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TAX IN AUSTRALIA  

what you need to know

Many people switch off when 

the word ‘tax’ is mentioned. 

Although tax isn’t the most 

exciting subject in the world, it’s 

a very important one. A good 

understanding of the Australian tax 

system can help you ensure that 

you’re paying the correct amount 

of tax – not too much or too little. 

• Highlight how wrong or misleading advice or 

structures can get you into ‘hot water’ with the 

Australian Tax Office (ATO) and possibly cost 

you more than just fines or fees.

• Discuss how certain investments can 

legitimately minimise your annual tax 

obligations.

• Remind high and medium income earners  

of their responsibility to the ATO.

This guide to tax  
in Australia  

aims to:
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income tax  
vs. indirect tax

Most people think of tax as the amount 

that is withheld from their salary, 

but in reality Australians pay at least 125 

different taxes each year. Most of these 

taxes are indirect taxes that are levied in 

the items you purchase and the various 

registrations, rates and levies you pay.  

Most of us don’t have any influence over 

the amount of indirect taxes we pay, 

but we do have some influence over the 

amount of income tax we pay. 

Australia’s personal income tax system is 

based on a self-assessment model. The 

individual is responsible for assessing what 

is (and is not) taxable income and what 

is an allowable deduction. They are then 

responsible for reporting this to the ATO 

on an annual basis; this is known as an 

income tax return.  

Seeking professional advice about your tax 

obligations – across investment, business 

and personal taxation situations – could 

have an impact on the tax payable in any 

single year and on your long-term wealth 

creation strategy. 

If you lodge a tax return with false income 

or deductions then you will likely prompt 

an ATO audit and subsequent penalties. 

On the other hand, if you do not report 

your situation correctly you may be missing 

out on legitimate taxation benefits. 

Fringe  
BeneFits tax

gst 
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Your primary responsibility as an 

individual taxpayer is to lodge a tax 

return by the relevant due date. The due 

date will depend on a number of factors 

such as:

• Are you using an agent?

• Do you have tax returns outstanding from 

previous years?

• Was your last return non-taxable or in 

credit?

• Have you been assessed as non-taxable 

or receiving a credit assessment this year?

• Do you have company returns or 

payments to lodge on a non-annual basis?

If you’re not sure about any of these 

questions, it’s a good idea to seek 

professional advice about your personal 

situation and tax responsibilities. 

In addition to lodging a tax return for 

personal income from salary or wages, if 

you earned more than $4,000 of business 

or investment income in the previous year, 

you will most likely be required to pay 

annual tax instalments on the additional 

estimated income. The default requirement 

is to pay these instalments quarterly by the 

dates outlined below:

TAkE NOTE: 
ATO reporting deadlines for individuals !

July to September   28th OctOber

October to December    28th February 

January to March    28th april

april to June   28th July

You can elect to pay these tax instalments 

on a non-default basis. We recommend 

that you refer to the ATO or an adviser 

regarding what is in your best interests 

before deciding not to pay in quarterly 

instalments.
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what can I do to  
grow my wealth?

It pays to remember that some things 

decrease in value each year while 

others tend to be worth a little more. 

Good planning aims to promote 

growth and decrease expenses. 

Getting a dollar back now is worth 

more than getting that dollar back 

in 20 years. Paying tax now typically 

costs more than paying that tax in 

20 years. It’s common sense to defer 

costs and take benefits now. With this 

in mind, below are some thoughts 

on how investments can legitimately 

minimise your annual tax payments.

  NeGatiVe GeariNG

Negative gearing is the strategy of borrowing 

money to buy an investment asset without 

receiving enough income from the investment 

to cover the interest expenses and the other 

costs involved in maintaining it. In Australia, 

the shortfall between income earned and 

the interest and expenses due can typically 

be deducted directly or indirectly from 

the investor’s taxable income. The use of 

investment vehicles or Trusts and Self-

Managed Super Funds can complicate the 

process a little, but in reality the individual can 

still gain a long-term benefit.

The taxpayer (which might be an individual or 

an investment vehicle) is allowed to claim the 

cost when borrowing money for an investment. 

Negative gearing allows interest repayments 

to the lender to offset income tax, effectively 

deferring the tax until the sale of the property 

in years to come. This strategy can be used for 

investments in shares and bonds, but is most 

commonly used for investment properties.
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If a loss is made on an investment property 

(because the income is less than the cost 

incurred), the tax law on negative gearing 

steps in and usually results in an allowable 

tax deduction. In other words, it entitles 

you to tax benefits. With an investment 

property, you could deduct the expenses on 

interest, council rates, utility costs, repair and 

maintenance and other universal expenses.

