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KEEP THE CHRISTMAS CHEER
AT PARTIES BY WATCHING
YOUR SPEND

GAURAYV CHITNIS
Partner, Tax Consulting

Just as Santa Claus meticulously prepares his list of
who’s been naughty or nice, businesses should also be
careful of the tax implications of their festive cheer.
Hosting a Christmas party for employees or clients,
while a joyful occasion, can trigger fringe benefits tax
(FBT) obligations. However, with careful planning akin
to Santa’s global route optimisation, businesses may
entirely avoid this tax burden.
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Fringe benefits tax (FBT) is a tax paid by employers on
certain benefits provided to their employees, or to their
employees’ family or other associates. FBT is separate
to income tax. It’s calculated on the taxable value of

the fringe benefit. Employers must self-assess their FBT
liability for the FBT year (1 April to 31 March) and, if they
have an FBT liability, lodge an FBT return.

FBT exemption

The FBT legislation offers a “minor benefit exemption”
- a bit like a stocking stuffer from the taxman. If the
benefit provided to each employee is under $300 and
isn’t a regular occurrence, it's exempt from FBT.

Thankfully, Christmas parties fall under this category.
They’re considered irregular events, so as long as the
cost per employee stays below $300, businesses can
use this exemption to avoid any FBT headaches. Just
remember, the more frequently benefits are offered, the
less likely they’ll qualify for this exemption. Luckily, or
unluckily, Christmas only rolls around once a year!

cont. on page 2...
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Business premises

If Christmas parties are held on the business premises
on a normal workday, expenses such as food and

drinks are exempt from FBT, regardless of the amount.

However, there is no income tax deduction available
for such expenses nor are GST input credits allowable.

If family members of employees attend and the total
cost (per person) is under $300, again FBT will not
apply and no tax deduction and GST input tax credits
will be allowable.

However, if the total cost per person is above $300,
FBT will apply, but an income tax deduction and GST
input tax credits will be allowable.

INCOME TAX
WHO costper |PCES  |pEDUCTION/
ATTENDS | PERSON — _ | NPUT TAX cREDITS
APPLY? | AVAILABLE?
Employees
Unlimited No No
only
Less than
No No
Employees $300
and their
family More than Yes Yes
$300
Clients Unlimited No No

Think of it like this: at your Christmas party, the

food and drinks are like Santa’s bag of gifts - there

is no dollar limit for employees enjoying them on
business premises. But if you add a band or other
entertainment, the costs can add up quickly and if
the total cost per employee exceeds $300, FBT kicks
in. Keep it under $300 per person, and you’re in the
clear.

Christmas gifts

Many employers like to give gifts to their employees
during the festive season. FBT isn’t payable if the
value of the gift is less than $300 per person and it
would be considered unreasonable to treat it as a
fringe benefit.

However, FBT may apply if the gift is one of
entertainment. Entertainment gifts include items such
as tickets to live concert, movies, holiday tickets and
the like. Non-entertainment gifts include gift hampers,
gift vouchers, flowers, bottle of wine, etc.

So go ahead and enjoy your Christmas celebrations,
but make sure the taxman doesn’t turn up to spoil the
fun!
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Off business premises

If the Christmas party is held at an external venue
such as a hotel or restaurant, the party will again

be exempt from FBT as long as the total cost per
employee (and their families if attending) is less than
$300. There will also be no income tax deduction or
GST input tax credits allowable.

If the cost of hosting a Christmas party is greater than
$300 per employee, FBT will apply and income tax
deduction and GST input tax credits will be allowable
to claim.

Notably, the employer doesn’t pay FBT for the taxi
travel, because there is a specific FBT exemption for
taxi travel directly to or from the workplace.

INCOME TAX
WHO COST PER DEDUCTION/
ATTENDS PERSON INPUT TAX CREDITS
AVAILABLE?
Less than
No No
Employees  $300
only More than
Yes Yes
$300
Less than
Employees ¢4 No No
and their
. More than
family Yes Yes
$300
Clients Unlimited No No
Clients

There are no FBT implications on the portion of
expenses that relate to clients, regardless of the
location of the Christmas party. As such, no income
tax deduction and no GST input tax credits can be
claimed for the client’s portion of the Christmas party
expenses.

