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Issue

Catherine Wise works full-time in sales. For the past 3 yea
her hobby on weekends as a.makc.-:-up artist for Weddings , Py,
occasions. Generally, she receives tips and gifts of Champagnend Othey o
her services but does not include any income or deductione ang f.lo‘”m[
make-up activities in her tax return. Telating | }:

Catherine has gathered a following of over 200,000 people on y
she posts videos on her channel showing her make-up skills Sl? i
to “monetize” her channel by enabling AdSense and noy s e ha
each month from this endeavour. She is ready to give b hie dans.
full-time in the business. Y)

Advise Catherine on the tax treatment of the income she
social media endeavours.

fSShehas

be Mﬁ
S deddg.
aboy 2
0b ang g

has recejyeq fromp

Solution

Assessable income includes income according to ordinary conceps, thy
ordinary income as defined in ITAA97 s 6-5. Income received from' s
on a business is considered ordinary income. m"m

Whether the revenue (moneys, cash) received by Catherine from ker s
media endeavours is income received from carrying on a businesor i
from a hobby is a question of fact and degree. This distinction is ifmporta
because income received from pursuing a hobby is not considered assess!
income.

— l
There are no statutory rules or case law for determinmg whether Cathenn
social media activities amount to the carrying omsof a business. Thisw
economy is yet to be tested by the courts and authorities. With, the low b"“‘
to entry for operating a business and 24/7 communications:in the v
world compared with the “old bricks and‘mortar” economy, a pec
hobby can factually convert into a business instantafieously. This mai®

difficult to determine when the timing of the crossoveffrom hobby t0 busie®
actually occurred. v

The courts, however, have developed a series of indicators that can be,jggﬁ?
to help determine whether a business is being carried on (Taxation Rs bet
%7/11) and these should apply regardless of the type of busin®
conducted. These indicators include:

» . rack
® whether the activity has a significant commercial purpose of G

bu? = B taxpayer has more than just an intention 0
siness

. Whether there

is regularity and repetition of the activity
11-040 i
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® whether the activity is of the same kind, and carried on in a similar
manner, to that of ordinary trade in that line of business

® whether the activity is planned, organised and carried on in a
businesslike manner — this may be indicated by the size, scale and
permanency of the activity, and

® whether the activity is better described as a hobby, a form of recreation
or sporting activity.
No one indicator is decisive in determining whether a business exists (Evans v
FC of T 89 ATC 4540). The indicators must be considered in combination and
as a whole.

Although the fundamentals for determining when business activities are being
carried on are the same for traditional businesses and online businesses, there

are further characteristics to consider in Catherine’s case.

Based on the nature of Catherine’s work, she could be considered carrying on
a business,as’a professional artist (Taxation Ruling TR 2005/1). A professional
artist is a person who carries on the activities of a “professional arts business’’

(ITAA97s 35-10(3)) as-¢ither:

(a), ‘an author of a'literary, dramatic, musical or artistic work
(b) a performing artist, or

(c) a preduction associate.

TR 2005/1 states that the nature of art activity means that arts businesses
typically have different characteristics to those found in other businesses. For
exariple, people who engage in professional arts businesses are often
motivated by creative purposes and the desire to influence public opinion. Art
is not always produced with a pre-existing market in mind; rather, an
innovative artist may have to create a new market for their work. For this
reason, a large part of being in business as a professional artist may involve
activities directed towards reputation building and audience/market creation.
This would appear to be relevant when considering many online social media
type revenue streams.

The usual indicators described above still apply to these artistic businesses.
However, with the high risk associated with arts businesses, profit may not be
an appropriate factor (Taxation Ruling TR 2005/1) and other indicators may
need to be considered such as:

® repetition
® activities of the same kind, and
® size and scale.

At the outset, Catherine was only doing make-up as a hobby. Even with her
YouTube success it would be reasonable to accept that her activities would
still not be considered carrying on a business, as the activities were yet to be

monetised.

When Catherine started receiving monthly payments from AdSense (AdSense
has a payment threshold), this would be the point in time when she had the
business indicators of repetition, size, scale, and business records. It would be

e ——————————— e i
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ASSEss A
at the time that her activities moved from 1,.. y

business. At this juncmre, she wOuld be ; : g a hob
her social media activities as assessable inc(e)g:leu;dhto . te; A
ST tax regyp, Moy

m ™

deriving that income.

If the online business is profitable, she must includ

the business in her tax return along wi € the ta
assistant job. B With the salary ang yyqg.

Valley. In November 2024 '
. , @ bushfire caused maj
region and Speedy was closed until April 202511.laj

Jas : : ; |
nagélﬁwﬁmeg his business for any loss of profit thab o kec
IS. He claimed the premiums as allowable dédirctions each:

and always paid th
Providing surl))Stanti:tii(:rfc : amount by the due date-thfough Speedy &

on the insurance policy for lost i

A publi : '
P *OLC fu.nd was established to accept ddn‘éﬁdns from people juishi

tims of the bushfire® The fund received do
re tax deductible,and large-contributions i’

indivi rmment. The charity made one-off payments of $51

paymenutzl:v:?eduﬁsco,ooq ‘to small businte};ses impacted gyythe bushﬁ&:"

for Speedy i FEbru:rl;dzlgggal' Jasper received $5,000 for himself and

Are Jas . K

income;i)ﬁre?t; >peedy required to declare any of these amounts & s
tther of their 2024-25 tax returns?

from the public that we
federal gove

Solution

InSUranCe payOUt

Insuran s
C€ payme . by

destructiop, a);]d nts or other receipts in respect of lost trading Swd(d yw‘

.lnter T'uption

ASSESSABLE INCOME 9

As the insurance payment was received on 23 June 2025, Speedy should
include the $200,000 payment in the 202425 income year.

@
=
O
O
=

9
0
S
o
7
@
7
7
<

recipient. Government payments received by a charity that form an
unidentifiable part of the overall funds received for the purpose of providing
aid to persons in need do not 3lter the non-taxable nature of the aid provided

by the charity (Taxation Detexzhination TD 2006/22).

On this basis, both Jasper, individually and Speedy are not required to treat the
amounts from the public fund as income. The amounts are considered tax free
and therefore need“fiot be declared as assessable income in either of their

2024-25 tax returns: |
AMTG: §10-070,§10-170, J44-130

| ! €5 el =\
11-080.1llegal.activities
Issue

Nataéha Romadnoviis the CFO of E Corp Pty Ltd (E Corp). During the 2022-23
\income yeaf she misappropriated $360,000 worth of company funds.

In the 2024225 income year, as a result of data matching, the ATO identified
the affiount that was misappropriated from E Corp. As a result of the audit,
Natasha was indicted and convicted in December 2024. She was issued a court
restiftition order to repay $300,000 to E Corp. She was also fined $120,000.

In January 2025, Natasha needed additional funds to repay the money. She
appeared on a current affairs television show to discuss her crime and was

paid $50,000.

What are the tax outcomes for Natasha in relation to the income and the
expenses arising from her illegal activities?

Solution

Income derived from illegal or ultra vires transactions conducted in a
systematic, regular and organised way with a view to a profit can constitute
business income. Accordingly, this income, although from illegal activities, is
subject to the same tax provisions as any other business income. For example,
the appropriation of cash by a managing director was considered assessable
income in the hands of the managing director (Case B32 70 ATC 153).
Therefore, Natasha is required to include the additional $360,000 as taxable
income for the 2022-23 income year and pay any shortfall interest amounts

and penalties associated.

Losses or outgoings necessarily incurred in carrying on an illegal or ultra vires
business may be deductible under ITAA97 s 8-1. However, amounts obtained
from an illegal activity that are subsequently repaid or recovered, for
whatever reason, will not be allowable deductions because such amounts are
not incurred in any way for the purpose of obtaining the illegal proceeds.

Australian Practical Tax Examples 1]1 -080



pﬂm in deriving that income.

