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2013 Federal Budget Report 
 
About CDTL Corporate Accountants 
CDTL is a specialist corporate accounting and business advisory firm, with offices in Australia and 
the UK.    The firm’s partners are highly experienced and educated Chartered and CPA accountants.   
The firm specialises in the provision of accounting, audit, tax and corporate finance services to the 
small to middle market entities. 
 
CDTL Corporate Accountants is a proud supporter of St Michael’s Golf Club’s junior golf program 
and 50 Club.  The program is run by John Serhan (Head Teaching Professional St. Michael’s GC, 
AAA PGA Accreditation) and Jeff Wagner (Director of Golf, St. Michael’s GC and Former 
Australasian PGA Touring Professional & PGA Member).   

 
Peter Fowler (Australian Professional Golfer), John Serhan (Head Teaching Professional St. Michaels GC, AAA 
PGA Accreditation) with St Michael’s GC juniors. 
Further information is available from the following web links: 

www.cdtl.com.au/junior-golf.htm www.stmichaelsgolf.com.au 
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EXECUTIVE SUMMARY 
 

On 14 May 2013, the Treasurer handed down the 2013-14 Federal Budget, his 6th, and arguably 
most difficult, Budget. Significant revenue shortfalls over those budgeted for (despite growth in 
overall revenue collections year-on-year), and Government spending commitments such as the 
National Disability Insurance Scheme and the Gonski school reforms, placed considerable pressure 
on framing this year's Budget. A surplus as predicted in last year's Budget did not eventuate, 
although the Treasurer said the Government was "charting a sensible pathway to surplus over the 
forward estimates". The Treasurer announced a deficit of $18bn in 2013-14. The Government said it 
expects the deficit to fall to $10.9bn in 2014-15 and return to a small surplus ($800m) by 2015-16.  
 
Mr. Swan said expected tax receipts are down $60bn over the 4 years to 2015-16. Since last year's 
Budget, he said expected tax receipts for 2012-13 had been "written down" by $17bn. He said 
company taxes, CGT, and resource rent taxes "have all been hit". Mr Swan said almost $170bn had 
been wiped off tax receipts since the GFC.  
 
In last year's Budget, the Treasurer said the Australian economy was expected to grow at 3% in 
2013-14.  In the 2013-14 Budget, that figure has been revised down to 2.75% and 3% in 2014-15.  
 

Revenue measures announced  
The major revenue measures announced in the Budget included:  

• A significant package of measures targeting multinational profit shifting structures: thin cap 
ratios reduced; CFC changes; foreign exempt income; non-portfolio dividends; etc.  

• Changes to Australia's foreign resident CGT regime.  

• Measures to prevent "dividend washing" and doubling up of franking credits.  

• Consolidation: loopholes to be closed; new Tax Board recommendations made  

• Restriction on immediate deduction for mining rights and information.  

• Changes to OBU regime from 1 July 2013.  

• Compliance improvements through third party reporting and data matching.  

• Phase-out of medical expense tax offset.  

• Baby Bonus to be abolished and replaced from 1 March 2014.  
 

Government updates and outlines its “tax reform roadmap” 
In last year's 2012-13 Budget, the Government released details of what it called its "tax reform 
roadmap" which it said builds on the work already done by the Henry Review and the Government's 
response, and the 2011 Tax Forum. In the 2013-14 Budget on 14 May 2013, the Government updated 
its tax reform road map. It reiterated the principles for tax reform being a stronger, smarter and fairer 
tax system.  
 

The Government reviewed its record of tax reforms, and foreshadowed tax changes still to come, 
including:  
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• the progressive increase in the super guarantee rate;  

• reducing interest withholding tax paid by financial institutions on offshore borrowing;  

•  introducing non-resident CGT non-final withholding tax;  

• gradually increasing the Age Pension qualifying age to 67 by 2023;  

• in 2015, applying normal Age Pension deeming arrangements to new superannuation 
account-based income streams.  

 

Australia delays promised Budget surplus  
In its 2013-14 Budget, the Government used the last budget before national elections to delay a long-
promised return to surplus, blaming a stubbornly high Australian dollar and lower commodity prices 
for a dramatic fall in revenues.  
 

Treasurer Wayne Swan locked in 10 years of funding for landmark disability and schools education 
policies aimed at reversing its downward trajectory, and committed more money to roads and 
suburban rail projects.   Mr. Swan has cut a range of benefits to middle-income families, putting off 
planned tax cuts, increasing the Medicare levy, and scrapping a $5,000 baby bonus.  
 
Mr. Swan defended the tough measures by pointing to a $17bn drop in expected revenue since his 
previous budget, with a total "write down" of $60bn over the next 4 years, and said the measures 
were needed to support growth and jobs in the face of a flagging global economy.  
 