INCOME TAX
DOES
TYPE OF COST PER DEDUCTION/
GIFTS PERSON P INPUT TAX CREDITS
2
APPLY? | AVAILABLE?
Under $300 No No
Entertainment
gifts
Over $300 Yes Yes
Non- Under $300 No Yes
Entertainment
gift Over $300 Yes Yes

Contact the author: gchitnis@hlbwa.com.au



AGED CARE REFORMS 2025 MAY RAISE COST

OF CARE FOR SOME

LUKE ROBSON
Financial Adviser, Wealth Management
BRISBANE

Proposed new residential aged care rules starting
in Australia next year will increase the level of
contributions from wealthier families while ensuring
medical care remains affordable for people with
lower means.

The recommendations from the Aged Care Taskforce
will come into effect from 1 July 2025 and focus

on how wealthier Australians can contribute to the
overall cost of their residential aged care and home-
care services in retirement.

Ultimately, these reforms will increase the financial
obligation on wealthier families while aiming to make
the aged care system more equitable for everyone.
With bipartisan support, the changes are expected to
be enacted, and anyone entering care after 1 July next
year will need to navigate these new rules carefully to
manage their financial obligations effectively.

Key changes

One key change is to the hotelling supplement,

which is a top-up payment previously paid by the
Government at a rate of $12.55 a day. This payment
will now be means tested - anyone with more than
$238,000 in assets, or who earns $95,400 in annual
income, or a combination of the two, will have to start
contributing to the cost.

In addition, a 2 per cent exit fee on Refundable
Accommodation Deposits (RADs) will also apply, on

UPDATE ON PERSONAL
SERVICE INCOME TAX RULES

PETER BEMBRICK
Partner, Tax Consulting

In the last issue of the Financial Times, we talked
about the Personal Service Income (PSI) tax rules
and how they could affect consultants using personal
efforts or skills to generate an income.

top of the Daily Accommodation Payments (DAPSs)
which will be indexed twice a year, adding uncertainty
to future costs.

Another change will lower the asset threshold at
which maximum fees are applied, from approximately
$2 million currently to $1 million. This means that
families who sell their homes or have significant
assets may face higher care costs. The means-tested
care fee has a lifetime cap of $82,018, while the new
non-clinical care contribution (NCCC) introduces a
higher lifetime cap of $130,000, or four years in care.
Additional daily living costs will also rise under the
new framework.

For those considering aged care, it may be
advantageous to enter before 1 July 2025, as existing
residents will be grandfathered under the current
rules.

The need for financial advice becomes more critical
under the new rules as many people will need to

seek guidance on whether to pay upfront through a
refundable accommodation deposit (RAD) or through
daily payments (DAP). RADs, while refundable, now
come with a 2 per cent annual retention fee for up to
five years.

Selling or retaining the family home is another
decision potentially impacted by these changes;
retaining the home can offer pension benefits for two
years post-admission to a care facility whereas selling
it might affect means testing at a greater rate than
that which previously applied.

Contact the author: Irobson@hlbgld.com.au

Since then, on 28 August the ATO has released a
“practical compliance guideline” on the PSI rules.
While still in draft, the guideline makes it clear that
the ATO is looking closely at anyone who claims
exemption from the PSI tax regime. If it believes
people are using the exemptions to unfairly reduce
their tax, the guidance explains that the ATO can
still apply the Part IVA anti-avoidance rules. It also
outlines the type of arrangements the ATO considers
to be high and low risk, although this is still highly
subjective.

The new guidance makes it even more important for
people to ensure they are acting in good faith when it
comes to their personal tax arrangements.

