HLB)MANN JUDD

ADVISORY AND ACCOUNTING

SIMPLIFYING INDIVIDUAL TAX
RESIDENCY: GOVERNMENT
CONSULTATION

Movement may be afoot on the complex issue of
individual tax residency in Australia. In 2019, the

Board of Taxation released a report which contained a
proposed model for modernising individual residency.
The new framework was designed to simplify the tax
system and reduce compliance costs for individuals and
employers.

The model proposed uses a two-step approach of
primary tests and secondary tests. Apart from the
government official test, which would replace the
Commonwealth superannuation test, the main primary
“bright line” test will be the 183-day test, in which a
person who is physically present in Australia for 183 days
or more in any income year would be considered an
Australian tax resident.

One of the secondary tests proposed would require

an individual to be physically present in Australia

for a minimum of 45 days in an income year before
commencing residency, or a maximum of 45 days in an
income year before ceasing residency. However, due to
various global factors (eg the COVID-19 pandemic), the
government is seeking views on whether this 45-day
threshold is still appropriate and whether there are any
circumstances where days spent in Australia should be
disregarded for this threshold.

In addition to the 45-day threshold, the proposed
secondary test includes the factor test, which focuses
on four specific types of connection an individual may
have to Australia. Any individual whose circumstances
meet any of the four factors will be deemed to have a
stronger connection to Australian than someone who
does not.

The Federal Government is now soliciting public
feedback on the proposed model before making a
decision about whether to proceed with the changes.
ATO CRACKDOWN ON TPAR
LODGMENTS

This tax time, the ATO is cracking down on taxpayers
not lodging their taxable payments annual report
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(TPAR) on time. It has recently issued more than 16,000
penalties for businesses who failed to lodge their
TPARs for previous years despite receiving multiple
reminders. The average penalty for non-lodgment was
approximately $1,110.

As a reminder, the TPAR applies to businesses in the
building and construction industry as well as businesses
that provide cleaning, courier and road freight,
information technology and security, investigation

or surveillance services and have paid contractors in
relation to those services.

Businesses that may have received a reminder from the
ATO to lodge a TPAR but do not actually need to lodge
still need to submit a TPAR non-lodgment advice form
to avoid an unnecessary follow-up. The form allows
entities to notify the ATO about multiple years, as well
as to advise that they will not need to lodge in the
future.

Around $400 billion in payments made to almost 1.1
million contractors were reported in the TPAR system
in the last financial year. The ATO uses the information
obtained to check for red flags, including non-reporting
of income, non-lodgment of tax returns or activity
statements, overclaiming of GST credits or misusing of
ABNSs.

The ATO will also include information reported in the
TPAR in its pre-filling service to help contractors get
their income right in their tax returns. The pre-filled
data will give taxpayers transparency about the data
that has been provided to the ATO about their business
transactions.

SMALL BUSINESS BONUS DEDUCTION:
TECHNOLOGY INVESTMENT

Small businesses may be able to get a bonus 20% tax
deduction for any business expenses and depreciating
assets used to improve their digital operations. This
includes digital enabling items such as computer
software and hardware, digital media and marketing,
e-commerce related goods or services, and systems
or monitoring services related to cyber security. The
bonus deduction applies to up to $100,000 of eligible
expenditure incurred in each relevant period, with a
maximum bonus deduction amount of $20,000 per
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income year or specified time period. This bonus
deduction is available to all entities that meet the
definition of a small business entity.

Any private-use portion of expenditure is not eligible for
the bonus deduction. Also, the bonus deduction does
not cover general operating costs related to employing
staff, raising capital, construction of business premises,
and the cost of goods and services the business sells.
Training and education costs are also excluded, as they
are specifically covered under the skills and training
boost measure (which provides a separate 20% bonus
deduction).

SMALL BUSINESS ENERGY INCENTIVE

The Federal Government has released plans to introduce
a small business energy incentive to help small and
medium businesses electrify and save on their energy
bills. The proposal was in the consultation stage until
late July, but once implemented it may see businesses
with an aggregated annual turnover of less than $50
million gain access to a bonus 20% tax deduction for
the cost of eligible depreciating assets that support
electrification and more efficient use of energy. It is
projected to apply for the 2023-2024 income year.

Eligible depreciating assets would include any asset
that:

. uses electricity and there is a new reasonably
comparable asset that uses a fossil fuel available in
the market - for example, a electric reverse cycle air-
conditioner in place of a gas heater may considered
to be a eligible depreciating asset;

. uses electricity and is more energy efficient than the
asset it is replacing or, if not a replacement, a new
reasonably comparable asset available in the market
- an asset that uses electricity may be eligible for
the bonus deduction even if there is no comparable
asset available on the market which uses a fossil fuel,
in which case the energy efficiency of the asset will
determine its eligibility. Otherwise the energy rating
label could be used the compare energy efficiency; or

. is an energy storage, demand management or
efficiency-improving asset - an asset may be eligible
for the bonus deduction if it enables the storage of
electricity, or the storage of energy that is generated
from a renewable source (eg batteries). Assets can
also qualify if they allow energy to be used at a
different time (eg time-shifting devices) or are used in
monitoring energy use (eg data-logging devices).
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In order to claim the bonus deduction, the business must
make the expenditure for a taxable purpose; therefore,
costs will need to be apportioned if the asset has a mix
of private and business use.

If both the small business and the asset meets eligibility
requirements, the amount of bonus deduction is 20%
of the total eligible cost, up to a maximum of $20,000
across the bonus period.
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Important: This is not advice. Clients should not act solely on the basis of
the material contained in this Tax Alert. [tems 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 Tax Alert 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
without our prior approval.
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