.« basis, Natasha is not permitted to deduct |
;.3‘2)0?(;100 in the 2024-25 income year. However, Sg:eretﬁhtutim o,
elates to assessable incomeé of $360,000 previously reco '® amoyy
income yearl the $3001m0 1S Pefm.ltfed to reduce the $360g&‘i)sed in the a
income Yyear. Accordingly, additional assessable in CO'm from u\em
income year is reduced to $60,000 — any shortfall inte:esfor the n

reduced. t cha,ge k ‘2
Further, fines and penalties payable are specifically not allowap) ded
e

(ITAA97 s 26-5). Accordingly, Natasha is not permitted
fine in the 2024-25 income year. P to deduct 8;:

Natasha would also be required to include the $50,000
interview in her assessable income for the 2024-'25 infcrg;‘eﬁ;e teleny,
ear a4

appearance was part of her “business activities” and there was » v
profit from the interview. a5 a Vigy)

AMTG: 910-010, §10-450, §16-010, §16-105

11-100 Compensation for breach of business \

agreement . _
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Issue

Australian Oil Distributors (AOD) supp
number of independent service stations (Ind
petrol and oil products under an agreement with M
which AOD pays MEO $1 million annually. VIASNES
MEO advised AOD that it was terminating the‘s
entering into a supply agreement with a competitor of A
compensation of $2 million from MEQ, ot the-impact o\
from breach of the a ent.} SN N g

PTGt AN nr =N

The action againgt MEQ was Sibess uently settl
OD a lump sum of $1.5 million on the condition that AOL

' - "e) P ‘
rres —_— - - 8 g
L. v L - - -
- S et B —t“vﬁt SR e —— . ,' ”~ |
ent with any otheroli producer &
.:"A. 4 (.' .'v‘,,' --?.;“ ‘ ) L y - )
.} »yh"‘ A" ‘)." ")". 2 ‘.'_ g - .-\ 'r | ;... . h
o) 1sat f/ 10 ﬁf‘l‘ S tfl l-'{'("' ).
i ’ < > l"-i- Kl s o 1LES 4 e
L Salpety e N W - . " &

¥ el Lo i panqdptiin e 1L
- 1 'U’a .'J' -;!T:Ff:?." ’fﬂﬁf}?‘-:"{u‘:'ff";‘. "'.H t
€ed comg AN a
’ .
: - - y oy ,
 tax consequences of receiving the payment o3

o/

» o W
- - ; P
i-‘ﬁ; .

R -4 A,
eNSse vy damage
iy Hh

TN
b o "0 " '-?,\.u
ompensation takes on the character of what it
5 (1915) 19 CLR 568 and Heavy Minerals P1y Lt::h v o
mounts received in connection with the brea@ =

LIS ’ v
A4
’ -

ASSESSABLE INCOME

ding risk and would be trea

Ltd v FC of T (198
the whole or greater p

may be regarded as a normal tra
income (Allied Mills Industries Pty

where the agency agreement 1S

earnings such that cance ; o8R0
iness, the compensation Wi

L Prolid Gt # 1934) 52 CLR 28, Case Y24 91 ATC

(Californian Oil Products (in lig) v FC of T (

The first issue 1s to detemﬁhé‘;whether the $1.5 m.illion rece
an income or capital nafute and assessable as ordinary 1nco

6-5 or assessable.aav,““ca ital gain :
s it ‘ﬁy %e necessary to consider whether the compensation
er ITAA97 s 20-25.

held not to apply, 1tum

is assessable as an"agsessable recoupment und

It is also necessa ary to co der the substance of the $1.5 million pay;nent, that

is, whether it comprises liquidated or unliquidated damages and if the sum
| dissected into’ingome and/or capital components. Where the relevant

en be dissected into income and capital components, the income

can be dissec
ayment-can be diss |
ts will\be assessable income under ITAA97 s 6-5(1). Capital
nay attract capital gains tax. If the payment cannot be dissected

21 and taxed as a capital gain (McLaurin v
C of T (1965) 113 CLR 341 and FCof T v

. the impact of the restrictive covenant condition in the settlement

Hinatly
” .oA% to be considered as well as allowance for damage to AOD's reputation
n the industry.
f AOD argues that the $1.5 million is unliquidated damages and cannot be
lissected -mﬁq"mc’;m'e and capital components, the entire amount will be
..~:1' A r LS 0% L8 all saky . N . . » : '
ssessable i w“ﬂﬁder the capital gains tax provisions. The CGT event
ould be the disposal of the asset, that is, of AOD's right to sue for damages
axation Ku '«”’c"«@*?é"‘? s o RIS A N |

- . PR TS 1 Pt = Sy AL *';. . = | »

$1.5 million can be dissected into component elements, then:

revenue will be treated as

. e o O S e
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CAPITAL GAINS TAX 133

CGT consequences in relation to AGL Ltd share transacy
Ons —————
Ltd shares are a pre-CGT.arc,s.et. The 200 bonus
g:ealc\g}i‘red at the time of acquisition O.f the originaslhz\es dre de% David Jones should rely upon the 50% capital gain discount as it yields the
130-20(3)). The 2,200 shares mgmtam their status ae Pre-caées (ITW lesser capital gain of $10,717.50.
disposal of 1,000 shares (apportioned between origing] T a5,

. and : :
exempt from CGT (ITAA97 Div 104). However, any gain 0:3‘.“‘3 Shyy CGT consequences in relation to IBM Ltd share transactions
shares may be assessable as an extra.ordma.ry transaction on thel[S)Po-sa] q'\ The IBM Ltd shares are a post-CGT asset. The 1,000 bonus shares are deemed
Emporium 87 ATC 4363, or as a proflt-makmg undertaking or p| sy, to be acquired at the date of acquisition of the original shares, that is, 20 % é
15-15). A “TMg: August 1995. The cost base of the shares is spread over both the original and i
: - | bonus shares, that is: oo
CGT consequences in relation to TEL share transactjons s S=
The TEL Ltd shares are a post-CGT asset. The 150 bonys sh; RN g4 O
. f isiti f th St res are dee 5,000 + 1,000
be acqmred at the date of acquisi (l>)n Oof the original shares that i |m!t AN
s 130-20(3)). The cost base of the shares is spreaq 5 ), o
i?g?uggﬁn‘?gonus sha(re)s): v 8 ppread over M&t Since thgifshgmé were agquired before 21 September 1999, in calculating any
capital gainy David Jon€s\has the option of indexing the cost base or applying
$18,000 the 50%, capital gains ‘discount and choosing the option yielding the lesser
__J___S,OOO + 150 = $5.7 (;GT liability. ?{owsyer, in the case of a capital loss, the cost base is not
| indexed. NS
Since the shares were acquired before 21 September 1999, in calculatiy, ¢ C i) 1o vt Wesig Ve ot b
‘ apita

capital gain David Jones has the option of indexing the cost base Or 2ppii:
the 50% capital gains discount and choosing the option yielding the'le.
CGT liability. a

Element Transaction Amount
Capital gain when indexing the cost base o () | 3
AN ) Capital proceeds 2,000 shares @ $5 10,000
L& . Cost base 2,000 shares @ $8.33 16,660
Element Transaction & Amougv’l ' (Capital loss) 6,660
Yy 9. " 4 s :
y y 4 ! )
Capital proceeds 1,500 shares @ $20 | | , 36,000 David Jones has experienced a capital loss of $6,660 with the disposal of his
Cost base 1500 shares@$5.71( ) N " 8,565 IBM Ltd shares. Given this capital loss, the cost base is not indexed, and the
Indexed cost base $8,565 x 1.493% Ly . 19 78755 20% capital gain discount does not apply. As David Jones has made both a
CAPITAL GAIN A S0 7ms monetary and real capital loss, the capital loss can be offset against other
N\ == capital gains or carried forward to offset against future capital gains.
tember 1999 687 1. QAN CGT consequences in relation to CSR Ltd share transactions
June 1987 46.0 1.493
: ; Since the bonus issue by CSR Ltd was paid out of profits, it constitutes a
Ca o . . . o ) P P ’
Pital gain applying the 50% capital gain discount dividend. ITAA97 s 130-20(2) provides that the cost base of the bonus shares
would include any part of the shares that are a dividend, and that the date of
Element AL Amount the acquisition would be the date the bonus shares were issued, that is, 1 April
$ 2025. The cost base of the original shares would not be affected (ie it remains
Capital proceeds S 500 sheres @ £20 30,000 at $2 per share, being $12,000/6,000).
Cost : 8,569 sl |
Ca i:) E;Se 1,500 shares @ $5.71 21':35 On a subsequent partial sale of shares (on 1 June 2025), if the first-in-first-out
- P' o Safn 1’7 40 (FIFO) basis is adopted then 2,000 of the original shares would be taken to
aPital gain 50% discount 10,722= have been sold (Taxation Determination TD 2000/2).
NET CAPITAL GAIN 10723