Contact the author: pbembrick@hlbnsw.com.au
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ATO TAX HOLIDAY NOW OVER

ROWAN TRACEY
Partner, Business Advisory

Businesses can start to expect a more unforgiving
Australian Tax Office (ATO) when it comes to
collecting outstanding debts or historic penalties,
which currently total more than $50 billion.

While the ATO had adopted a more lenient approach
to debt collections during and immediately following
the Covid-19 pandemic, which helped many
businesses stay afloat, it is now adopting a more
stringent approach.

Historically, Australians have been very good at
paying tax on time, whether by design - because

tax is withheld from wages - or through the nation’s
positive payment culture where paying tax is seen as
the right thing to do.

As a result, the ATO usually doesn’t have to enforce
debt collection as much as tax offices in other
countries. But the ATO is now sending a clear
message that businesses can’t continue to ignore their
tax debts.

At the end of 2023, the ATO reported that it had
more than $52.4 billion worth of debt on its books,
out of which small businesses made up 65 per cent of
the amount owed. Most of this debt is self-reported
Business Activity Statement (BAS) debt such as GST
and PAYG Withholding on salaries and tax on profits.

There is no room for complacency when it comes to
having the ATO as a creditor. It has broad statutory
powers, with debt recovery measures that can
include reporting small businesses to credit reporting
agencies (which can adversely affect their credit
status), shorter deadlines for payments, issuing
garnishee notices against directors’ funds or director
penalty notices, and in rare cases initiating wind-up
applications.

Ultimately managing tax obligations is proof of
solvency and the ATO’s crackdown on enforcement
should serve as a reminder for businesses of the
importance of cashflow, ensuring proper account
management and having their own robust debt
recovery process. This is critical in the current
economic conditions where many businesses are
facing pressure on margins, employee costs and
expectations given higher interest rates and still high
inflation.
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The ATO’s approach can also apply to individuals. The
ATO has sophisticated systems, including those driven
by artificial intelligence, which will flag aggressive
claims for deductions such as travel, rental properties
or motor vehicle costs.

For late payers, the ATO will automatically add a
general interest charge to what is owed. This means
the debt will grow each day it remains unpaid. Interest
calculates on a daily compounding basis and is added
to the account periodically. That means that the
sooner you pay any outstanding debts, the better off
you will be.

Contact the author: rtracey@hlbwa.com.au




NEW ATO GUIDANCE ON GIFTS FROM OVERSEAS

HELENA YUAN
Director, Tax Consulting
SYDNEY

Receiving a Christmas or birthday gift from an
overseas relative might seem like a thoughtful
present. However, recent draft guidance from the
Australian Taxation Office (ATO) highlights the
situation can be more complex than people might
think, particularly when receiving from an overseas
trust.

The guidance focuses on trust property that hasn’t
been previously taxed. It states that such property
becomes assessable income for an Australian resident
beneficiary if it’s “paid to, or applied for the benefit
of” them. While the legislation isn’t limited to foreign
income, the ATO is primarily interested in applying it
to untaxed foreign income.

The potential situations where the ATO can deem

an amount as assessable income are extensive.

The burden of proof to demonstrate any benefit is
exempt falls on the taxpayer. This can be challenging,
especially when beneficiaries might be unaware are
they receiving property or income from a foreign
trust, such as distributions from a foreign deceased
estate.

Genuine gifts and ATO scrutiny

Looking at foreign gifts more closely, a genuine gift
of money or property from relative living overseas is
generally not considered assessable income. However,
the ATO focuses on the substance of the transaction,
requiring appropriate documentation and evidence of
the donor’s capacity to make the gift.

The ATO has access to various data sources,
including international funds transfer information
and tax information exchange agreements with
low-tax jurisdictions. It is increasing its scrutiny over
undisclosed offshore income, making it crucial to
disclose overseas assets as required.

While the draft guidance is helpful, additional
practical guidance on related legislation would be
beneficial. There are at least two other pieces of
related legislations that people must also consider
when they receive trust property from overseas.

It also highlights the complexities of dealing with
overseas gifts and trusts. People need to be aware
of their obligations and ensure they have adequate
documentation to support their claims.

