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FEDERAL BUDGET 2005

PERSONAL TAX CUTS

The 2005/06 Federal Budget includes the most significant personal tax cuts seen for many years.

Most importantly, the top marginal tax rate of 47% has been pushed back substantially. The top rate currently
applies to taxable incomes over $70,000. It will only apply to taxable incomes over $95,000 during 2005/06,
and taxable incomes over $125,000 during 2006/07 and subsequent years.

In addition, the current 17% rate will be cut to 15% and the 30% band will be widened.

Overall, these measures will save taxpayers up to $2,162 for the 2006 year and $4,502 for the 2007 year.

The tax rates for 2004/05, 2005/06 and 2006/07 are summarised below.

Current Tax Year 2005/06
[0)
Income Range$ Tax Rate % Income Range$ Tax Rate %
0 — 6.000 0 0 - 6,000 0
’ 6,001 — 21,600 15
6,001 — 21,600 17
21,601 — 63,000 30
21,601 — 58,000 30 63,001 — 95,000 42
58,001 — 70,000 42 ' ’
70,001+ 47 95,001+ 47
NON-RESIDENTS-CGT COMPANY LOSS
RECOUPMENT RULES

It is proposed that CGT will no
longer apply to a broad range of
assets owned by non-residents.

In future (following legislation)
CGT will only apply to Australian
real property and certain business
assets owned by non-residents.

CGT will no longer apply to other
Australian assets owned by non-
residents, such as shares in
Australian companies. This should
significantly encourage foreign
investment into Australian
businesses.

SURCHARGESABOLISHED

The superannuation surcharge and
termination payments surcharge
will be completely abolished from
1 July 2005. The surcharges
currently apply at a rate of 12.5%
once adjusted taxable income
exceeds $99,710.

The Federal Government has
deferred its proposal to remove
the availability of the same
business test (SBT) for companies

with annual income of $100m or
more.

The income ceiling will now apply
to tax losses incurred in income
years commencing on or after 1

July 2005.

The Government has
confirmed amendments which will
make it easier for widely held

companies to satisfy the continuity

of ownership test (COT).
GST CHANGES

In relation to GST, the budget
foreshadowed changes including
increased audit activity concerning
imported goods, anti-avoidance
measures covering certain sales of
real property and a range of

incidental amendments.
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Income Range$  Tax Rate %
0 - 6,000 0
6,001 — 21,600 15
21,601 — 70,000 30
70,001 — 125,000 42
125,001+ 47

SPLITTING OF

SUPERANNUATION
CONTRIBUTIONS

From 1 July 2006 eligible couples
will be able to split their employer
and personal superannuation
contributions with their spouse.

This will provide significant
financial and retirement planning
opportunities.

TAXEXEMPTION FOR
TEMPORARY RESIDENTS

The Government has announced a
four-year tax exemption for most
foreign source income derived by
temporary Australian residents,
including capital gains on foreign
assets.

Interest withholding tax
obligations will also be removed
and foreign investment fund rules
will cease to apply.




FOREIGN LOSS
QUARANTINING

Overall losses incurred in deriving
foreign source income are
currently quarantined and cannot
be offset against Australian
assessable income.

The Government has announced
that quarantining will be abolished
when proposed new legislation
receives Royal Assent.

The change should reduce tax
liabilities and compliance costs for
taxpayers with international
activities.

NON-COMMERCIAL LOANS

From 1 July 2004, private
companies how have until their tax
return lodgment duedatefor aloan
to a shareholder to be repaid or
put on commer cial footing to avoid
the operation of the deemed
dividend provisions.

BUSINESSBLACKHOLE
EXPENDITURE

The Government has announced
tax relief for blackhole capital
expenditure including:

*broader range of expenditureto
be included in CGT cost bases,

ea deduction over five years for
certain pre-commencement
business expenditure; and

ea deduction over five years
for business blackhole amounts
(provision of last resort).

EXTENTION - DEDUCTION
ON FORESTRY
PREPAYMENTS

The 12-month prepayment rule for
forestry managed investments,
which allows immediate
deductions for investors, will be
extended for an additional two
years (up to 30 June 2008).

CONSOLIDATION -
DEADLINE EXTENDED FOR
MAKING IRREVOCABLE
ELECTIONS

The Government has confirmed
that it will extend the deadline for
making or revoking certain
elections under the consolidation
regime from 31 December 2004 to
31 December 2005.

This extension will apply to
elections in respect of setting the
tax cost of the group’s assets and
for theutilisation of carried forward
| osses.

Importantly, the election to form a
consolidated group will remain
irrevocable despite this
announcement.

CONSOLIDATION -
AVAILABLE FRACTION

Entities that have an available
fraction of nil duetorounding, will
be able to round up to the nearest
significant digit, with effect from 1
July 2002.

CGT AND MARRIAGE
BREAKDOWN

Assets transferred between
spouses on marriage breakdown
will now besubject tobroader CGT
rollover relief.

SUPERANNUATION -
CHOICE OF FUND RULES

Following the introduction of the
choice of fund rules, employerscan
continue to contribute to existing
superannuation fundsuntil 30 June
2008 if an employee has not chosen
a fund and the existing fund does
not meet the choice of fund
insurance requirements.

COSMETIC PROCEDURES
EXCLUDED

From the 2005/06 income year,
purely cosmetic procedures will be
excluded from the medical
expenses offset.

SUNDRY TAX CHANGES

*The tax law will be amended to
deny deductions (and CGT cost
bases) for expenditure incurred in
relation to illegal activities.

* To be FBT exempt, contributions
to approved worker entitlement
funds will no longer need to be
made wunder an industrial
instrument.

*The Medicare levy low-income
thresholds have been increased
for individuals, families and
pensioners from 1 July 2004.

eSuperannuation Guarantee (SG)
support will apply to the payment
of wages made after employment
ceases.

*The Government has introduced
a number of changesin relation to
franking deficits tax (FDT) with
effect from 1 July 2002.

*The share capital tainting rules
will no longer be triggered for
certain transfers to share capital
accounts as a result of debt/equity
swaps.

*Effectivelifedepreciation will now
apply tofilm copyright expenditure
incurred on or after 1 July 2004.

BUSINESSINPUTSTARIFF
REMOVED

From 11 May 2005, the
Government will remove the 3%
concessional tariff on business
inputs where there are no
substitutable goods manufactur ed
in Australia.

HEDGING RULES

The scope of the previously
announced tax-timing hedging
rules will be extended to all
taxpayers in all industries.