Australia, a major supplier of coal and iron ore, has enjoyed 21 years of uninterrupted economic 
growth, surviving the 2008 global financial crisis without dipping into recession thanks to a mining 
boom fuelled by strong demand from resource hungry China, its biggest trade partner.  
 

But the fall in global commodity prices, coupled with an Australian dollar which has traded above 
parity with the US dollar for most of the past 2 years, has hammered company profits and tax 
revenues.  
 
The 2013-14 deficit was forecast at $18bn or 1.1% of GDP, down from a $2.2bn surplus forecast in 
October 2012.   Mr. Swan outlined $43bn worth of savings over 4 years as part of a plan to return a 
balanced budget by the year to 30 June 2016. 
 

Mining Tax 
Mr. Swan said the Australian dollar had remained stubbornly high despite a steep fall in Australia's 
terms of trade over the past year.   At the same time, the Treasurer dramatically downgraded the 
revenue from Australia's controversial 30% profits tax on coal and iron ore mines, which began on 1 
July 2012. The budget forecasts the tax, originally expected to raise $13.4bn over its first 4 years, 
will now raise only $3.3bn in its first 4 years.  

 

Carbon price  
The Government has also slashed expected revenue from its price on carbon after revising down the 
expected carbon price from June 2015, when Australia links its trading scheme to the European 
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carbon scheme. The Government now predicts a carbon price of $12.10 a tonne from June 2015, 
compared to its previous forecast of $29 a tonne.  
 

Tax loopholes  
To help make up for falling revenues, Mr. Swan said the Government would use its leadership of the 
G20 wealthy nations next year to drive a crackdown on tax loopholes and evasion by multinational 
companies, helping recoup as much as $4.2bn.  

 

Economic outlook  
Amid a shaky world economy and sovereign debt woes ailing Europe, Australia's economic outlook 
remained positive, with growth forecast to slow to 2.75% in 2013-14 from 3% this year, before 
climbing back to 3% for the following 3 years. That compares to forecast growth in 2013 of 1.25% in 
Japan, 2% in the United States and -0.5% in the Euro area.  

 
In a nation wary of government debt, Mr. Swan has long promised to deliver surplus budgets. But he 
has delivered six straight deficits, in part due to hefty stimulus spending in 2008 and 2009 to help 
buffer the country from the global slowdown.  

 
He forecast a deficit of $19.4bn in 2012-13, or about 1.3% of GDP, largely in line with economist 
expectations.   Net debt is expected to peak at $191.6bn, or 11.4% of GDP, in 2014-15 - still less 
than one eighth of the debt levels of major advanced economies.  
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Personal Taxation 
 

Personal tax rates  
The Government announced that it would not proceed with the 1 July 2015 tax cuts. 
 

Residents: rates and tax payable 2011-12 
Taxable Income ($)  Tax payable ($) 
0- 6,000   Nil 
6,001 – 37,000  Nil + 15% of excess over 6,000 
37,001 – 80,000  4,650 + 30% of excess over 37,000 
80,001 – 180,000  17,550 + 37% of excess over 80,000 
180,001 +   54,550 + 45% of excess over 180,000 
 

Residents: rates and tax payable 2012-13 
Taxable Income ($)  Tax payable ($) 
0- 18,200   Nil 
18,201 – 37,000  Nil + 19% of excess over 18,200 
37,001 – 80,000  3,572 + 32.5% of excess over 37,000 
80,001 – 180,000  17,547 + 37% of excess over 80,000 
180,001 +   54,547 + 45% of excess over 180,000 
 
Residents: rates and tax payable 2015-16 
Taxable Income ($)  Tax payable ($) 
0 -18,200   Nil 
18,201 – 37,000  Nil + 19% of excess over 18,200 
37,001 – 80,000  3,572 + 33% of excess over 37,000 
80,001 – 180,000  17,762 + 37% of excess over 80,000 
180,001 +   54,762 + 45% of excess over 180,000 
 

Medicare levy 
From 1 July 2014, the Medicare levy will increase to 2%.      
 

The Medicare levy low income threshold for families will increase to $33,693 (2012-13 year).   The 
additional amount of threshold for each dependent child or student will also be increased to $3,094. 
 
Increasing the Medicare levy also requires a number of consequential amendments to other tax rates 
that are linked to the top marginal rate and the Medicare levy. Consequential amendments include 
changes to FBT, excess contributions tax and the tax withheld on bank accounts when the account 
holder has not provided their tax file number. 
 

DisabilityCare: Payments to be tax-free; some supports GST-free 
The Government will exempt payments and benefits provided by Disability Care Australia (whether 
directly or otherwise) to participants from income tax. The Government will also amend the GST law 
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to make GST-free certain supports delivered under the National Disability Insurance Scheme Act 
2013. This will mirror the existing GST treatment of services to people with disability and is 
estimated to have a negligible impact on GST payments to the States and Territories over the forward 
estimates period. These arrangements will commence on 1 July 2013. 
 