Contact the author. hyuan@hlbnsw.com.au

M&A ACTIVITY OUTLOOK REMAINS SUBDUED

SIMON JAMES
Partner, Assurance & Advisory

Challenging economic conditions and rising
interest rates have led businesses to adopt a more
cautious approach to deal-making, resulting in a
21 per cent decline in the total number of mergers
and acquisitions (M&A) transactions in FY2024,
according to the latest HLB Mann Judd Australian
M&A report.

While low interest rates and government stimulus
fuelled Australia’s M&A market during the pandemic,
this has now given way to more subdued activity.

In good news, FY2024 saw an increase in transactions
exceeding $1 billion, with 26 deals compared to nine
in the previous year and 15 in FY2022. The average
transaction value also rose to $121 million in FY2024,
up from $89 million in FY2023.

This activity suggests that large businesses with
available financing are seizing opportunities that may
have previously been considered overpriced. It may
also reflect dealmakers’ preferences for transactions
with clear strategic advantages and long-term
potential over short-term investments. However,

the increased cost of debt and equity, coupled with
stricter investment and lending criteria from financiers
and equity investors, has led to a more cautious
approach when evaluating M&A opportunities,
resulting in a wider bid-ask spread.

Looking ahead, the Australian government’s
commitment to achieving net-zero emissions by 2050
may boost M&A activity within energy transition
infrastructure, including the energy storage and
distribution sectors, particularly among government-
backed fund managers.

Contact the author: siames@hlbnsw.com.au
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FROM DONATIONS TO LEGACY: HOW TO GIVE

AND GET MORE BACK

PRUE CHEESEMAN-GOODES
Director, Wealth Management

Charitable giving plays a crucial role in supporting
important causes. In addition, it can offer benefits to
givers, including emotional benefits as well as more
tangible advantages such as tax savings.

Whether through personal donations, structured
giving, or bequests, selecting the right method for
charitable giving that can maximise the impact of a
contribution. Below are a few ways to give back to
society while supporting worthwhile causes.

1. Personal donations

Personal donations are straightforward and can

be made at any time to registered charities.

Options include direct transfers, online platforms,
and workplace giving schemes, which may offer
employer matching. In Australia, donations over $2 to
Deductible Gift Recipients (DGRs) are personally tax
deductible.

2. Giving through your will

Bequests allow people to support causes after their
lifetime, without affecting their current finances.
People can leave a percentage of their estate, a
specific amount, or the residual balance. It’s essential
to ensure that any bequest is legally binding and
that it aligns with the estate plan to avoid any
complications for heirs. Including a letter of wishes
helps strengthen the bequest in the that the estate is
challenged.

3. Private Ancillary Funds (PAFs)

PAFs offer a long-term philanthropic vehicle for those
with substantial assets wanting to create a legacy of
giving that can be stewarded by future generations.
They allow donors to establish a charitable fund,
receive immediate tax deductions for contributions,
and distribute to charities over time. They are
governed by a trustee and board of directors who
can retain the ability to direct how and when the
donations are distributed.

Assets in the PAF are exempt from income tax but
involve compliance obligations, including a 5 per cent
annual distribution to DGRs. Due to the setup and
running costs associated, PAFs are recommended

for people able to give a minimum initial donation of
between $500,000 to $1 million.
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4. Private charitable trusts

These are similar to PAFs but come with a greater
level of complexity. They provide a high level of
control and flexibility for long-term giving, often
established upon the donor’s death to create a legacy.
They are ideal for those intending to gift to non-DGR
charities, those not concerned about receiving a tax
deduction for their donations, and/or making plans
for the allocation of assets following end of life.

Donors can specify particular causes or organisations
to support and set specific guidelines for how the
trust’s assets should be managed over time. They are
suitable for high-net-worth individuals and typically
work well with an initial contribution of at least
$500,000. Assets within the trust are income tax-
exempt too, another advantage.