T e A P T
Australian Practical Tax Examples 1,2 -240



o TALGAINSTAX
' aain or loss on disposal of original shares CAPTTAZ e 135
Capital gal
Element Transaction AmOum Add capital gain on disposal of TEL [ t4 shares 21 , :
em ; : 43
$ Net capital gain e
2,000 shares @ $1 2 Application of 50% discount ’
ital proceeds : 000 g : 10,387.50
gzt basi 2,000 shares @ $2 m Total capital gain for 2024-25 10,387 50
(Capital loss) 2000 AMTG: 111-000, 11-030, 111-036, §11-240

111-250, §11-380, Y11-500, §11-550,
CGT consequences in relation to WBC share transactiop (11-610, 112-600

)

WBC Ltd shares were acquired on 14 I?ecember 20?4 and dis
’l'hee 20259“ is not permissible for David Jone§ t0 index the cout bol o)
]cl;‘culating any capital gain (ITAA97 s 114-1), nor is it Permissible o, ¢t Issue

. LY David Jones has not h Id PPly g, .
capital gain discount because €ld the g}, February 1980, Annette Monroe ac uired 1
more than 12 months (ITAAS7 s 115-25). el A ,

>
5C
4 o~ w
& C
Qo
O

12-260 Share options
R e

v b L 000 shares in Targette Pty Ltg

from Agthony Nealfor, $5 per share. On 1 March 2024, Anthony otf)flered
The WBC Ltd shares are a post-CGT asset. The 1,000 bonus shares are g A%%ﬁgv&e. ngh‘tgx qptxon to acquire one share for each 5 shares held. The
to be acquired at the date of acquisition of the original shares, thateemq cost of the right Or ption was $1 per share

: 08t Of 9 . - Annette exercised the option on 11
December 2024. The cost base of the shares is spread over both the , 15, | November 2024 and acquired 200 shares at $15 each

. At
F v, that s Miginy 2025, Anqgtté disposed of her entire shareholdmg in Target?tz ;rt\; &??3: $18
and bOnuS snares, . | Per Sha[ é, 1 | i

. 3882(10000 = $12.00 , Advise both Annette Monroe and An

thie share option transactions.

Capital gain on the disposal of shares in WBC Ltd Solution

‘ e 3 ption to an entity, even if the
chi ' grantor of the option does not own the property at the time of grant. The time
Element Asansaction Amo;uu of CGT event D2 is when the option is granted (ITAA97 s 104-40). The capital
"\ gain is the capital proceeds from granting the option less the cost base,
Capital proceeds 1,000 shares @ $20 Q. - 20,000 consisting of expenditure incurred in the grant of the option. A capital gain
Cost base 1,000 shares @ $12 N\ NA2000 from CGT event D2 cannot be a discount capital gain (ITAA97 s 115-25(3))
CAPITAL GAIN N ) ¢ =200 In the case of rights or options to acquire shares, the rights or options are
: arl e RO David taken to be acquired at the time of acquisition of the original shares. However,
‘]Ixesssn'??hoeczagzl;a_lzgam will be added to Qﬂ"\él’ o 1tal :8‘? ot A if the original shares are a pre-CGT asset and the rights or options are granted
YA on or after 20 September 1985, the rights or options are 2 post-CGT asset
Summary - Y When an option is exercised any capital eain or loss resulting from CGT event
In working out his net capital gain for 2024-25, David Jones needs to follow

:he >eps in ITAA97 s 102-5(1). This allows David Jones to deduct capié

OSSes from relevant capital gains before applying the 50% capital g

base on the disposal of the underlying property. The cost base and reduced
unt. The steps are as follows:

cost base of the option are modified under ITAA97 s 134-1.
CGT consequences for Annette Monroe

The original 1,000 shares are pre-CGT assets and do not attract CGT on
~2pital gain on disposal of WBC Ltq (neither indexing nor discounting) 00 disposal. The 200 shares acquired in November 20?4 are post-CGT assets and
Less capital loss o, disposal of IBM Ltd shares (64640 attract CGT. The cost base for the 200 shares comprises the cost of the rights or
Less capital |ogs on disposal of CSR Ltd shar (20 Options at $1 per share and the price paid for acquisition of the shares, namely
Net capita] Joss o (660 $15 per share.

e I T e L e T
12-240

Australian Practical Tax Examples 112-2 60
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366 DEPREQAHON

16-000 Decline in value and other deductions

Issue

Angela Codak runs a studio photography business. On 1 g,
Angela decided to extend her business and purchaseq
equipment. The equipment cost $,12,0QO. plus $400 for installatiop ang
for a one-year contract for 2 hours’ training each month for the fipg; y m$l,8m
Angela was advised that the equipment had an effective life o ONthg

. e f4
also commissioned the development of film editing software for g3 ,S%Sars' She

Advise Angela on tax deductions available in relation to the purchase
of the audio-visual equipment. d uge

Angela has opted out of the simplified depreciation regime for sma]] busine

Solution

The audio-visual equipment is a capital expense and not deductibje un
ITAA97 s 8-1 (see also British Insulated & Helsby Cables v Atherton [1926) Ac
205; and Sun Newspapers Ltd v FC of T (1938) 61 CLR 337). In British Insulated &
Helsby Cables, Viscount Cave formulated the test for characterising a capifa
outgoing:

“When an expenditure is made, not only once and for all, but with;
view to bringing into existence an asset or advantage for the enduring
benefit of a trade ... there is very good reason ... for treating sud
expenditure as properly attributable not to revenue but to capital.

In Sun Newspapers, Dixon ] formulated the business entity test:”™,

“The distinction between expenditure and outgoings.onrévenue accout
and on capital account corresponds with the distinction between [on the
one hand] the business entity, structure, or Organisation set up,o
established for the earning of profit and [on the’other harid] the protes
by which such an organisation operates to. obtain regular ‘retums by
means of regular outlay, the difference betweéen the outlay and retur

representing profit or loss . . .”

However,. the audio-visual equipment is a depreciating asset (ITAAY7 s 40
and a capital allowance deduction is available to Angela.

The first element of cost is the $12,000 purchase price (ITAA97 s 40480 an‘:
Fhe second element is $400, ie the amount inctirred in having the equip e
installed ready for use (ITAA97 s 40-190). The capital allowance deduct™
will be based on the cost figure of $12,400.

ated t0?

'ls'(l)\fi;osts towards developing the film editing software may be alloc

e di? de:velgpment pool (ITAA97 s 40-450) and depreciated OVer

i alm:ctllgg M year one is nil and 30% in years two, three and fou

deducti gf o In year five. Angela will not be entitled to a capital
on tor the software in 2024-25 (ITAA97 s 40-455).

Ptembe,
aUdio,vistuzj
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fion ofdgpreczkztion of the audio-visual equipmens.

Calcula
DePreCiable oS Tlsi,é(:gmber oo g
une i

rﬁonment =304 days / 365 days
ggc(:ive life Four years :
e value method for calculating the decline in Value (ITAAgy

S
§0-72):
/Bﬁe__"’al“——-—-— x Days held -
Assel’s offective life L\ 365
.- NN
Applied to Angeéla: A\
312,4‘:50__. ¥ :2? ) 51200% et :S5.164
yea

Angela_has the choice: of, using the prime cost method for calculating the
decline in value. HoWever, the deduction for 2024-25 would only amount to
§7582 calculated-using the following formula (ITAA97 s 40-75):

e Cost Days held
Prime %t ) o ;
dedtiction Effﬁ‘é"'e & 365
Prime cost | $12,400 304
deduction = 4 years 2 365 = $2582

Angela is advised to apply the diminishing value method over the prime cost
method as it results in a greater capital allowance deduction for 2024-25. Once

his method is chosen for the particular asset, it applies to that asset in later
icome years.

16-020 Apportioning deduction for decline in value

of depreciating assets
Issue

c
O
=
L
Q
O
et
Q.
Q
0

a
Cam .

regisgatsiedan for $37,000 incurring dealer delivery charges ,
modifiedon and insurance costs amounting to $4,000. Doug ha

as 000 km were for learner driver
Ongy, o0 effective life of 240,000 km.

