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In Brief 
The Federal Government promised 

Australia would be in surplus again by 

2012-13 and the Federal Treasurer, the 

Honourable Wayne Swan, MP did not 

disappoint when he delivered his 5th 

Budget at 7:30 PM May 8, 2012. 

Returning the budget to surplus is 

important for Australia and even more 

so for the Government. Spending cuts, 

deferred Defence acquisitions and a 

range of social, health and education 

programs were topped off with an array 

of tax changes, not the least of which is 

the reforms to the Living-Away-From-

home concessions which are dealt with 

in our Global Watch issued earlier 

today.  

In this second Global Watch we review 

the other important tax changes 

proposed by a Government which is 

continuing down a predictable path of 

tax reform.    

2012-13 Federal Budget 
The 2012-13 Budget builds on a 

growing record of tax reform. On the 

personal and employment taxes side 

though, there is a rehashing of old ideas 

and some predictable targeting of high 

income earners and a winding back of 

traditional concessions for the purpose 

of getting the budget back into surplus. 

One cannot blame the Government for 

making these changes but it does raise 

the question of just where is the 

Australian tax system heading? 

Tax rate changes for resident 

individuals were announced earlier and 

it was inevitable non-resident rates 

would also be changed. The resident 

rates were hailed as a landmark tax 

reform, tripling the tax-free threshold 

to A$18,000. However, the next two 

marginal tax rates were subtly 

increased so that by A$80,000 the tax 

benefit was reduced to just A$3.00. 

Furthermore the low income tax offset 

was wound back to negate the 

landmark tax reform.
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The bottom two non-resident tax rates 

will be replaced by the resident rate of 

32.5% (from 0-A$80,000) for the 

2012-13 year of income. 

Schoolkids Bonus 
The divorcing of social security benefits 

from the tax system has led to some 

convoluted and unnecessarily complex 

rules around family benefits, but none 

more so than the Education Tax 

Refund. This will now be transformed 

into the Schoolkids Bonus guaranteeing 

eligible parents A$410 for primary 

school students and A$820 for 

secondary school students. It is means 

tested for Part A recipients only. 

Consolidated dependency 
tax offset 
From July 1, 2012, eight existing 

dependency offsets will be consolidated 

into a single offset available to 

taxpayers maintaining a dependant 

who is unable to work due to disability 

or carer responsibilities. 

Medical expenses offset 
This tax offset available to individuals 

for themselves and their dependants is 

20% of the unreimbursed medical 

expenses exceeding A$2,000 and this 

threshold has been gradually increased 

by previous Governments. From July 1, 

2012 it will be means tested for people 

above the medicare thresholds 

(A$84,000 for singles and A$168,000 

for couples in 2012-13) and the 

threshold will be increased to A$5,000 

and the offset reduced to 10%. 

Mature Age Worker Offset 
The Government announced this tax 

offset would be phased out from July 1, 

2012 for taxpayers born on or after July 

1, 1957.  

Living-Away-From-Home 
allowances and benefits 
Please see our Global Watch issued 

earlier today. 

Better targeting of “golden 
handshakes” 
One hopes this is the last attack on 

traditional employment termination 

payments (ETPs). For decades 

employers made “golden handshake” 

payments to retiring and deserving 

employees of all levels in recognition of 

their long and good service to the 

employer. The payments could either 

be made as discretionary “ex gratia” 

payments (which have some curious 

corporate tax limitations), or be part of 

the remuneration package entitling 

(usually) an executive to a “golden 

handshake” on departure from the 

company. 

While the reduction of tax concessions 

from July 1, 2007 meant that such 

golden handshakes were thereafter 

limited to the “ETP cap” of A$175,000 

(for 2012-13), the Government clearly 

thought that was still too generous. 