5. Public ancillary funds and sub-funds:

Accessible and flexible ancillary funds (PuAFs) are
managed by community foundations or intermediary
organisations that pool donations from multiple
donors and distribute them to DGR charities, offering
a simpler, lower-cost alternative to PAFs. Sub-funds
within PUAFs allow donors to create personal funds
without the administrative burden of a PAF, attractive
to donors that desire to be more focused on

granting and are happy to have less control over the
investment of funds.

Donations to PuAFs are tax-deductible, with assets
exempt from income tax. While the recommended
initial contribution is at least $20,000, they can also
be used for donations as low as $2,000. A minimum
annual distribution requirement is typically 4 per cent
of the fund’s net value, though this applies to the
PUAF as a whole, not individual sub-funds.

Regarding non-cash donations, such as donating
shares or real estate can be tax-effective, avoiding
capital gains tax while receiving a deduction for the
asset’s market value.

How and when to make the biggest impact

The best giving method depends on people’s personal
financial situation and philanthropic goals. It’s
important to verify a charity’s status for tax benefits,
and ensure legal documentation for PAFs, trusts, or
bequests is correctly prepared.

Contact the author: pcheeseman@hlbnsw.com.au



HLB MANN JUDD EXPANDS

TONY FITTLER
Chair

The HLB Mann Judd Australasian Association has expanded, adding
a new member firm with offices in Lismore in New South Wales and
Robina in Queensland.

The new office locations reflect the restructure of the former Audit &
Assurance Division of Thomas Noble & Russell (TNR), and will be led
by three experienced audit and corporate advisory partners: Adam
Bradfield, Richard Watkinson and Kevin Franey.

It brings the HLB Mann Judd network to 10 independent member
firms located in major cities and regional business centres in
Australia, New Zealand and Fiji, as well as 2 representative firms.

Adam, Richard and Kevin have strong experience in a number of
areas including the government, co-operative and not for profit
sectors as well as large private companies including ASX listed
groups and foreign-owned corporations. They have been a part

of the Association and key contributors to the network for over 15
years as an affiliated member and we welcome their addition as a full
member specialist audit and corporate advisory practice.

New appointments

Leanne Bloomfield has been appointed to the newly
created role of director of people and culture for the
Association. Her responsibilities include managing
training programs, coordinating people policies and
recruitment campaigns, and reporting on HR issues and
trends. She has over 20 years experience in HR including
15 years with HLB Mann Judd Sydney as head of human
resources, and she has also worked at DLA Piper. Leanne
holds a Masters of HR from Charles Sturt University.

Sai Ravindran has been appointed to director of network
risk and quality for the Australasian network. He joined
the Association in 2021 as an audit quality manager

and has over 15 years experience as an accountant. He
has previously worked at PwC and KPMG, and holds a
Bachelor of Business (accounting) from the Western
Sydney University. Sai is a member of Chartered
Accountants Australia and New Zealand.

Disclaimer: All material contained in this newsletter is written by way of general comment
to clients of member firms of the HLB Mann Judd Australasian Association. No material

should be accepted as authoritative advice and any reader wishing to act upon the material

contained in this newsletter should first contact a member firm for properly considered
professional advice which will take into account each client’s own specific conditions. No
responsibility is accepted for any action taken without advice by readers of the material
contained herein. ISSN 1037-1915 © Copyright on all contents of this newsletter is held
by the HLB Mann Judd Australasian Association. Articles may be reproduced only if
acknowledgement to an HLB Mann Judd member firm is given.

Liability limited by a scheme approved under Professional Standards Legislation.

HLB Mann Judd firms are members of HLB International,
the global and advisory accounting network.

The HLB Mann Judd Australasian
Association comprises a number
of independent accounting firms in
Australia, New Zealand and Fiji.