Phase-out of medical expense tax offset 
The Government is to phase out the net medical expenses tax offset, with transitional arrangements 
for those currently claiming the offset. However, the offset will continue to be available for taxpayers 
for out-of-pocket medical expenses relating to disability aids, attendant care or aged care until 1 July 
2019. 
 
From 1 July 2013, those taxpayers who claimed the offset in 2012-13 will continue to be eligible for 
2013-14 if they have eligible out-of-pocket medical expenses above the relevant thresholds. In 
addition, those who claim the offset in 2013-14 will be eligible to claim it in 2014-15. 
 

Self education expenses to be capped 
The Budget Papers confirmed the Treasurer's 13 April 2013 announcement that the Government 
would introduce a $2,000 cap on tax deduction claims for work-related self-education expenses per 
person from 1 July 2014. 
 
Taxpayers will be able to claim a tax deduction of up to $2,000 of education expenses in an income 
year. Deductible education expenses are costs incurred in undertaking a course of study or other 
education activity, such as conferences and workshops, and include tuition fees, registration fees, 
student amenity fees, textbooks, professional and trade Journals, travel and accommodation 
expenses, computer expenses and stationery, where these expenses are incurred in the production of 
the taxpayer's current assessable income. 
 

Low income tax offset (LITO) 
The Clean Energy (Tax Laws Amendments) Act 2011 amended the ITAA 1936 to adjust the 
operation of the low income tax offset (LITO): 

• From 1 July 2012, individuals have been entitled to receive the LITO if their taxable income 
is below $66,667.  The maximum value of the LITO was reduced from $1,500 to $445 and 
will be phased out at the rate of 1.5 cents for every dollar of taxable income over $37,000. 
Together with the other changes, this means low income earners will have an effective tax-
free threshold of $20,542 (or $32,279 for qualifying seniors and pensioners); and 

• From 1 July 2015, individuals will be entitled to receive the LITO if their taxable income is 
below $67,000.  The maximum value of the LITO will be reduced to $300 and will be phased 
out at the rate of 1 cent for every dollar of taxable income over $37,000. Together with the 
other changes, this will mean low-income earners will have an effective tax-free threshold of 
$20,979 (or $32,716 for qualifying seniors and pensioners). 
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Non-resident tax rates  
The tax rates applying to non-residents were not changed by the Budget. From 1 July 2012, the first 
2 marginal tax rate thresholds were merged into a single threshold. The marginal rate for this 
threshold aligned with the second marginal tax rate for residents (32.5%) and applies to all taxable 
income below $80,000. From 1 July 2015, the same marginal rate will again rise from 32.5% to 33%. 
 
Non Residents: rates and tax payable 2012-13, 2013-14 & 2014-15 income years 
Taxable Income ($)  Tax payable ($) 
0 - 80,000   32.5% 
80,001 – 180,000  26,000 + 37% of excess over 80,000 
180,000 +   63,000 + 45% of excess over $180,000 
 

Non Residents: 2015-16 and later income years 
Taxable Income ($)  Tax payable ($) 
0 - 80,000   33% 
80,001 – 180,000  26,400 + 37% of excess over 80,000 
180,000 +   63,400 + 45% of excess over $180,000 
 
Non Residents are not subject to Medicare Levy, nor have access to refunds of imputation credits from 
dividend income. 
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SUPERANNUATION 
 

On 5 April 2013, the Government announced a range of further superannuation reforms. The Budget 
Papers make reference to these reforms and provide further details.  
 

Tax-free pension earnings capped at $100,000 
The tax exemption for earnings on superannuation fund assets supporting income streams will be 
capped at $100,000 pa per person from 1 July 2014. 
 
Currently, all superannuation fund earnings (including net capital gains) on assets supporting 
superannuation pensions and annuities are tax-free under Subdivision 295-F of the ITAA 1997. This 
is commonly referred to as exempt current pension income (ECPI). 
 
Under the proposed reforms, a tax rate of 15% will apply for superannuation fund earnings (such as 
dividends, interest, rent and realised net capital gains) on pension assets above $100,000 (to be 
indexed to CPI in $10,000 increments). That is, earnings above $100,000 per person will be taxed at 
the concessional 15% rate that applies to earnings in the accumulation phase. 
 
Transitional arrangements will apply for capital gains on CGT assets purchased before 1 July 2014. 
For assets purchased before 5 April 2013, the reforms will only apply to capital gains that accrue 
after 1 July 2024. For assets purchased from 5 April 2013 to 30 June 2014, individuals will have the 
choice of applying the reform to the entire capital gain, or only that part that accrues after 1 July 
2014. The Budget Papers also indicate that capital gains that are subject to the tax will receive a 33% 
CGT discount (compared to the 50% CGT discount for individuals), and will therefore effectively be 
taxed at a rate of 10%. 
 

