuld be remembered th
will have an impact on f

IS base rate
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ESV Services

At ESV, we know how important your business is to you. We'll work closely with you on the parts of
your company that matter most, taking a client-focused, hands-on approach to all of your business
and accounting needs.

Coming from a range of business and financial backgrounds globally, our Partners have extensive
experience working alongside businesses of all shapes and sizes. These include some of the world’s
largest organisations and multinationals to fast-paced start-ups and successful family businesses.

This breadth of experience — coupled with their specialist knowledge in a wide range of accounting
and business services — allows our partners to take a proactive approach to all your needs, no matter
how challenging.

Our services include:

> Audit & Assurance
— Process and systems improvement
— Fraud and risk management

— Due diligence

> Business Advisory
— ME&A assistance
— Budgeting and cash flow forecasting
— Investment / property modelling

— Family Office management

— Governance, risk and compliance management solutions
— Outsourced CFO / CFO support

— Succession and estate planning

> Taxation

— Tax structuring & transactional advice
— Tax mitigation and risk reviews

— Strategic tax planning

— Qutsourced Tax Director

Forensic accounting & business valuations
Process improvement

Fraud & risk management

Director services

Not for profit
Doing business in Australié

VvV V VvV VvV VvV VvV
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Your Budget
Expert

"Understanding tax
consequences can
have a significant
impact on your
business and cash
flow."

David Prichard

Partner
02 9275 0249
davidp@esvgroup.com.au

David leads ESV's Tax Consulting practice and is a marketdeader
in providing taxation services to large and mid-sized businesses,
family groups and high net wealth individuals. He has over 25
years' experience in the provision of taxation servi€es including
time at the ‘Big 4" accounting firms in the UK ahd Australia and an
‘in-house’ stint at one of Australia’s largestéFMCG companies.

His specialist services includes; Corpogate and Family Groups,
Private Client Services, Tax Consolidations, Trusts, Structuring and
Restructuring, International Tax fcluding Thin Capitalisation, Duie
diligence for Mergers and Acgduisitions and IPO, Tax Govera@hce
and Risk Management, TaxXation of Financial Arrangemehts, Tax
Controversy, Capital Gains Tax and Tax Training. Da¥id also acts
for a number of clieats in the role of ‘Outsourcedffax Director’ to
provide specialis#ftax advice when a team ngéds it most.

David has exténsive experience workingwith clients in a wide
variety ofdhdustries including manufacturing andsdistribution,
FMCG#IT and technology, professional'Services, energy, resources
andfproperty. He also worksiclosely with the ESV Forensic team,
providing expert reports4n support of various matters.
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