M < 1 dri
This e 2025, Doug added another vehicle to his driver 1
Secongd car, a Mazdga 2% C;t gnzg)’ 000 with dealer delivery charges of $1,800

M

A‘Blr .
ali
an Practical Tax Examples
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. , ' ,6000. The vehi
; n and insurance amounting to $3 icle w
aq?hrfhgésitrr\z?a?lation of dual controls at a cost of $2,400. The vehic?esw?r\ Odiﬁed
wil driver training purposes and travelled 6,000 km % lggg

: rmer i
;thggzg?lbtzg estimated the vehicle has an effective life of 90,000 kn:P o 3)

Advise Doug Johnson on the tax deductions available to him in relatiog
learner driver training business.

tohis

or outgoings incurred in Sainin
rrying on a business for the purp osge 0r
roducing assessable income (ITAA97 s 8-1(1)). Howeye of
t deduct a loss or outgoing under s 8-1(1) to the extent thatri't ]:

ayer canno
taxpay f capital, or of a capital nature (s 8-1(2)(a)).

a loss or outgoing 0O

A capital allowance is available for depreciating assets, provided the taxpaye
:s the holder of the asset (ITAA97 s 40-1). A depreciating asset has a limit
effective life ITTAA97 s 40-30). The taxpayer can deduct the decline in value g
the depreciating asset held during an income year (ITAA97 s 40-25(1)) The

deduction is reduced if the asset is only partly used for a taxable purpose (s
40-25(2) and 40-25(7)). The deduction is also apportioned if the asset is'uSed

for only part of the year.

The process for calculating the deduction involves determining the cost of the
depreciating asset and its effective life, then choosing either'the prime costor
diminishing value method for calculating the annual dedwuction. 'I;heclosmg
value at the end of the year is the opening value for calculating the'deduction

in the next year. ",

y \

Capital allowance in relation to the qu{éfé Camry ¢\

As the legal owner of the vehicle, Doug\is entitled to ‘claim the depreciation
deduction. The cost of the vehicle‘has 2 elementsTIhe first 15 the Rwdr‘::;
price of $37,000 (ITAA97 s 40-180). The'second element includes costs INCU™
in bringing the asset to its present condition (ITAA97 s 40-190). For Doug'twls
would include the dealer delivery charge of-$2,000 as well as the dual con
modification costing $2,500.

would P

The registration and insurance would not be included in the cost but Jucig

deductible under s 8-1(1) to the extent the car was used for income Pr
purposes (that is, 62.5% for the Camry and 100% for the Mazda 2).

the
Doug can estimate the effective life of the vehicle Of ey tl‘::t thé
Commissioner’s determination (ITAA97 s 40-95). Doug esmﬁf‘s per yer

vehicle has an effective life of 240,000 km which at 48,000 sing the
translates into an effective life of 5 years. Doug then has the choice of ¥ o
prime cost method (ITAA97 s 40-75) or the diminishing V
(ITAA97 s 40-72) for calculating the annual depreciation deduction-

16-020
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EPRECIS 369

: depreciation deduction:
ation of
calev!
. f Toyota Camry $
ment 1: costO . | .
Cost e:zment 7. cost of bringing vehicle to its present condition 3:,000
Cost€ 500
Total cOSt $41,500
] : 30,000
Ap tionment for business purposes km / 48,000 km -
Dummshmg value method (s 40-72):
o~ N\ |
| pasevalueL L DaygheldSI1e. 1 e borhorg g g
Asset’s effective life 365 purposes

& _Q,
L n F‘“

* 5
G0 BN
\ years

Capital allowafice deduction for Toyota Camry for 2024-25 = $10,375
p;imeoqstmemod (s 40-75): . ;

- 2.00% X ; 0.625

\ "“

YoM Days held

S Business
Fifective life 365 e
0 X S0 X 0.625 = $5,187.50

J years 365

The diminishing value method is preferred, yielding a deduction of $10,375
compared to the prime cost method which yields a deduction of only

$5,187.50.
(apital allowance in relation to the Mazda 2 =
The cost element 1 for the Mazda 2 is $25,000. Cost element 218 M'?OO Itreldakitlllg g
the total cost for capital allowance purposes $29,200. Doug esm:l“a which 'g
effective life is 90,000 km. The vehicle travels 6,000 km In . mO?S S’ears e
“quates to 18,000 km per year. This translates into an effective life 01> é
Glculation of depreciation deduction Q
$
25,000
g:t element 1: cost of Mazda 2 : __Q.—O-
telement 2. cost of bringing vehicle to its present condition w

o 30 June 2025) = 122

ys : o e
A 16-020

Ustral; _
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Base value . Days held 200%
—_—
Asset’s effective life 365
$29200 12 _ . 200%
5 years 365

Capital allowance deduction for Mazda 2 for 2024-25 = $3,904.

The prime cost method results in a capital allowance deduction for the Iy
2 forpZOZ4-25 of $1,952 ($29,200 / 5 years X 122 / 365 days). a2d;

Doug is advised to apply the diminishing value method over the Prime qoq
method as it results in a greater capital allowance deduction for 2024-75

96-120 Deduction for capital works

Issue

Clive Randle is a property developer and, in 2000, he decided to diversifyhi
activities by constructing hotels, residential apartment blocks and\factoy
units for industrial activities. During 2000-01, the following contfaets wer
entered into: I,

Hotel

Contract date: 1 October 2000

Construction commenced: 1 February 2001

Construction completed and hotel operating: 1 March 2002
Construction cost: $1.5 million N\
Residential apartment block
Contract date: 1 December 2000
Construction commenced: 1 April 2001 Q $

Construction completed and all apartments occupied: 1 January 2002
Construction cost: $2 million N
Factory units

Contract date: 1 May 2001
Construction commenced: 1 July 2001

| S TR uary
ggonzstruchon completed and factory units leased for industrial activities: ] Jan

Construction cost- $1 million

i

i sold itk
On.15 APl'll 2025/ Clive accepted an offer on the aparﬁr[ent blOCk aﬂd
an investor for $3.5 million,

Advise Clive on the tay deducti . et
in rela
apartment block and fact uctions available to him

f6-120

.« hot?
ton {0 hlsh

purposes | |
The rate of deduction for capital works is contained in ITAA97 s 4305

For capital works begun after 26 February 1992

o theré is a'basic entitlement to a rate of 2.5% for uses d :
Table ift ITAA97'$43-140 (current year use) escribed in the

o« the‘rate increases to 4% for uses described in the Table in ITAA97 s
43-145. :

For capital works begun before 27 February 1992 and used as described in the
Table ndTAA97 s 43-140, the rate is:

¢(4%) for capital works begun after 21 August 1984 and before 16
"N\ September 1987, or

® 25% in any other case.
The deduction is calculated according to the steps in:

¢ ITAA97 s 43-210 for capital works begun after 26 February 1992, or
* ITAA97 s 43-215 for capital works begun before 27 February 1992.

A balancing adjustment is taken into account on the disposal of a depreciating
oot (ITAA97 s 40-285). However, there is no balancing adjustment on the
dsposal of capital works. Rather, the undeducted construction expenditure
?}Yer e remaining life of the capital works carries over to the new owner of
® capital works. For post-26 February 1992 undeducted construction
“penditure, the calculation is according to the steps in ITAA97 s 43-235.

},:e Period over which deductions can be claimed for capital works k’: fi?-
WEE}’\ Where the rate of deduction is 2.5%, and 25 years for thoseoz;zfof i
the rate js 4%. It is not permissible to recover more than 1

Gapj :
o *Xpenditure of the capital works (ITAA97 s 43-15).

Cani

COPltal Works deduction for hotel for 2024-25
MStruction of th " 2001, .

Com e hotel commenced on 1 February i

P eled and the hotel started operation on 1 March 2002 The

fate s 40 .
5 4% and js available for the entire 2024-25 year.

$1,500,000 x 365 / 365x 4% = $60,000

m
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Capital works deduction for apartment block for 20245

: t block commenced o
Construction of the apartmen 6 TiAns
C?)nstruction was completed and .all of the apartments were Occfpied n
January 2002. The deduction rate is 2.5%. However, the apartmep blockonl
disposed of on 15 April 2025. ™

The capital works deductions claimed by Clive Randle up to e
disposal are calculated as follows:

Deduction for the period 1 January 2002-30 June 2002
$2,000,000 x 181 / 365 X 2.5% = $24,795

date of

Deduction for the 6 leap years (2004, 2008, 2012, 2016, 2020, 2024)
$2,000,000 x 366 / 365 X 2.5% X 6 = $300,822

Deduction for 16 non-leap years |
$2,000,000 % 365 / 365 x 2.5% x 16 = $800,000 .. |

4{’

Deduction for the period 1 July 2024-15 April 2025
$2,000,000 x 288 / 365 x 2.5% = $39,452"

§

Total capital works deduction for Clive’s apartment blqcl{“bvér' the per,iod‘ol
ownership = $1,165,069.