Higher concessional contributions cap 
The Government previously confirmed that it would introduce legislation to deliver its proposal for a 
higher concessional contributions cap of $35,000 for people aged 60 or over from 1 July 2013 (or 1 
July 2014 for people aged 50-59) instead of the general concessional cap of $25,000.  
 
The proposed higher concessional cap is temporary and will cease to apply when the general cap 
reaches $35,000 through indexation (expected to be 1 July 2018). The higher concessional cap will 
not affect the non-concessional contributions cap (which remains at 6 times the general concessional 
cap of $25,000) for all individuals, regardless of age. 
 
The draft legislation also proposes to determine eligibility for the higher cap from 1 July 2013 by 
reference to an individual's age as at 30 June in the financial year proceeding the relevant financial 
year in which the higher cap applies. That is, the proposed $35,000 concessional cap for the 2013-14 
financial year will apply to taxpayers who are 59 years or over on 30 June 2013. From 2014-15, the 
proposed $35,000 cap will apply to taxpayers who are 49 years or over on 30 June of the previous 
financial year. 
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Previously, eligibility for the higher concessional cap (up to the 2011-12 financial year) applied 
where the individual turned 50 years old in the relevant financial year (i.e. eligibility was based on an 
individual's age as at 30 June in the relevant financial year). However, if an individual died before 
their 50th birthday, they did not qualify for the higher cap and their estate could be issued with an 
excess contributions tax assessment which would not have been the case had they reached 50 years. 
 

Withdrawal of excess concessional contributions 
The Government has also previously indicated that it would introduce legislation to allow all 
individuals to withdraw from their superannuation fund any excess concessional contributions made 
from 1 July 2013. Under the proposed measure, the withdrawn excess contributions will instead be 
taxed at the individual's marginal tax rate (plus an interest charge). This reform is expected to cost 
$60m over the forward estimates. 
 
Under current arrangements, concessional contributions that are in excess of the annual cap are 
subject to excess contributions tax (ECT) at the rate of 31.5% (plus the 15% contributions tax paid 
by the fund) and counted towards the taxpayer's non-concessional cap. Since 1 July 2011, a once-
only option has been available under s 292-467 of the ITAA 1997 so that individuals can elect to 
have excess concessional contributions up to $10,000 released to the Commissioner and instead 
assessed as income. 
 

Other 
Other proposed superannuation reforms previously announced on 5 April 2013 include: 

• Lost superannuation transfers - the account balance threshold above which lost and inactive 
superannuation accounts must be transferred to the Tax Office will be increased from $2,000 
to $2,500 from 31 December 2015 (and to $3,000 from 31 December 2016); 

• Social security deeming rules - will be extended to ensure that superannuation account-based 
pension payments are assessed from 1 January 2015 for the purposes of the pension income 
test. Products held by  pensioners before 1 January 2015 will be grandfathered indefinitely 
(unless the product is changed on or after 1 January 2015); 

• Council of Super Custodians – will be established to help ensure that any future 
superannuation changes are consistent with an agreed Charter of Superannuation Adequacy 
and Sustainability. The Council will be charged with assessing future policy against the 
Charter and tabling a report (and annual report) in Parliament.  

 

Extra 15% contributions tax for incomes above $300,000 
The Government has proposed to double the effective contributions tax from 15% to 30% for 
concessional contributions made on behalf of individuals with incomes greater than $300,000.  
 
Currently, the 15% flat tax on concessional contributions (paid by the receiving superannuation fund) 
provides high income earners with a larger tax concession than those on lower marginal tax rates. 
However, despite the proposed extra 15% tax on contributions for individuals with incomes above 
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$300,000, there will still be an effective tax concession of 15% (i.e. the top marginal rate less 30%) 
on their concessional contributions up to the cap of $25,000. 

 

Low income contribution 
The Government will amend the eligibility for the low income superannuation contribution (LISC) to 
now pay individuals with an entitlement below $20. Previously, the LISC was not paid if it would be 
less than $20. Entitlements under $10 will be rounded up to $10. The LISC effectively refunds, up to 
$500 a year, the contributions tax paid by a superannuation fund on concessional contributions for 
people with incomes up to $37,000. 
 

Pension Bonus Scheme  
The Government will cease late registrations for the Pension Bonus Scheme from 1 March 2014. The 
Government previously closed the scheme to new entrants from 20 September 2009 and replaced it 
with the Work Bonus. All those eligible for the scheme will still have an opportunity to register 
before 1 March 2014 and receive the bonus. 
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CORPORATE TAX 
 

The Government announced that it would address profit shifting by multinationals through the 
disproportionate allocation of debt to Australia by tightening and improving the integrity of several 
aspects of Australia's international tax arrangements, with effect for income years commencing on or 
after 1 July 2014.  
 