ADELAIDE
T: (0)8 8133 5000
E: mailbox@hlbsa.com.au

AUCKLAND
T: +64 (0)9 303 2243
E: hib@hlb.co.nz

BRISBANE
T: (0)7 30018800
E: mailbox@hlbgld.com.au

FlJI
T: 4679 670 2430
E: info@hlbnadi.com.fj

LISMORE & ROBINA
T: 1300 000 452
E: info@hlbgcnc.com.au

MELBOURNE
T: (0)3 9606 3888
E: mailbox@hlbvic.com.au

PERTH
T: (0)8 9227 7500
E: mailbox@hlbwa.com.au

PERTH INSOLVENCY WA
T: (0)8 9215 7900
E: mailbox@hlbinsol.com.au

SYDNEY
T: (0)2 9020 4000
E: mailbox@hlbnsw.com.au

WOLLONGONG
T: (0)2 4254 6500
E: mailbox@hlbw.com.au

HOBART / LORKIN DELPERO HARRIS

T: (0)3 6224 4844
E: mail@ldh.com.au

NEWCASTLE / CUTCHER & NEALE
ASSURANCE

T: (0)2 4928 8500

E: cnmail@cutcher.com.au
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THE RELEVANCE OF KEY PERSON INSURANCE FOR SMEs

ANDREW KENNEDY
Consultant, Insurance Services

Key person insurance provides a safety net to
safeguard a business’s financial stability, particularly
small to medium-sized enterprises (SMEs),
protecting businesses in the event it loses one of

its key individuals due to death, disability or critical
ilinesses.

When considering the risks faced by a business when
it loses a key person, it is important to assess the
impact on the business, such as:

« if that individual has provided a personal guarantee
on business loans

e likely reduction in revenue

« effect on large fixed overheads.

In addition, it is important to ensure the means are
available to fund the buyout of an equity partner who
unexpectedly leaves the business.

Personal guarantees on loans

Many businesses, particularly SMEs, rely on personal
guarantees from owners or key executives to secure
business loans. If a business has such a loan in place,
it is very important to consider what happens to
that guarantee in the event of an untimely death of
a guarantor. Typically, if the person providing the
guarantee passes away, the lender may have the
right to call on the guarantee requiring immediate
repayment of the loan, which could place significant
financial strain on the business, possibly even leading
to liquidation.

Key person insurance can protect businesses by
covering repayments if a guarantor dies, ensuring the
business doesn’t face sudden financial instability or a
collapse due to a lack of funds.

Impact on revenue and profit

In many companies, certain employees or executives
play important roles in generating income, building
relationships, or managing operations. The sudden
loss of such individuals due to death or illness can
have a severe impact on both revenue and profit.

Without a contingency plan, businesses may face

a prolonged period of uncertainty, with a potential
drop in revenue and profitability while replacements
are found and trained. Key person insurance provides

the financial cushion needed during this transition.
The insurance payout can help the company cover
operational costs, recruit new talent, or make up for
lost revenue while adjustments are made to the new
business reality.

Funding a buyout

If a business has multiple owners or equity partners,
what happens if one partner unexpectedly passes
away or suffers a debilitating health event? Without
an agreement in place or the means to buy out the
deceased or incapacitated partner’s equity, the
business may be forced to sell that owner’s equity on
the open market, or alternatively seek other sources
of funding (such as additional debt) to buy out that
partner.

Key person insurance can play a crucial role here,
providing funds for the surviving partners to buy out
the affected partner’s equity share. This avoids the
potential disruption of bringing in an outside buyer
or the financial burden of continuing without key
support.

Large fixed overheads

Businesses often face large, fixed costs such as
payroll, rent, and utilities, which rely on consistent
business continuity to meet obligations. The sudden
loss of a key person can jeopardise this continuity,
especially if the business relies heavily on a small
group of individuals to generate cash flow.

Key person insurance helps maintain stability by
ensuring that the business has the resources to
manage its fixed costs while adapting to a loss. This
can be especially critical for businesses that rely on
consistent leadership and specialised knowledge to
remain competitive.

Key person insurance is essential for protecting
businesses from the financial fallout that can arise
from the loss of critical personnel. By planning ahead,
businesses can ensure that they remain financially
secure and capable of navigating unexpected
challenges.

Contact the author: akennedy@hlbnsw.com.au
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