From July 1, 2012, the “ETP tax offset” 

which reduces the tax rate on ETPs  to 

30% (and 15% for employees aged 55 

and over)  plus medicare levy, will be 

denied for any part of the golden 

handshake which increases the 

employee’s adjusted taxable income 

above A$180,000. It just may be that 

retiring employees will now need to 

leave in June so they can receive their 

golden handshake after June 30th 

(together with their tax-free pension). 
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Non-resident taxpayers will 
no longer have the 
continuing benefit of the 
50% CGT discount rule 
From 7:30 PM May 8, 2012, non-

residents will no longer be eligible for 

the 50% CGT discount on capital gains 

accrued thereafter on taxable 

Australian property. They will still be 

entitled to a discount on gains accrued 

prior to Budget night provided they 

choose to value assets at that time. 

This largely affects non-residents 

holding interests in Australian real 

estate but it may also include departing 

individuals who choose to avoid the 

CGT deemed disposal rule on becoming 

a non-resident and treat their “non-

Australian Taxable Property (such as 

Australian shares and most foreign 

assets) as taxable Australian property. 

Managed Investment 
Trusts (MITs) 
Non-residents are subject to 

withholding taxes on distributions of 

Australian sourced income from 

Australian managed funds. The rates 

are 10% for interest income, 15% for 

unfranked dividends and 7.5% for all 

other Australian sourced income (but 

excluding franked dividends and capital 

gains from non-Australian Taxable 

Property (i.e. Australian shares). The 

withholding rates are increased to 30% 

for unfranked dividends for residents of 

foreign countries which do not have a 

double tax treaty with Australia and 

also for other Australian sourced 

income where the recipient is a resident 

of a country which does not have an 

Information Exchange Agreement with 

Australia. 

From July 1, 2012 the 7.5% rate will be 

increased to a rate of 15%. 

Airline transport benefits 
The method for determining taxable 

value of airline transport fringe benefits 

will be updated from stand-by value to 

market value to all benefits provided 

from 7:30 PM May 8, 2012. Fringe 

Benefits Tax is payable by employers on 

the grossed up taxable value of fringe 

benefits at 46.5% and both Australian 

airlines and travel agents will be the 

recipients of this measure. 

Measures not being 
proceeded with 
The Government announced it would 

no longer proceed with the standard 

deduction for work-related expenses 

and the proposed 50% tax discount on 

interest income, both of which were 

proposed to apply from July 1, 2013. 

Superannuation measures 
Superannuation is something which 

desperately needs to be left alone by 

Government. However, it remains the 

only truly tax advantaged vehicle  

available and both the major political 

Parties are committed to the three 

pillars policy of Compulsory Super, the 

Age Pension and tax concessions. 

Two measures were announced, the 

first being the expected deferral of the 

long promised A$50,000 cap on 

concessional (i.e. employer) 

contributions for persons aged 50 and 

over with superannuation balances 

under A$500,000. This means for 

2012-13 and 2013-14 the cap will 

remain at just A$25,000 (above which 

excess contributions are taxed in 

aggregate at an equivalent rate to the 

top tax rate in Australia of 46.5%). The 

second measure was aimed at high 

income earners (above A$300,000) 

who will from July 1, 2012 have their 

concessional contribution tax rate 

increased from 15% to 30%. The higher 

rate will apply to any part of the 
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contribution which increases the 

individual’s adjusted taxable income 

(and including the concessional 

contribution) above A$300,000.   

The Bottom Line 
The Federal Government’s 2012-13 

Budget is designed to bring Australia 

back to a surplus Budget again. That 

part of the Budget dealing with tax 

reform is a necessary part of the 

equation to produce that surplus. The 

tax reforms still need to go through a 

consultation process and will face 

scrutiny in the other House of 

Parliament.  

The Living-Away-From-Home reforms 

are yet to be spelled out in detail and 

employers, while being temporarily 

spared by the 2 year transitional 

arrangements, will need to quickly 

come to grips with the reality these 

reforms will present a real difficulty in 

atttacting foreign talent to live and 

work in Australia. 

Employers should seek appropriate 

advice on the alternatives that may be 

available.  
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