  
ShareD aSSet OWNerShip  

     aND taX

If you share ownership of an investment 

asset with another person you need to 

establish each owner’s share or interest in 

it. An asset can be held as Joint Tenants, 

where each party has total ownership of 

the asset and therefore an equal share 

of any capital gain or loss. Alternatively, it 

can be held as Tenants in Common; this 

means you may hold an unequal share. 

For example, a couple may co-own a 

rental property with one person owning 

90 per cent and the other 10 per cent. The 

taxation position for each owner will vary 

depending on their income and ownership 

proportion.  Professional advice will assist 

you to determine the best structure for your 

circumstances when it comes to owning 

assets with another entity or person.

What if my circumstances change? 

It’s worth noting that when a rental 

property is sold, the capital gain or loss is 

split between owners according to their 

legal ownership. If one of the Joint Tenants 

dies, then their interest is passed to the 

surviving owners and the date of death 

becomes the Capital Gains Tax (CGT) 

date of that share. The surviving owners 

now own the entire asset. If a Tenant in 

Common dies, their interest becomes 

part of the deceased estate. This means it 

can be transferred to a beneficiary of the 

estate or sold to a totally different investor.
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Certain work-related items

Subject to the limitation of one item per year 

that is predominately used for work, a number 

of items can be purchased pre-tax providing 

potential tax deductions or advantages. Some 

common eligible items are: 

• Mobile phones

• Laptops 

• Trade tools 

It could be a good idea to seek advice about 

what expenses you may be able to claim.

Transport benefits

If you have use of a company vehicle or 

are leasing a vehicle under a novated lease 

arrangement, your employer could require 

you to make contributions out of your salary 

to offset any FBT that becomes payable. 

However no FBT will be payable and therefore 

no potential contribution by the taxpayer, if 

the travel in the vehicle is limited to:

• To and from work

• Incidental travel in performing employment 

duties

• Personal use that is minor and infrequent

Once again, it could be beneficial to receive 

advice about which structure is in your best 

interest. 

  
FriNGe beNeFitS taX (Fbt)  

     aND Other cONceSSiONS 

FBT is not a tax that is levied on a taxpayer 

directly. Instead, an employer is assessed 

and is liable to pay tax on certain benefits 

that are provided to employees and their 

associates, such as the use of business 

property or paying for personal expenses. 

However, there are some exemptions 

available in certain circumstances that 

employees can make use of.

Non-profit, benevolent institutions and 

public hospital employees.

Public hospitals and certain other 

benevolent institutions are able to provide 

their employees with fringe benefits of a 

taxable value of up to $17,000 and $30,000 

respectively without paying FBT. This often 

means the employees are paid a lower wage 

which equates to higher pay when the non-

taxable benefits are included. Employees 

have the opportunity to pay for items such 

as living expenses, mortgage repayments, 

rent and entertainment expenses out of the 

untaxed amount, effectively increasing the 

value of the wage.

Consequently for some people, a tax that is 

payable to the ATO (and usually recouped 

from your wages by the employer) may 

legitimately not apply to you, thus allowing 

the value to accumulate in your assets.



8

 individual tax  

(32.5%) to pay on $5,200

Superfund tax  

(15%) to pay on $5,200

Net contribution 
to Super after tax

Salary  
SacriFiciNG  
$100 a week  
($5,200 a year)

0 $780  
($5,200 x 15%)

$4,420

NOt Salary  
SacriFiciNG

$1,690 
($5,200 x 32.5%)

0 $3,510

  
Salary SacriFiciNG iNtO        

     SuperaNNuatiON

Salary sacrificing is an effective way of 

reducing your individual tax payable and 

building up your superannuation balance. 

Most companies provide a salary sacrificing 

arrangement for their employees but it’s best 

to confirm this with your employer. 

When considering salary sacrificing 

superannuation, you need to decide how 

much of your salary will be contributed to 

your superfund as an extra payment. This 

will likely depend on your spending patterns 

and financial obligations. It may be a good 

idea to have a chat to your financial adviser 

each year to determine how much to salary 

sacrifice. The savings in tax come from the 

fact that different tax rates apply to individuals 

(tax rates depend on earning levels) and 

superfunds (the tax rate is flat at 15 per cent). 

Let’s have a look at the following model 

of a person in the 32.5 per cent individual 

tax bracket (earning between $37,000 and 

$80,000 per year) who is salary sacrificing 

$100 a week ($5,200 a year).

As shown below, a person in the 32.5 

per cent tax bracket could increase the 

balance of their superfund by $4,420 a 

year for retirement, reducing their overall 

tax payable by $910 at the same time. It 

is often said that the downside of this is 

that you don’t have access to the $3,510 

right away, as this is now in saving for 

your retirement. In reality the $910 would 

have been paid to the ATO, but now it 

is accumulating wealth for you in long-

term super. The question to be asked is 

whether you see a value in saving for 

your retirement by paying less tax now, as 

opposed to having extra cash flow and 

paying more tax now. 
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DepreciatiON - capital   

     WOrkS, capital allOWaNceS  
     aND reNtal prOpertieS

In Australia, using a rental property to reduce 

tax is common. Many people reduce their 

tax liability or increase their tax refund 

through negative gearing on rental properties. 