Undeducted construction expenditure that may be Eléﬁed by the investor
purchasing the apartment block: $2,000,000 — $1,165,069 = $834,931.
Given that Clive received $3.5 million for th¢ saléof the "ap‘ai't;ﬁeht block, CGI
issues will also apply. \ ~ 7

Capital works deduction for factory.units for 2024-25

Construction of the factory unit$: commenced on'l July 2001. Construction :::
completed and all units were leased for indugtrial activities and In OP?Sabk

on 1 January 2002. The deduction rate is 4%,(TPAA97 s 43-145) and 1 &Y
for the entire 2024-25 year. \

Calculation of the factory units’ capital works deduction

$1,000,000 x 365 / 365 % 4% = $40,000
AMTG: §17-015, 17-030, 120-470, §20-480, 20-490, §20-500, §20-520;

16-140 Decline in value deductions and balancing
adjustment on disposal

1[20'530

Issue
021, ¥

Jackie Anderson is a 15 ' ber 2 o
qualified hire car driver and, on 1 NOVeM¥r “rie ¢
gus' a new BMW for $80,000, which was to be used I htel:atBO%d
ness as well as for private purposes. Jackie’s logbooks indicate

-

-140

TION
pepRECE 373

. otres travelled iin'a year relate to' her
the kllt(;?fhat the effective life of the BMW will b
;%13 xm driven each year.

: Jrch 2025, Jackie traded-in her BMW for a Jaguar. Th J
g&&v lfvas $43,212 and the cost of the Jaguar was $51,%30. Jack?etzzg:aﬂe(c)inﬂtg

e hire car business usage would be 45,000 km each year. With the increased

ssage, she ostimates that the effective life of the Jaguar will be 4 years

ore the introduction of Temporary Full Expensing (TFE), Jackie deprec:
:z: vehicles using the dlmmlshmg valug method and chose to self-agsgatue-g
offective life of herwehicles. Ac?wse Jachg on the depreciation deductions she
would be éntitled to for her hire car business or additions to her assessab]e
come’in the 2024-25 tax year.

“kiewas not an SBE and did not choose to opt out of TFE.

hire  car bys;
Iness. Jacki
e10 years, with a tojtald%?

Solution

Tax deduetions are available for losses or outgoings incurred in gaining
asessable ihcome or carrying on a business for the purpose of gaining
2ssessable income (ITAA97 s 8-1(1)), unless the loss or outgoing is of capital or
Q&qpital nature (s 8-1(2)(a)). However, a deduction is available for
depreciating assets (ITAA97 s 40-25) under the capital allowances regime and,
in relation to assets acquired after 7.30 pm on 6 October 2020, TFE (ITTPA%7
Subdiv 40-BB). Jackie’s motor vehicles qualify as depreciating assets.

The cost (ITAA97 s 40-180) of the asset is the starting point in calculating
depreciation and TFE. However, there is a cost limit for cars (ITAAY7 s
40-230), currently $69,674, for 2024-25 (per the ATO website). (Note: Annual
Taxation Determinations for the car limit are no longer published.)

In relation to eligible new assets first held, first used or installed ready for use
lor a taxable purpose from 7.30 pm AEDT on 6 October 2020 to 30 June 2023,
emporary  full expensing is available (see Subdiv 40-BB  Income Tax
(Transitional Provisions) Act 1997). Under TFE, the whole cost of the car could
b depreciated up to the expensive car limit then in force (860,733 for 2021-22).

balancing adjustment arises where the car is subsequently sold.

An additional adi ' ' where ) ie's C oy
justment is required where, as In Jackie's case, 40-25(2

used . : (ITAA '

for both income-producing and private purposes 1 ?IZl;aCt on(tf)tl

dlsposal of

-
o,
.:
L
O
O
P
Q.
O
Q




| : happens for a car subject ¢
ing adjustment event O the car ;.
tlirtnl?ua\laatri‘:n %alue is adjusted for the purpose of calculating a“;rbl:mla,.t'qthe
8

adjustment.

A further complication arises 1n Jackie’s case bgcause her BMw was |
both business and private use. The balancmg adjustment amoyp; i sed f,
the extent that the vehicle is used for private purposes, aCCOrdmgutc:d u:

formula in ITAA97 s 40-290.

Depreciation of the BMW
Cost of BMW on 1 November 2021 )

. . . “y * g mm
Car depreciation limit in 2021-22 (per ATO website) *
Less decline in value '
under TFE: e
Adjustable value on 1 March 2025 )
Adjusted termination value (trade-in) on 1 March 2025 ‘ ?&‘5

Recognising that the cost of the car exceeded the car limit, the termination
value for the purpose of calculating any balancing adjustment is adjusted

(ITAA97 s 40-325) as follows:

car limit

sale price X actual cost of vehicle

: $60,733
ie $43,212 x $80,000

adjusted sale price (termination value) =:$32,805 N ¢
As the termination value ($32,805) is more than thecadjustable valtie of the c
($nil), Jackie will suffer a balancing charge of $32,805 for 2024-25: Howev;;

an adjustment needs to be made to take acfount of nonsbusiriess us:
applying the formula: . | O\

Sum of rédugtions

Balancing deduction amount Total'decline

Balancing adjustment on disposal of the BMW in 2024-25
Total depreciation attributable to personal use = $60,733 x 0.2 = $12,147

Reduction for personal use =

Palancing charge amount X —5"{%8‘; rcfedcllji;tions
$32,805 « 12,147 - $6561

s O =L U e AL o S YL gt

disp zsﬂt the 20% private use of her BMW,
;C;reciation of the Jaguar in 2024-25

purchase price of Jaguar on 1 March 2025 = $51,000

Hire car business Uuse: 45,000 km per year

Effective life: 4 years

#+,$51,000
4 years

122 dazs
X X 200%

365 days = $8523

ine in value:
Lgss decline ] o,

: k and making an estimate of th - ;
Using the samé\Jog,boo \g al e of the business kilometres
ravelled, the @pportionment of decline in value to take into account theQZO%
non-business use'1s:
| C $8,523 x 80% = $6,818
Opéning adjustable value on 1 July 2025 = $42,477

summary of depréciation deductions or additions to assessable
income forJacKie in 2024-25

Balancing charge, from disposal of the BMW, added to assessable (526,244)
incote
Dgp)re_ciation deduction for the Jaguar from 1 March 2025 $6,818

AMTG: §17-080, §17-200, §17-270, §17-485, §17-500, §17-560, §17-570, §17-630,

10-160 Balancing adjustments; disposal of
depreciating assets

Issue

5:29 RiCha?ds owns and manages a business, trading as Alpine Printing. This
jourl,?:]s > Prints and publishes lifestyle, real estate and financial magazines and
s. He does not apply the simplified depreciation rules.

e Print arch 2020
' ing had acquired printing presses 1 to 3 before 12 Ma
E:s{lng the 2024-25 year, the following transactions took place relating to the

Ness’s Printing presses.

-
O
l;
o
O
0
b
o
o
0

pﬁ"“"g press 1:

Openin
& Value 1 Jy] :
Effectiye life; ey

DePfeci
at .
SO] d ed usin

$150,000
10 years

o g diminishing value method
November 2024, for:

$65,000
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djustments may be subject to balancin

the cost of a replacement asset. Conditig adjustment. relief ‘and

Printing press & $100,000 galancing, °

: 1 July 2024: inst ons
gg:cmﬁ?: :i:?e - 10 years ot :ﬁgzITAAW 5 40-365), | rust be met to make
Depreciated using diminishing value method s * on the disposal of a de.pre;ciating asset would normally eive
Sold on 1 February 2025, for: $125,000 A 3.aul‘ gain. However, this gain is specifically disregarded m};dge]: ?Tnse o
caPI;i Note that CGT event K7 applies to capture gains relating ¢ t}“1&!\.97 S
1162 depreciating assets. § to the non-
Printing press 3: husiness use of dep 5 ,
Opening value 1 July 2024: T(IJOO,OOO printing press 1 balancing adjustment
e years F g 0-72)
mz:: using diminishing value method Dimin'Shmg value methoc (ITAAIY:s 4612
Destroyed by fire on 1 April 2025 Opening adjustable value . "' Days held 2 5008
Insurance pay-out: $132,000 Asset's effective life 365 N
Printing press 4: %éghg%g- X -13%-3- X' 200% = $10192
Replacement printing press: i
Purchased on 1 May 2025, for: $180,000 Adjustable value ori hNovember 2024: $150,000 - $10,192 = $139,808
Effective life: 10 years Ginge the adjustable value at the time of disposal of $139,808 is greater than the
ermination ¥alue-of $65,000, the difference of $74,808 is deductible for Alpine
Printing in the.2024-25 year. | .

