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The Square Orange

Tax Office to investigate Cash Economy

industries

The Tax Office has an-
nounced plans to con-
duct a strong compliance
drive in industries that
are susceptible to cash
payments, non-
lodgement, failure to reg-
ister for GST, poor re-
cord keeping and over-
claimed input tax cred-
its. The compliance drive
will focus on micro-
businesses (annual turn-
over of less than $2 mil-
lion) in the following in-
dustries:

Performance

The Tip of the Month in
The Juice (page 4) is
about selecting the right
candidate for the job.

Once they are working
for you, how do you
monitor their progress,
keep them motivated and
ensure that they are ob-
jectively reviewed?

OTS Management pro-
vides an off-the-shelf
and hence cost-effective
product to create a Per-
formance Management
System within your busi-
ness. It is specifically
designed for Small-
Medium Enterprises
(SME’s) and suits organi-
sations with a workforce
between 3 and 50.

e tourism and
hospitality;

e horse racing
and export;

e restaurants,
cafes and
takeaway
shops;

e licensed ho-

e adult enter-
tainment; and

e motor vehicle trad-

tels and regis-  [PNELEOEns  dataematching
tered clubs; industries procedures to
check for lodg-
ment compli-
ance and accu-
rate reporting of income.

ing and whole-
saling.

ik ] In addition, the
Tax Office
N i plans unan-

! nounced regis-
tration checks
of businesses,
| desk audits
! and expanded

Management Systems

The OTS Management
Performance Manage-
ment System is based
around a Job Descrip-
tion Form (JDF) system
that is clear about the
requirements and roles
of the job.

With our help, you com-
plete each position’s JDF
by detailing who they
report to, whom they
service (internal and ex-
ternal customers), the
qualifications required,
the experience required,
and the behaviours re-
quired. The JDF also
details all the job’s re-
sponsibilities and pro-
vides examples of
“successful” completion

of those responsibilities
as well as the method by
which they will be meas-
ured. The JDF is based
around accountability
and individual responsi-
bility in a team atmos-
phere.

The Performance Man-
agement System uses
the JDF during regular
reviews where the indi-
vidual is gauged using
pre-defined measures
thereby avoiding bias
and personal opinion.
These reviews can be
Manager-Employee or
follow a 360° basis where
a panel of managers,
peers, and subordinates
is used.
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Streaming of Franking Credits

The Tax Office recently
released an Interpretative
Decision (ID), which con-
siders whether to penal-
ise a company for
streaming franking cred-
its to only one class of
shareholders.

Broadly, the Commis-
sioner may penalise a
company for making a
distribution of franking
credits to a class of
members that receives a
greater benefit from the
franking credits than

Danger in streaming
Franking Credits

the members excluded
from the distribution
would have. This is
known as streaming.

A typical situation is
where franked dividends

lian resident members in
preference to non-

Australian shareholders
potentially gain the
greatest benefit from
franking credits.

The Commissioner,

are distributed to Austra-

| resident members, as the

when determining whether a distri-
bution is streamed, will generally
consider the members”™:

° tax residence status;

. entitlements to franking cred-
its; and

. ability to pass on franking

credits (companies only).

Broadly, if all members would bene-
fit from franking credits evenly,
then the company would not be
considered to be streaming.

Joint Venture pay-out taxed as ordinary income

In a recent case, the AAT has up-
held the Commissioner’s assess-
ment and confirmed that payments
received by a taxpayer were from a
profit-making scheme and were as-
sessable as income.

In 1985, the taxpayer was a party to
an unincorporated joint venture
created to develop infrastructure
projects. Following a falling out, the
taxpayer left the joint venture in
1987 and ultimately received a set-
tlement of $1,228,500.

The taxpayer declared the aggregate
receipt as capital in his 1988 in-
come tax return. In 1994, following
a tax audit, the Commissioner is-
sued an amended 1988 assessment

Fake international

The Australian Securities and In-
vestment Commission (ASIC)
warned Australian investors to be
wary of messages, websites, phone
numbers and addresses from fake
international “regulators”.