When a rental property gets old, the building 

and the equipment within it wear out. In 

most cases, it’s worthwhile to organise a 

depreciation report from a quantity surveyor. 

Tax deductions can be claimed for the  

decline in the value of equipment; this is 

known as capital allowances. Examples 

of rental property equipment include air 

conditioning units, ovens, solar panels, 

curtains and furniture. The wear and tear on 

the building itself is known as capital works 

deduction and can be claimed over 25 or 

40 years. Capital works deductions include 

driveways, kitchen cupboards, fences, sinks 

and retaining walls. It’s a significant taxation 

advantage to claim depreciation on capital 

works and capital allowances.

  
DeDuctible iNtereSt aND  

      reDraWS

Interest on loans and mortgages is only 

tax deductible to the extent it relates to an 

income producing asset, e.g. an investment 

property. In many instances the interest on a 

loan is the biggest deduction available to a 

taxpayer, so it’s important to preserve its tax 

deductible status.  

Sometimes investment properties were 

initially principle places of residence. In 

this case, the loan structure was often 

set up to have all wages deposited into 

the loan account, with the individual 

then subsequently withdrawing their 

living expenses. If this same scenario 

is applied to investment property loans, 

each withdrawal from the loan account 

for private purposes creates a segment 

of the loan that is private. The interest 

that accumulates on the private segment 

is non-deductible. If you were to make 

a subsequent repayment, it will be 

proportioned between the deductible and 

non-deductible segments of the loan.
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For example: Bob has an investment property 

with an existing loan of $100,000 in a line 

of credit facility. Bob decides to make a 

temporary withdrawal of $20,000 for an 

overseas holiday, making the total loan 

$120,000. The segments of Bob’s loan after 

the withdrawal are:

Deductible: $100,000

Non-deductible: $20,000

Interest deductibility: 83.33%

After the holiday, Bob sells his car and 

deposits $20,000 in the loan account to 

repay the amount taken for the holiday, but 

83.33 per cent (or $16,667) of the repayment 

comes off the investment loan and $3,334 

comes off the holiday loan. The segments of 

Bob’s loan after the deposit are:  

Deductible: $83,333

Non-deductible: $16,667

So only 83.33% of the total interest is now 

tax deductible.

  
priVate health iNSuraNce  

     aND the MeDicare leVy  
     SurcharGe

All Australians who earn over a certain 

amount are expected to contribute to 

the Medicare system. There are differing 

amounts charged depending on your 

taxable income and your personal status 

(e.g. single, pensioner, senior citizen, 

number of dependants and how long 

you have spent in Australia). The rules 

surrounding the levy are sometimes 

confusing – it’s a good idea to seek 

specialist advice to apply the correct levy 

to your specific circumstances. By reducing 

your taxable income you can reduce your 

Medicare levy.

For example: A single Australian resident 

(with no dependents) earning more than 

$20,896 would pay some of their taxable 

income for the Medicare Levy. If the taxable 

income was over $26,120 ($41,305 for 

seniors and pensioners) the full 2 per 

cent levy could be applicable. Low income 

earners do not have to pay the levy. Low-

income is classified as between $20,896 

and $26,121, or $33,044 and $41,306 for 

seniors and pensioners. 
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MeDicare leVy SurcharGe

In addition to and separate from the Medicare Levy, tax payers who earn over a certain 

amount within the ATO’s definition are required to have personal health insurance or to pay 

a surcharge as per the following table.

Income threshold and Medical Levy Surcharge (MLS) rates:

 tier 1 tier 2 tier 3

SiNGle $90,000  

or less

$90,001 - 

$105,000

$105,001 - 

$140,000

$140,001  

or more

FaMily $180,000  

or less

$180,001 - 

$210,000

$210,001 -  

$280,000

$280,001  

or more

MlS rate 0% 1% 1.25% 1.5%
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tax: where it could  
go wrong

Over the long term considerable savings 

can be made by leveraging the 

available tax income reducing strategies. 

However, the taxation system is not an 

open trough for high-income earners to 

take advantage of. There are limitations on 

tax benefits, as outlined below. 

hiGh-iNcOMe earNerS, aDDitiONal 

aSSeSSMeNtS, taX ON buSiNeSS aND 

iNVeStMeNt iNcOMe

Taxpayers who have significant taxable 

income and contributions in excess of 

the concessional contributions tax, will be 

issued assessments in addition to their 

personal income tax return during the 

financial year. What’s more, if a taxpayer 

has business or investment income 

above $4,000 there may be the additional 

requirements to pay income tax by 

instalments.  
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What iS a DiViSiON 293 taX 

aSSeSSMeNt?