Rene would like to know what deductions are available in relation tothe

capital transactions concerning his printing presses during 2024-25. printing press 2 balancing adjustment

Diminishing value method (s 40-72):

Solution
2 o ; Epey. o \ Opening adjustable value Days held
The printing presses qualify as depreciating assets (ITAA97's 40-30) and fhe Assel's effective life X 365 x 200%
owner, Rene, is entitled to claim deductions for the deeline in value o&rt:; |
printing presses used during 2024-25 (ITAA97 s 40-25)-For all assetsacq 100.000
and installed and ready for use between 7.30 pm o6 October .‘2029, and 3 %b—yéﬁ X %59 x 200% = $11.836 ‘

June 2023, he can claim an immediate deddctiofi under/the TFE Tules Ad

(ITTPA97 Subdiv 40-BB). He is free to estimate the-éffectivedife'of the printing . Justable value on 1 February 2025: $100,000 — $11,836 = $88,164 .
presses (ITAA97 s 40-105) and apply the diminishing value method l; Smce: the adjustable value at the time of disposal of $88,164 is less than the
calculating the decline in value ovep-thé'yeat (ITAA7\s 40-65(1)) for 2 ermination value of $125,000, the difference of $36,836 is assessable IncOmMe

acquired before and after those dates, \ or Alpine Printing in the 2024-25 year.

o Printi . .
When depreciating assets are disposed of, a balancing adjustmen! must B¢ Inting press 3 balancing adjustment

calculated. If the termination value of a depréeiatin disposal 1 - Diminishi
e g asset on disp nishing valu _79)-
than its adjustable value, the difference l:i)S'*'deducztible in the year g ! e method (s 40-72):

c
O
.:
L
3
O
~
o
O
Q

disposal (ITAA97 s 40-285(2)). If the s : re than ¢ PR T
: . termination value is MmO : W
adjustable value on disposal, tlze excess is asses:able in the year of the dls?"“loum Asset's ef}‘efztgszel;}:lue N _%%_Zsbslé x ' 200%
E‘s 4(.)'285(1))- .The termination value is usually the selling price or .ag;nbe
;‘nged on disposal of the asset (ITAA97 ss 40-300 and 40-305) — tif alue $100,000 o6 123
: dg;‘fc?:tc'e payout from the destruction of the asset. The adjustabtl: 1}’; cured i 10 years X5 3g5 02% 5 200%0 1T ¥y
ting asset is initially its cost plus any second element CO5™ " ihe Qjust
after the ﬁfSt year (the ﬁ.rSt yearls Secoid elen}llent COStS being inclUded m A able Value On 1 April 2025' $100,000 e, $15,123 = $84/877 :

eﬂ‘ 0‘ S{an t . . . ress of
CemAqﬂ $84377h.e adjustable value at the time of destruction of the PI’" tlngfps47,121'3

the year, havin ed ~ 1s ]
5 ’ g deducted depreciation over the previ 18 ag €ss than the termination value of $132,000,
40-85). P *®sable income for Alpine Printing in the 2024-25 year::

el L e ey e, ORI

Ausiyat:
alj
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cost of the asset), and subse

; : mmen
quently its opening value at tl;eugo year (ITA
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’ ive, the result is less attracs:
However, from the tenant’s perspective active, Ty,
\ : to have derived an as§essaple amount equa] ¢ e
e mesning that e $1AOMIcR eIt iy Calter?
- i e fit-out will at best be treate

sy g ass’zictlia;ﬁd o‘:ll;l;agl (in which case, that porﬁonazfmtﬁgey “XPendyy 'N D lVl DUALS
32 m:t?iiu:)ver the effective life of the plant — Div 40 ITAA97) ancgst Ca
asg capital works deduction, depreciated over 40 years (equal to a VJ;:;:?N Jent individual; calculating tax liability ...
only 2.5% per year, under Div 43). " Res;,.ble income; 12X PAYADI oo J010
Therefore, Noreast is obliged to write off the $120,000 over 40 years ;Z’;G instalments; tax offsets ............. Ly
straight-line basis. This means that Noreast. can only claim a deduction oof" v raxable income; tax offsets p g e N 0%
to $3,000 each year, meaning that there is a lqrge mismatch between up small business income tax offset; .trust distributions ..~ ™ iy~
receipt of income (fully taxable) and the incurring of expenses (deducﬁbn: primary producers; non-commercial losses L T Py 11;(1)33
over 40 years). Tax concessions; personal superannuation contributions 117120
If the capital works are destroyed at the end of the lease, a bala- alary packagiHQ: tax effectiveness ... 97-140
deduction may be available in the income year in which the destructip alary pagkaging; COMPANY Car ....owwmvvveeevvricssseees 17-160
occurs. If the capital works are not destroyed (for example, if the busine salary sacrifice.and superannuation guarantee charge ... 17-170
simply moves out, leaving the capital works in situ), no balancing adjustmey Income averaging scheme applied to sportsperson ... 17-180
is available. If the agreement stipulates that the landlord is required to buy the personal ServiCeSUNCOME .....vvimiiiiiieisnse st 17-200
leasehold improvements, the landlord therefore takes over the capital works Telmination RRYMIBNTES ....ceeueneee et 17-220
deductions for the balance of the write-off period. SuperannUUQNTUNS ........ccoeeerct 00001 20E 0 1L LG () 21 17-240
Therefore, assuming the amounts spent are indeed capital works deductior Supera‘nnuation.deafh benefit paid to family members ... 17-260
this produces an addition to taxable income for Noreast in the year of m Qownsnzer CONTIDUMIONS: oo coesrasmsunitetsas smi o S RS s erst 7-265
of $110,000 - $3,000 = $107,000, and a tax liability of $107,000 @ 25% =$26750 FirstHome Super Saver SChemE ........ooocioveeeceeeeeeeeeeeeeeeeeeeeee 17-270

. Y2l Catch-up concessional superannuation contributions ..o 7-275
Landlord owns fit-out o, W Total superannuation balance and the bring forward of
A second option for fit-out incentives is that the landlord.owns the fit-outup non-concessional CoONtribULIONS ........cccociiiiiiiiiieeieeieesseseesens o 17-278
to the amount of the contribution. A\ N} Employee v contractor: Extended definition of employee
In this case, the tenant does not receive “‘income’“and cannot claim: for superannuation guarantee DUTPOSES it 17-279
deduction (except for the excess over the amount-eéntributed, in, this cas (GT §mall business retirement EXCIDIION k. cossademstifsidaitoasmbsnsbagnbonss 97-280
$10,000, which can be written off under Div,43; at 25% per year)-Therefor FOreign salary; Wages INCOME ...........wiuuesieieeesiueesessessssessssssssessssesss 17-300
where the amount contributed equals the amount spent, the ‘position for t¢ Exerppt TOrQION INCOMB .o i 17-320
tenant is broadly tax neutral. N v ;Ofelgn 'ncome tax offset amendment period .........cenimnnneeinnes 17-340
However, the landlord does not getan iﬂuneciiate tax.deduction and insfe?‘:i \;::Ef)’afy rgsidents: taxation of INCOMEe .....cciibiiiierin s ngg
assuming the entire amount has been gpent on iterswhich qualify for ! b Ing hollda.y ULl P — et 17:390
works deductions, gets to claim a deduetion of 2.5% per year. Taxat?:;yé :orglgn residency and working holiday makers ............c... 11_7].400
.FOI' this reason, this is far less common th#ddhe payment of a sm\plefash ReCOVery ofrlr;gt(;r; ...... ..... 1]7.420
incentve atingcconomy ride soaring sorie; Uber drver 40
AMTG: 110-116, 117015 M:g;z::e :evy surcharge; foreign health insurance policy };jgg

Xine € levy exemption for lUMP SUM PaYMENTS coosussmsssmsnss ipre
SNUVes for early stage INVESTONS ,....minssssmssssess st
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lNDIVIDUALS

17-010 Resident individual; calculatip

. a '
Lina Chua arrived in Australia on 1 June 2024 to take 1 g .blllty
bank and was a resident for tax purposes from that time. BeI;g:lhon Wi,
Australia, Lina was a full-time student in Singapore. She € Com:

. ol'nm
. ! wa
out private health insurance when she arrived in Australia S Single ang lgo::

g tax |;

During 2024-25, Lina earned the following amounts:

® $120,000 salary — $38,000 tax was withh
year and remitted to the ATO

fully franked dividends of $11,000 with frankin
unfranked dividends of $800

rent of $18,000 from an investment property
interest of $750, and
anet capital gain on sale of investments of $170.
Lina’s expenditure during 2024-25 is:
® self-education expenses $3 800
® gifts to deductible gift recipients $6 500 3

investment property repairs $700 \N. Vv
bank fees $120

eld by her employey d"ﬁngm

gCr edlts of $4’714

brokerage fees on the sale of Investments $600, and. >
® work expenses $300. ()

Calculate Lina’s tax liability for 2024-25 &

’ a4 y Q
SO|Ution ST ,;;, : W
An individual’s tax liabili

NDIVIDUALS
/m

Lina's assessable income is $155 434 ($120

4000 |
A dividends from A |
anking credits on ustralian cq

As the gifts were made to de

\

ductible gift recipients, the AL ouz;
under ITAA97 s §0—45. unt 1s deductible

Lina’s taxable income is $144 ; ' ‘ )
allowable deductions).