In particular, the changes announced in the Budget will involve: 

• tightening and improving the effectiveness of the thin capitalisation rules including changing 
all safe harbour limits;  

• extending a worldwide gearing test to inbound investors;  

• increasing the de minimis threshold from $250,000 to $2m of debt deductions which is 
designed to reduce compliance costs for small business;  

• better targeting the exemption for foreign non-portfolio dividends received by Australian 
companies; and  

• removing the provision allowing a tax deduction for interest expenses incurred in deriving 
certain exempt foreign income.  

 

Thin capitalisation  
The thin capitalisation regime aims to limit the capacity of multinational firms to move profits out of 
Australia by assigning an excessive amount of debt to their Australian operations. When the 
Australian subsidiary's borrowing exceeds a defined threshold, its interest expenses can no longer be 
deducted from its income.  
 
The regime applies to all of the debt of a relevant multinational and not just to the debt borrowed 
from foreign related parties. Australian subsidiaries can apply one of a number of thresholds under 
the rules, including the "safe harbour" limit, the "arm's length" debt limit and (for outward investors) 
a worldwide gearing ratio limit – see below. Different safe harbour limits apply to "general entities", 
non-bank financial entities and banks.  
 
The thin cap rules are contained in Div 820 of the ITAA 1997. Interest deductions denied under the 
thin cap rules cannot be added to the cost base of a CGT asset.  
 
Under the current Div 820:  both inward and outward investors are covered. Division 820 can have 
serious potential consequences for a foreigner operating a business within Australia and an 
Australian operating a business offshore if interest is claimed against Australian assessable income;  

• deductions are limited by reference to the total debt of the Australian operations of those 
investors, rather than foreign debt only; and  

• a de minimis rule can apply. Where an entity's debt deductions (and those of its associates) do 
not exceed A$250,000, Div 820 will have no impact.  
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Where Div 820 applies, the result is that if the thin capitalisation trigger is been activated, some of 
the debt deductions which would otherwise be available will be denied.  
 
For a non-authorised deposit taking institution, debt deductions will be denied if the amount of debt 
used to fund the entity's Australian operations exceeds the allowed maximum amount of debt. For an 
authorised deposit taking institution (eg a recognised bank), debt deductions will be denied if the 
equity capital used to fund its Australian operations is less than the minimum equity requirement.  
 
A so-called "outward investor (general)" is essentially an Australian resident entity (that is not a 
financial entity) which either controls a foreign resident entity or carries on a business at or through a 
permanent establishment (PE) overseas. Such an entity is required to calculate its "adjusted average 
debt" and compare it to its "maximum allowable debt". If its adjusted average debt exceeds the 
maximum allowable debt, there is a proportionate denial of the debt deductions otherwise available 
to the entity. If not, there are no thin capitalisation adjustments.  
 
Under the current rules, the maximum allowable debt is the greatest of the following 3 debt amounts:  

• the safe harbour debt amount, i.e. 75% of the average net value of the assets of the entity plus 
any surplus value in associated entities – giving a 3:1 debt/equity ratio;  

• the arm's length debt amount (ie the amount of debt that would have been borne by an 
independent party operating under the same conditions and terms); and  

• the worldwide gearing debt amount (up to 120% of the gearing of an outward investor's 
Australian investments and foreign investments that it controls).  

 
The Assistant Treasurer said the thin cap rules would be changed by tightening all safe harbour limits 
as follows:  

• for general entities, the limit will be reduced from 3:1 to 1.5:1 on a debt to equity basis (or 
75% to 60% on a debt to total asset basis);  

• for non-bank financial entities, the limit will be reduced from 20:1 to 15:1 on a debt to equity 
basis (or 95.24% to 93.75% on a debt to total asset basis);  

• for banks, the capital limit will be increased from 4% to 6% of their risk weighted assets of 
the Australian operations; 

• for outbound investors, the worldwide gearing ratio will be reduced from 120% to 100% 
(with an equivalent change to the worldwide capital ratio for banks. 

 

Thin Cap - Board of Taxation reviews  
The Treasurer said the Board of Taxation will undertake two reviews:  
1.  The Board will examine the arm's length test as it applies to the thin capitalisation rules to 

make it easier to comply with and administer, and to clarify in what circumstances the test 
should apply.  

2.  The Board will also combine a post-implementation review of the debt and equity rules with 
a review of whether there can be improved arrangements within the Australian tax system to 
address any inconsistencies between Australia's and other jurisdictions' debt and equity rules 
that could give rise to tax arbitrage opportunities.  
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Exemption foreign non-portfolio dividend income  
The Assistant Treasurer said the reforms to the exemption available to Australian companies for their 
foreign non-portfolio dividend income (i.e. returns to Australian entities on the equity interests 
greater than 10% that they hold in foreign entities) announced in the 2009-10 Budget would be 
implemented as part of its corporate tax base protection package.  
 