The purpose of Division 293 tax is 

to reduce the superannuation tax 

concessions available to individuals with 

taxable income and corresponding super 

contributions of greater than $300,000 a 

year. The tax is charged at 15 per cent on 

the lesser of:

• The amount above $300,000 of 

adjusted taxable income and low tax 

contributions combined

• The total of the low tax contributions 

made during the year

The ATO assesses a taxpayer for Division 

293 tax after the individual tax return and 

superannuation tax returns have been 

lodged for the financial year. If the ATO 

deems that you’re liable for Division 293 

tax, an assessment will be issued and 

payment of the tax liability will be due 

within 21 days.

The taxpayer has two options for payment 

of the Division 293 tax:

• Pay the liability personally 

• Use a release authority to have some 

or all of the funds released from 

superannuation

If a release authority is to be used, it 

needs to be fully completed, signed and 

sent to the trustee of the superannuation 

fund.

What iS aN eXceSS cONceSSiONal 

cONtributiONS taX aSSeSSMeNt?

Excess concessional contributions tax is 

levied on the concessional contributions 

made by or on behalf of a taxpayer that are 

above the concessional contributions cap 

for a financial year. The concessional cap for 

the 2015-16 financial year is:

• $35,000 for taxpayers who were 49 years 

or older on 30 June 2015

• $30,000 for the general cap

If the ATO deems you liable for excess 

concessional contributions tax, an 

assessment will be issued to you personally. 

The amount is payable within 21 days of the 

date on the assessment notice.
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There are few different options relating to 

the treatment of the excess contributions 

and the subsequent tax liability.

Option 1: Leave the excess contributions in 

the superannuation fund and pay the tax 

personally. 

Option 2: Use a release authority to 

have the tax liability released from 

superannuation. 

Option 3: Use a release authority to have up 

to 85 per cent of the excess contributions 

released from superannuation to the ATO 

directly, pay the liability with the ATO and 

have the remainder refunded to you. 

Why DO i haVe tO pay iNStalMeNt taX?

Tax instalments are a way the ATO manages 

taxpayers and their cash flow. Rather 

than face a huge tax bill at the end of the 

year, the ATO requires the taxpayer to pay 

incremental amounts towards an estimated 

tax liability via monthly, quarterly or annual 

tax instalments. 

Taxpayers are automatically registered to 

pay instalments based on the information 

reported in their latest lodged tax return.

Generally, for individuals and trusts you 

will need to pay instalments if you reported 

$4,000 or more ($1 or more if you’re 

not a resident) of gross business and/or 

investment income in your latest tax return, 

unless one of the following applies:

• The tax payable on your latest notice of 

assessment is less than $1,000

• Your notional tax is less than $500 

(notional tax is an estimate of the tax 

payable) 

• You are entitled to the seniors and 

pensioners tax offset

If you’re a company or super fund, you’ll 

generally need to pay instalments if:

• The instalment rate when calculated is more 

than zero and you’re registered for GST

• The instalment rate when calculated is 

more than zero and your notional tax is 

$500 or more

• Business and/or investment income 

(excluding capital gains) in your most 

recent income tax assessment is $2 

million or more, or

• You’re the head of a consolidated group
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Often people’s source of tax advice is 

hearsay. “My mate that I play cricket 

with gets a $10k refund every year” and “my 

brother’s accountant claims 100 per cent 

business use for their cars” are examples of 

what many accountants encounter on a day-

to-day basis. 

Getting correct tax advice is important for all 

Australians so they can not only legitimately 

reduce their tax position, but also have 

comfort that they can answer an ATO audit or 

inquiry that may arise.

It’s quite common for people to apply the 

principle that, if a higher proportion of tax 

has been withheld from their salary than 

average, then they should receive a bigger 

refund. Applying this logic usually leads 

to deductions being included on a tax 

return that aren’t allowable in the eyes of 

the ATO. If the ATO determines that an 

unallowable deduction has been included 

on a tax return, the tax return will be 

reassessed, resulting in a repayment to 

the ATO. In some blatant and careless 

situations, a proportion of the incorrect 

deduction can be applied as a penalty.

COmmON mISCONCEpTIONS about 
available deductions
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The amount of tax you are required to pay depends on your 
unique circumstances. 

In order to enjoy peace of mind that you are not paying too much or too little tax, it’s 

advised to speak with a professional. A financial planner can not only help you grow your 

capital and lower your tax burdens, they can also protect you from making mistakes that 

could result in action from the ATO.

in conclusion...
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