Step 2

Lina’s gross tax payable on taxable income of $144,014, using the 2024-25 tax
rates for a resident individual, is $34,623.18, calculated as follows:

$
Tax on $18,200 0
Plus ($45,000 — $18,200) x 16% 4,288.00
Plus ($135,000 — $45,000) x 30% 27,000.00
Flus ($144,014 - $135,000) x 379% 333518

Step 3

"a1s entitleg to a tax offset for the $4,714 franking credits.

Step 4

Lina’s the tax offset is
s“bhactggg S S tax payable is reduced to $29,909.18 when

X 2%). She

income
to Medicare levy of $2,880.28 ($144,014 taxable incom te health

va
Medicare levy surcharge because she has pr

Aug 1|7-010
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income taX
$32,789.46 ($29,909.18 gross tax payable . $2 A0

Lin a’s net tax payable 1S

Medicare levy) .
lodges her income tax return for 2024-25, credit is giyep, for g,
When she 104§ employer from her salary during the yeqy, Asty

tax .
(538,(:(” i $32,789-46).
AMTG: §2-090, §11-550, 116-460, §16-950, 142-000, §42-010

(7-020 Taxable income; tax payable

Issue
The expenditure and receipts for Ted Jones for 2024-25 comprise

following:

Receipts S
Car expenses reimbursed by the employer (cents per kilometre basis) | 44
Entertainment allowance from employer \ :mn
Employer-paid holiday 5,000
EXPenseS W\ '.s
Work-related car expenses (using cents per kilometre rate) (" (W
Entertainment expenses incurred on employer’s business Y
Interest paid on bank loan used to buy shares in a listed conipany 27:2
Donation made to the Arthritis Foundation ‘@
Ele?ot?); on behalf of himself and family (himself: $700, wiféz, e
Medical expenses incurred on electronic walker for his disabled son e
Jones maintains the following dependants during 2024-25: i
® his wife Mary, aged 41 years, who received$880 in interest inco® y
2 l;s diis.able.d. son Paul, aged 20 years, a full-time student who 19 l?uﬁe&ﬁ
car: isability support pension of $1,450 and requires Mary>
Ted main - nor hjS
spouse wetraeu:ﬁ(: Private patient hospital insurance and neither heear.
“ceipt ot any family tax benefits for the 2024-25 XY™
rdin

\pIVIDUAL 415

Solution AR UBY -l
- come 2024-25 tax year -
1o JoNES taxable 1 .
e rences are to ITAA97 unless otherwise stat
(all Jegislation 1'-ef.¢ren. 02 [stigeorn) 9 | ed)
pssessable IncOTE ‘9 :oo P
Salary (5 69 s
Car reimbursement (s 15-70) 4,400 .
Entertainmwt allowance(s 6-5) _2,000
98,400
ngucmms 9\".?1” r;l. STaN ' | 1)) i -
IntereSt(88-1) AP TPN TRy W -
Dondtions'(s 30-15 — deductible gift recipient) 250
o\ NG o oy A 2400
Taxable incorme . \_ )’ 4 ‘b __93,000
Tax payable on $93,000 at 2024-25 rates 18,688.00
Less:
DICTO! 3,008
Zonezebate’ 733.80 situ ks
3,741.80
‘ 14,946.20
Add Medicare levy (2% x $93,000 taxable income) _1,860.00
| | 16,806.20

TOTAL TAX PAYABLE

empt income for the

The -paid holi s nei ! '
employer-paid holiday is neither assessable nor ex t fringe benefit and

“mployee under ITAA36 s 23L. It is an expense paymen
Would be subject to FBT (FBTAA s 20).

The ®ntertainment expenses are not deductible (s 32-5).

Notes:

(1 .
) DWndant invalid carer tax offset (DICTO)

Th . .

(A%(‘)axpayer and their spouse have an adjusted taxab CTO (s 61-10).
) of less than $117,194 and are therefore entitled to a DI

2 g.emm}ely unable to work due to her carer oblig

PICTO (2024-25): $3.300  [1/4 x (ATIO of the eligile dependent - 3252
= $3,300 - [1/4 x ($1,450 ~ $282)] ‘
= $3,008.00

Vi R D Ry
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Chapter 8
PARTNERSHIPS

0
2
£
?
-
0
=
thed
—
@
Q.

tnership income ...... e, L A
?:ItCSIaation of net partnership income; distributionto "
AFENETS undsebunnemsasnnnaeeess R EEE L PN T
Calczlation of net partnership income; capital gain ... %g,gig
erships; CGT @SSeLS wouvvuvmuiivimiinnititiiiisbivnnscsssi
er;?admitting a new partper ............................................................ %g:ggg
it EENIStADULIONS .o o
TS E L Gl . T s 18-100

uncontrolled partnership income; penalty tax ... 18-120
pisposal ofpartner’s 11 1] = S S

Ny dssrblemmrimecescis $8-14
variation.of partnership interests 18-140

‘ JDOLEIESES ioeparessanrrestarecspressssmaat oo 18-160

ignment of partnership interests ..., 18-180
residence; profitand 10ss sharing ..., 18-200
Work in progress; trading StOCK .....cooviiiiici e, 18-220
Admissiofi of new partner; ABN/TFN requirements .......................... 18-240
Tax returns; income; interest; change in partnership ........ccooooveuene.... 18-260



e a superannuation payment for Caitlin equal to 10% of ¢ aitlin' ] ,

d at the rate of 15% on each

artn :
ntributing $90,000 and P

Caitlin- g

ove, Tim and Caitlin otherwise share Partners

e interest to be paid
contribution with Tim €O

respectively,
=) apart from the ab
profits equally, and .
terest at the rate of 12% pa to be paid on any loan made 1o
partnership. Tim contributed $15,000 to the business as working Capig

on 1 May 2025.
The net profit of the partnership after allowing for these outlays ang
operational expenses was $150,000 for the year ended 30 June 2025, &

Calculate the net income of the partnership under ITAA36 s 90\for the yeg

ended 30 June 2025 and the distribution to both Tim and Caitlin,
)

Solution

To determine the net income of the partnership under(ITAA36 s %0,theg [,
operating profit of $150,000 must be adjusted. The“adjustments takews
account outlays that are not expenses of the partnership but are mer:
means by which the partners have agreed to distribute partnérship proi
Such outlays are not deductible to thepafthership under\ITAAY s ¥
(Taxation Ruling TR 2005/7). These outlays- are the-partners’ salane
superannuation payments and interest ‘on capital ‘accounts or cure
accounts.

Net income of the partnership is:
$

Net operating profit 150,000 W
Add:

Interest on capital (Tim) 13,500

Salary (Caitlin) 35,000
Superannuation (Caitlin) 3,500
Interest on capital (Caitlin) ——4“’5@

NET INCOME 2062
Interest on a ur

loan is deductible to the partnership where it 1 nc

borrowing mone - - come (T
: y applied to th ' ble incOM® * .
$ 8-1(1)). Tim had cor?tributed tﬁeuse of producing assesse.ltal. Although T

money as working capl
18-000 |

on the basis that the money lent is applied
assessable income of the partnership, th

.

the partnership. Therefore, the inter

oo tributi;”}l of the net income of the partnership of $206 500 between the
ig as olIOWS:

Parmers !

, $
E:est on capital | ; 13,500
Equal share of residual net income 75,000

88,500
R ~ |

Caitlin $
Salaty vl
Superannuation 3,500
Interest on capital 4,500
Equal share of residual net income” 75,000
118,000

+ Shate of residual = ($206,500 — $13,500 — $35,000 — $3,500 — $4,500) = $150,000 / 2 =
$75,000.