The exemption is intended to apply to returns on foreign non-portfolio equity interests. The proposed 
amendments are designed to ensure that the exemption operates as intended and is not available to 
returns on debt interests or interests that are truly portfolio in nature.  
 
The exemption will also be expanded so that it applies where an Australian company receives foreign 
non-portfolio dividend income through an investment in a trust or partnership.  
 

Deduction re foreign exempt income  
The Government announced that the concession that allows a tax deduction for interest expenses 
incurred in deriving certain foreign exempt income will be removed. The Assistant Treasurer said "it 
is now clear that this concession is being abused".  
 

CFC measures  
The Assistant Treasurer said the OECD recognised CFC rules as a key "pressure area" in its work on 
base erosion and profit shifting. He said the CFC rules reduce the incentive for businesses to adopt 
aggressive restructuring arrangements to shift profits. Therefore, the Government announced that the 
remaining reforms to the CFC rules and foreign source income attribution rules announced in the 
2009-10 Budget would "be reconsidered after the OECD's analysis is completed".  
 

Changes to Australia's foreign resident CGT regime 
The Government will make two  changes to Australia's foreign resident CGT regime.  
 
The first change involves changes to the ''principal asset'' test in Subdivision 855-A of the ITAA 
1997 to ensure that indirect Australian real property interests are taxable if disposed of by a foreign 
resident. This change consists of 2 components. 
 
First, intercompany dealings between entities in the same tax consolidated group will not form part 
of the principal asset test calculations, ensuring that assets cannot in effect be counted multiple times 
(thereby diluting the true asset value of the group). The Assistant Treasurer's press release states that 
currently a foreign investor can pay no CGT where it disposes of an interest in a consolidated group 
that has significant interests in taxable Australian real property (TARP). The foreign resident 
investor who controls the group can use inter-company dealings between entities in the group (such 
as loans) to generate non-TARP assets, thereby diluting the proportionate value of the TARP assets 
of the group.  
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Second, in determining the value of the TARP assets of the entity in which the interest is held, 
intangible assets connected to the rights to mine, quarry or prospect for natural resources (notably 
mining, quarrying or prospecting information, rights to such information and goodwill) will be 
treated as part of the rights to which they relate. The Assistant Treasurer's press release states that 
there have been a number of cases in the mining industry where a foreign investor disposed of an 
interest in an Australian mining operation without being subject to CGT. In these cases, it was 
argued that the majority of the value of the mining industry was attributable to "mining information" 
(ie the knowledge of the minerals in the ground, which is not a TARP asset) - as opposed to the right 
to extract those resources (which is). This resulted in the foreign resident paying no CGT, even on 
gains that are attributable to the appreciation in the value of the mining right.  
 

Foreign resident CGT withholding tax  
The other change will apply a 10% non-final withholding tax to the disposal by foreign residents of 
certain taxable Australian property. In such cases, the purchaser will be required to withhold and 
remit 10% of the proceeds from the sale. Although to be implemented in the context of CGT, it will 
apply equally where the disposal of the Australian real property asset by the foreign resident is likely 
to produce gains on revenue account - and so be taxable as ordinary income rather than as a capital 
gain.  
 
This measure will not apply to residential property transactions under $2.5m or to disposals by 
Australian residents.  
The Government will consult publicly on the design and implementation of the regime to minimise 
compliance costs. This will include exploring options to provide certainty about:  

• when obligations arise;  

• pre-payment of tax liabilities by the seller;  

• removing the withholding obligation where it can be shown that no gain will arise; and  

• streamlining any payments required, including through the use of intermediaries.  
 
A more detailed discussion paper outlining the proposed design of the withholding regime will be 
released by the end of 2013.  
 
The Assistant Treasurer's press release states that a number of countries with similar CGT regimes to 
Australia (such as the US and Canada) have a withholding mechanism to overcome difficulties in 
collecting tax on gains from foreign residents who may have little connection to the Australian tax 
system and who can transfer proceeds offshore before compliance action can be instigated.  
 
Date of effect  
The changes to the principal asset test will apply to CGT events with effect from 7.30pm (AEST) 14 
May 2013.  The new withholding system for the disposal by foreign residents of certain taxable 
Australian property will apply from 1 July 2016.  
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Preventing "dividend washing" and doubling up of franking credits 
The Government announced it would close a loophole that enables sophisticated investors to engage 
in "dividend washing" (although known as dividend double-dipping). Currently, sophisticated 
investors can engage in "dividend washing" to, in effect, trade franking credits. This can result in 
some shareholders receiving two sets of franking credits for the same parcel of shares. This is outside 
the intent of the dividend imputation system.  