Fake regulator websites are set up
by fraudsters and are part of the
elaborate window-dressing designed
to trick Australian investors from
buying worthless shares from unli-
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including the full $1,228,500 as
assessable income, as being the
proceeds from a profit-making
scheme.

“There was a profit-making
scheme throughout the
negotiation of the joint

venture”

The taxpayer argued that the
amounts received were for intellec-
tual property rights and were a non-
assessable capital gain as they were
acquired before the commencement
of capital gains tax.

The AAT considered that the pay-
ment may in part be representative
of the intellectual property trans-
ferred by the taxpayer, but formed
the view that there was insufficient
evidence to establish its value.

Consequently, the AAT agreed with
the Commissioner and held that the
taxpayer’s actions had shown that
there was a profit-making scheme
throughout the negotiation of the
joint venture. The AAT held that the
full amount of $1,228,500 was as-
sessable income.

CAUTION: Cases such as this show the
importance of thoroughly and prop-
erly documenting the basis of trans-
actions undertaken.

“regulators” part of fraud

censed, overseas based stockbro-
kers.

The made-up entities of which ASIC
is aware include:-

. The Foreign Shareholders
Protection Department’

. US Securities Investigative
Committee,
. International Compliance

Commission,

. International Equity Commis-
sion,

. International Exchange Regu-

latory Commission,

. The International Regulatory
Commission, and

. Regulatory Compliance Com-
mission.

The Square Orange



Travel Deductions:

The Tax Office has released the
2004/05 cents per kilometre rates.

Taxpayers who use their car for
business purposes, and choose the
cents per kilometre method for
claiming travel expenses, can use
these rates to determine the
amount of their deduction for the
2004 /05 income year.

The 2004 /05 rates for non-rotary
engine cars are:

cents per kilometre

. 0-1,600cc - 52 cents per
kilometre;

. 1,601-2,600cc - 62 cents
per kilometre; and

. 2,601 +cc - 63 cents per
kilometre

CAUTION: Taxpayers electing the cents
per kilometre method can claim up to
a maximum of 5,000 business kilome-
tres.

GST and Long Term Contracts

The GST laws provide that supplies
made under contracts that were
entered into prior to the introduc-
tion of GST will be

GST-free until 1 July 2005.

Recent amendments to the GST
laws now allow suppliers and recipi-
ents to revise the prices associated
with certain long-term non-
reviewable contracts to incorporate
GST. This provides the supplier of
goods or services under such a con-
tract with an opportunity to recover
from the recipient the GST payable
after

1 July 2005.

There are three options the supplier
and recipient can choose in regard
to the GST position of long-term
non-reviewable contracts:

1. The price remains the same
and the supplier accounts for

GSTon 1/1 1th of this price.

Tax Diary

12 May 2005

Lodgement and payment of quar-
terly activity statement (paper) for
quarter 3, 2004/2005.

15 May 2005

All other income tax returns not
required earlier, and not eligible for
the 3 June lodgement date.
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2. The contract price is revised
and the supplier accounts for

1/1 1th of the revised price.

3. The contract price is not re-
vised and the recipient of the
supply pays 10% GST on top
of the price under the con-
tract.

If both parties cannot agree, an ar-
bitration process with an independ-
ent assessor will commence.

The new laws represent an opportu-
nity for suppliers to clarify GST re-
covery issues with recipients of ex-
isting long-term contracts. However,
varying a contract by increasing the
price of supply may result in the
imposition of stamp duty.

TIP: Suppliers and recipients should ana-
lyse the effect of altering prices in
long-term contracts and the impact of
GST on the transactions made under
the contract.

Get your information into
your Tax Agent

Exempt Benefits:
paying an em-
ployee’s loan

In a recent Interpretative Decision
(ID), the Tax Office has declared
that a loan used by an employee to
purchase a laptop computer does
not qualify as an exempt benefit un-
der the Fringe Benefits Tax (FBT)
provisions.