The interest on the loan provided by Tim as working capital is included in
Tim'’s assessable income under ITAA97 s 6-5 as ordinary income and does not
form part of his distribution of the net income of the partnership.

AMTG: 15-070, §5-090, 15-130, §11-200

{8-020 Calculation of net partnership income;
distribution to partners

Issue

James Ney is a retired public servant. Wishing to remain active, g Tj
Wife, Joanne, invested in a clothing shop that is managed by their 2>-year-0

Yaughter, Lisa, in partnership with her parents.
James and Joanne each contributed $50,000 capital to the business.

¥p Artnership agreement provides the following;

* James and Joanne will each receive interest at the rate of 15% per annum
on their capital contribution.

® Lisa
Lisa Will receive a salary of $35,000 pe



/ . —
)
o A carwillbe leased for the business.. nnot be an employee of the partnership, nor can '.‘El
idual profits and losses will be shared equally bety 5 partne Cherself' Therefore, there is no fringe benefits oo Z Palfp\e'r employ B
e Aal:tl;zsr’s James, Joanne and Lisa. ten the h;mseflftﬁz partnership car. The cost associated with the Pri:atzsas Private g
/ d . 1 use . —
. P oar ended 30 June 2025, the partnership records shoyy. ueSf1 ,fctible to the partnership is not =
I)Unng the Y d rﬂ‘llmn g the s 00 net income of the partnershlp pa a
In dethhiP to a partner by way of salary, the distribution of’intel?i:te:r:s o
) Paft:;;) ytions, Of payments to a §uperamuaﬁon fund as contributi ;:gltal
Sales : | Ny }c;;“ JIf of a partner, are not deductible expenses of the partnership. They :rz
f goods sol by which the partners have agreed to dj : ,
Iio:x;tiofapital contributions — James and Joanne ?ﬁﬁ mergg a means DY greed to distribute partnership
. ' rofits. =~
Supe]‘annuatlon o w ‘ ‘ G Mool
Lease of car | 98-040 .Calculation of net partnership income;
Other expenses — all deductible 0y ~capital gain
The leased car has been used solely by Lisa, who has used the car 90% fy | ssue! .,‘. 3 | gl
business and 10% for private use. | }acQHauﬁnam w, NDUistin Nikolai are ol Jirtindth 7S ity ol
What is the ITAA36 s 90 net income of the partnership? have contributed équal amounts of capital. Jack is a silent partner while
: Dustin spends most of the time working in the partnership business. To reflect
Solution | the extra time-that Dustin spends in the business, they have agreed that Dustin
The net income of the partnership for the year ended 30 June 2025% s should receive an annual salary of $40,000. .
follows: THe baokkeeper has provided the following information in relation to the
N\ partniership for the 2024-25 tax year:
$ § v
$
400
lSjsleS | 'm '~ Sales 500,000
s , |
) 8 Cost of sales 200,000
54 220,0(”
EeO:tseoifg o:ds s;(l)(; business use ) o/ 8,100\ Other expenses (including Dustin’s salary of $40,000) 100,000
car — (] ’ : . . .
Othiar dediiclics 2. & 20,000 N~ 248100 CaPltifl gain: profit on sale of land held as an investment 120,000
NET INCOME ~ / 151,50 What is the ITAA36 s 90 net income of the partnership?
@ A N Solution
The dxst;-ibution between the partners is: &N\ The s 90 net income of the partnership 1s calculated as follows:
ames
$
Interest on capital 7,500 S
Share of residual* 32,633.33 40,1333 ies 500,000
Joanne Cos; ol =
Interest on capital 7,500 O Sales 200,
33 Oth 300,000
Share of residual®* 32,633.33 40,13 Mde; €Xpenses 100,000
Lisa Sal ack non-deductible salaries: 40,000
Sal 35,000 Y = Dustin R
% : NET INCOME 240,00
Superannuation 4000 11 s The der ITAA7 s 81
whare of residual* 32,6333 i I ) issalary Payable to Dustin is not an expense deducts u}\ eal;ion Ruling TR
*Share of resid _ 7o} 2005;nere Y a means of distributing partnership 1ncome (Tax
residual = (§151,900 - $7,500 ~ §7,500 — $35,000 — $4,000) .. 7)

$32,633.33

WO\\—/ Y



PARTNERe, |
488 /_—Ns

hip would be distributed between th
: f the partners e
The net income 0 Partyg,
VS.
as follov Jack D
$ $ Togy
Nil 40'm 403
Salary 2 * 100,000 100 000 ﬂl
f residual net income —r ALY
Equal share © 100,000 140,000 f::g
T

* Share of residual = ($240,000 - $40,000) = $200,000 / 2 =$100,000.

the sale of the land does not form part of the Partnergyy, |

The capital gain on taken to have been made by the partners indjv;dw; |

- but 15 :
oy Jack and Dustin must calculate any resyls

5). Therefore, . .
(ITAAY/ 3 in the partnersl'up agreement and include the gaing

: . rence to
capital gain by refeal tax return. On the basis that Jack and Dustin are Partner
ally into the partnership, and have the same cost base fy

their own individu
tributed equ :
who contributed eq and, they each include a $60,000 capital gap,

their fractional interest in the 1
their tax return.

AMTG: 15-070, $5-090, $5-130, 111-200
18-060 Partnerships; CGT assets

-
-

Issue /
The Dale partnership is in the business of manufacturing shelters for pets. T
partnership was formed by Graham, Martha, Joan and Cate\Dale in June 2l
with each partner holding equal shares. At that time, the-partners madet¥

following contributions:

® Graham — a small factory to manufacture the shelters with'a marh:
value of $500,000. The factory was ‘acqaired by Graham before 2
September 1985.

® Martha — a warehouse for storage of thé shelters'with'a market valued
$200,000. She also contributed$300,000 in cash:

® Joan — registered designs for the pet shelters and $100,000 in cash
® Cate — $500,000 in cash.

slge{:lell); .2014, the partnership purchased a shop for $800,000 to sell the

tI;: August 2024, Graham decides to retire from the partnership: A
€ market value of the partnership assets is:

Assets $
Small factory 1,000 000
Wal’eh()usQ w,(m
Pet shelter designs nil
ShoP 1,200'000

B et T e

' Graham $2.1 milli
and Cate agree to pay on ($700,000 each) f
Maftha’ Ioinm the partneI'Shlp, with all the assets to remain in the i’le::

pital gains tax (CGT) consequences for Graham upon retiring
rtnership?

SolUtiOn
oT wil only apply in relation to a CGT event that occurs to a CGT asset. A
C 9,

CGT asset 15 defined\to include:
@) aninterestin the asset ofa partnership, and

(2) ‘an interest in a partnership not covered by (1) ITAA97 s 108-5(2)).

A,capxtal gain ordoss from a CGT event happening in rela.tior.l to a partnership

a partnership’s C€GT asset is attributed to the partners individually and not
gthe partpiérship. On Graham's retirement, Martha, Joan and Cate are taken
to have acquired a separate CG1 asset when they acquire a share of Graham's
intereét in & partnership asset (ITAA97 s 106-5). Accordingly, the disposal of
Graham’s interest in the assets of the partnership can result in capital gain or
apital loss to Graham. The money received by Graham is allocated among
various assets to the extent it relates to the assets of the parinership or his
interest in the partnership. Based on this application of the law, the CGI

consequences arising for Graham upon retiring from the partnership are as
follows:

Small factory

On entering the partnership, Graham has disposed of 3/4 of his interest m the
factory (ie 1/4 each to the other 3 partners). His remaining 1/4 share in the
building remains a pre-CGT asset. The 1/4 shares belonging to the other

Partners are post-CGT assets.

31}, leaving the partnership, the disposal of Graham'’s interest n the factory to
de ffMaining partners triggers CGT event Al The capital proceeds are
,eternlll}ed to be $250,000 being 1/4 of the market value. However, a3 the
mt'er?St In the factory is a pre-CGT asset in the hands of Graham, the capital
Siis disregarded.

Warehoyse

On : |
&Ome“l:del‘lng the PartnerSI'up, Graham va'UiI'Ed 1 / 4 ;l:ehar(e) ul:e tihse wvza’&e'l;f)tgne

artha. Th S .
leay; e cost base of his interest in the w
'emv:ifinﬂ‘e Partnership, the disposal of his interest in the w.arehouse tostl:j
315000055,%58 3 ers also triggers a CGT event Al with capital proceed
: on Graham’s 1/4 share at market value.
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