 
Consolidation: loopholes to be closed 
The Budget will improve the integrity of the corporate tax system by addressing a number of key 
issues relating to consolidated groups that were identified by the Board of Taxation in June 2012 and 
April 2013. In particular, the law will be amended to ensure that: 
 

• Consolidated groups will no longer be able to access double deductions by shifting the value 
of assets between entities ie "value shifting between subsidiaries"  

• Foreign residents will no longer be able to "churn" assets between consolidated groups to 
allow the same ultimate owner to claim double deductions 

• The consolidation's treatment of certain deductible liabilities are not taken into account twice  

• In addition, the tax treatment of intra-group liabilities and assets between a continuing 
member of a consolidated group and a departing member of a consolidated group which 
becomes subject to the TOFA regime upon exit, will be amended to ensure that only net gains 
and losses are recognised for tax purposes.  
 

The Government will also address concerns raised by the Board of Taxation about inconsistencies in 
the tax treatment for multiple entry consolidated (MEC) groups used by multinationals and ordinary 
consolidated groups. The Government will ensure that MEC groups cannot access tax benefits not 
available to domestic consolidated groups.  
 

Other integrity measures  
To protect the integrity of the corporate tax system, the Assistant Treasurer has also announced that 
the Government reserves the right to take earlier legislative action (including with effect from 14 
May 2014), if it becomes aware of any aggressive tax minimisation practices over the course of the 
tripartite review. Moreover, the Government will consider any evidence of aggressive tax practices to 
include, but not be limited to, a significant number of:  

• foreign-owned ordinary consolidated groups transitioning to MEC group structures;  

• MEC groups flattening their structures (eg by incorporating new tier-1 companies or by 
lifting low level subsidiaries up to the tier-1 level); and  

• foreign-owned ordinary consolidated groups transferring subsidiaries to MEC groups with the 
same ultimate owner.  

 
To preserve how taxpayers have complied with the current law, taxpayers will be prevented from 
changing their previous tax positions to take advantage of the deficiency in the law. This is because 
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the Commissioner will not have the power to alter the treatment of affected amounts in assessments 
made before the announcement.  
 

New Board Reports and Government responses  
In the Budget, the Government announced that it had released two Board of Taxation Reports on 
Budget day. The Government also released its response to recommendations contained in those 
reports, which included the following:  

• give formal recognition to the primacy of the business acquisition approach in relation to the 
treatment of assets transferred to a consolidated group, retain the "entry history rule" (but as 
an exception to the business acquisition approach), but without changes per se to the 
operation of the consolidation rules and the current treatment of assets or liabilities  

• the "ending/creation" model be applied to ensure that the tax costs of intra-group assets (apart 
from membership interests) acquired or disposed of by consolidated groups, whether directly 
or indirectly, are appropriately recognised (subject to some exceptions)   

• the integrity rules should be designed to address any double benefit which arises when an 
encumbered asset, whose market value has been reduced due to the intra-group creation of 
the rights over the asset, is sold by a consolidated group  

• the effect of the single entity rule should be extended to a transaction between a consolidated 
group and a shareholder of the head company, a liquidator appointed to a member of the 
group or a third party that is an associate of the group  

• issues relating to the determination of a trust's net income that is assessed to each beneficiary 
and/or trustee when the trust is a member of the consolidated group for part of an income be 
considered as part of the rewrite of the trust income tax provisions  

• a trustee of a trust that is a member of a consolidated group be treated as a member of the 
same consolidated group as the trust (and that a change in trustee will not result in a trust 
joining or leaving)  

• there should be no change to the foreign hybrid rules (subject to monitoring of integrity risks)  

• the Government should continue to monitor the interaction between Australia's double tax 
agreements and the consolidation rules  

• the ongoing simplified rules should be available for wholly-owned corporate groups that have 
an aggregated turnover of less than $50m in the prior income year, a simplified formation 
rules election should be available for eligible groups form a consolidated group (subject to 
satisfying defined requirements) and the Government should investigate whether rules should 
be introduced to enable small to medium sized corporate groups to apply a "stick approach" 
to long term majority owned subsidiaries when they become wholly-owned by a consolidated 
group after the formation time  

• given the unsuitability of the consolidation regime for groups with less than $2m aggregated 
turnover, the Government should consider whether alternative tax grouping rules should be 
introduced for such groups  

• the income tax law be amended so that adjustments relating to deferred tax liabilities in the 
entry and exit tax cost setting rules are removed from those rules -  
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• the income tax law be amended so that the adjustment which applies if the head company's 
accounting value of a liability is different to the joining entity's accounting value of the 
liability is removed from the entry cost setting process 

• the income tax law be amended so that, in principle, where an anomalous outcome arises 
because an asset is recognised under the tax cost setting rules and a related liability is not an 
accounting liability, the related liability should be recognised for tax cost setting purposes to 
the extent that it is necessary to address the anomaly - 