Under the FBT provisions, certain
expense payments in respect of eli-
gible work related items are exempt
from FBT. A laptop computer is de-
fined as an eligible work related
item.

In the case under review, an em-
ployee obtained a personal loan and
used the funds to purchase a laptop
computer. The employee then repaid
the loan via a salary sacrifice ar-
rangement (SSA), whereby the em-
ployer made the loan repayments on
the employee’s behalf.

Under the SSA, the employer is
making loan repayments for the
benefit of the employee and this
represents an expense payment
fringe benefit.

To be exempt from FBT, the expense
payment must be in respect of the
work related item, in this case the
laptop computer.

The Tax Office formed the view that
the employer was not making the
expense payments towards the pur-
chase of the laptop computer, but
rather, was making payments to-
wards the employee’s personal loan
obligations.

Accordingly, the expense payment
was not in respect of the laptop
computer. As such, the expense
payment was not an exempt benefit
but was held to be a taxable fringe
benefit.

TIP: Taxpayers should seek profes-
sional FBT advice when structuring a
SSA to ensure that the most benefi-
cial outcome is achieved.
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Advice from outside the square

Suite 8/88 Walters Drive
HERDSMAN WA 6017
P O Box 198
WEMBLEY WA 6913

Phone: 08 9242 2220
Fax: 08 9242 5456
E-mail:
ots@otsmanagement.com.au

We're on the web!

t.com.au
anagemen
www.otsm:

Important: This is not advice. Clients
should not act solely on the basis of the
material contained in this Newsletter.
Items herein are general comments only
and do not constitute or convey advice
per se. Also changes in legislation may
occur quickly. We therefore recommend
that our formal advice be sought before
acting in any of the areas. The Bulletin is
issued as a helpful guide to clients and
for their private information. Therefore it
should be regarded as confidential and
not be made available to any person with-
out our prior approval.

The Juice
Tip of the Month

How do you find the right person
when you are recruiting? Go
through a step by step process.

OTS Management is a quality and value driven boutique con-
sulting and accounting company that provides organisa-
tional development services to commercial, growth-oriented
Small and Medium Enterprises who require business ser-
vices, advice and coaching.

We give our clients comfort in their decision-making by pro-
viding them with our experience and independent advice
that saves them time and helps them grow. Unlike other ac-
counting services companies, our clients have significant
contact with our senior people.

We meet our own high expectations in order to exceed the
expectations of clients.

Our services include:

. Change Management consulting
. The Zest Factor - find the zest in your organisation
o Strategic & Business Planning

o SMART Marketing workshops

. Team Development workshops

. Performance Management Systems

o Zest Tests - Business Diagnostics on your organisation
Measures. sider how well the candidates will

fit into the corporate culture - are
their values and behaviours in line

Can they do the job? Be clear in with your Vision and Values?

your own mind what the job re-
quires and be prepared to meas-

Hire slowly - be
prepared to in-
vest time,
thought and en-
ergy in your hir-
ing decisions.
Review your Vi-
sion Statement or
your corporate
culture so that
you are yourself
clear. Prepare a
detailed and ac-
countable Job
Description with
Performance

ure candidates’ qualifications
against the requirements of the
job.

Will they do the
job? Consider
what the candi-
dates’ aspirations
b are. To them this
may only be a
stepping stone to
their dream ca-
reer.

Narrow the pool to a short list

Will they do the
job here? Con-

Narrow the pool to serious candi-
dates. Test them on various job-
related tests, use drug tests if that
is in your industry, consider psy-
chological evaluation.

Do brief phone interviews to re-
duce the pool further.

Finally do longer face to face inter-
views with the short list. During
the interviews satisfy yourself
about the 3 questions again - Can
they do the job? Will they do the
job? Will they do it here?