• no changes be made to the tax cost setting rules in relation to the treatment of goodwill of a 
joining entity (and the related 2012 changes be monitored before any further changes are 
made to the tax cost setting rules in relation to goodwill) further consideration be given to 
how systematic rules relating to the interaction of the CGT rollover rules and the 
consolidation regime could be implemented  

• the income tax law be amended to rectify the duplication of capital gains and losses made on 
the disposal of rolled over assets when a subsidiary member that is not an eligible tier-1 entity 
leaves an MEC group; and  

• the Government should continue to monitor situations where a head company of a 
consolidated group that is owned by a foreign resident leaves the group  

 

Australia to sign revised DTA with Switzerland 
The Government intends to sign a revised tax treaty with Switzerland.  The existing double tax 
agreement has not been updated since it was signed in 1980 and is now one of Australia's oldest 
unamended tax treaties. Negotiations for the text of a revised treaty, which the Government 
announced in February 2011, were recently concluded.  
 
The Assistant Treasurer said a revised treaty would strengthen administrative assistance between 
Australian and Swiss revenue authorities, including overcoming long-standing bank secrecy 
provisions. The Treasurer said that, until now, " This [revised] treaty means we'll be able to share 
information with the Swiss authorities so we can track down those who are hiding money overseas". 
Mr. Swan said that since Australia signed a similar agreement with Singapore in late 2010, the ATO 
has been able to track down more than $100m in revenue.  
 

Swiss bank secrecy  
The battle has been on for some time to break down Swiss bank secrecy in the context of attacking 
cross-border international tax evasion. The IRS success in the UBS case was an important 
development. Now, the Swiss Bankers Association says it has dropped its opposition to the exchange 
of bank client data with foreign tax authorities.  
 

Restructuring activity - ATO compliance checks 
The Government will provide $109.1m over 4 years to the ATO to increase compliance activity 
targeted at restructuring activity that facilitates profit shifting opportunities. This measure is 
estimated to increase revenue by $576.5m over the forward estimates period. 
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Restriction on immediate deduction for mining rights and information 
Expenditure on mining rights and information will no longer qualify for an immediate deduction. 
According to the Government, this change will address situations where an immediate deduction is 
being claimed for the costs of acquiring an interest in natural resources that have effectively already 
been discovered.  
 
Mining rights and information first used for exploration will be depreciated over 15 years, or their 
effective lives, whichever is shorter. The effective life of a mining right and associated exploration 
information will be the life of the mine that it leads to. The Government will consult on options to 
make it easier to identify the life of a future mine.  
 
If the exploration is unsuccessful, any remaining undepreciated value will be immediately 
deductible. 
 
The following will continue to be immediately deductible (i.e. the measure will not apply to): 

• the costs of mining rights from a relevant government issuing authority; 

• the costs of mining information from a relevant government authority; 

• the costs incurred by a taxpayer itself in generating new information or improving existing 
information; and 

• the mining rights acquired by a farmer under a recognised "farm-in, farm-out" arrangement  
 
Date of effect: This measure applies to taxpayers who start to hold the mining right or information 
after 7.30pm (AEST) on 14 May 2013 unless: 

• the taxpayer has committed to the acquisition of the right or information (either directly or 
through the acquisition of an entity holding the asset) before that time; or 

• they are taken by tax law to already hold the right or information before that time. 
 
 

Changes to Offshore Banking Units (OBU) regime from 1 July 2013 
The changes will: 

• treat dealings with related parties, including the transfer of transactions between an OBU and 
a related domestic bank, as ineligible for OBU treatment; treat transactions between OBUs, 
including between unrelated OBUs, as ineligible for OBU treatment; 

• ensure that other provisions of the income tax law interact appropriately with the OBU 
provisions; and  

• tighten the current list of eligible OBU activity. 
 
The Assistant Treasurer's Press Release states that the changes are necessary because some banks 
have used complex arrangements to shift ineligible income into the OBU to attract the 10% rate, 
while at the same time seeking to ensure any losses or deductions remain in the domestic operations 
to be deducted at the company rate. In other words, the measures are designed to prevent banks from 
shifting their domestic banking activities and profits into OBUs. 
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BUSINESS TAXATION 
 

CGT: Clarification of tax treatment of native title benefits 
The Budget will remove the uncertainty regarding the CGT treatment of native title rights. This 
measure augments the Mid-Year Economic and Fiscal Outlook 2012-13 measure Income tax which 
clarified that income tax is not payable on certain native title benefits. This measure will clarify that 
there are no CGT implications resulting from the transfer of native title rights (or the right to a native 
title benefit) to an Indigenous holding entity or Indigenous person, or from the creation of a trust that 
is an Indigenous holding entity over such rights. This measure also clarifies that capital gains or 
losses made from surrendering or cancelling such rights are disregarded. 
 

Small business concerned about red tape and tax 
In a small business survey released just before the Budget, minimising the cost of doing business was 
stated as the number one priority for the next Federal Government.   Tax burdens and compliance, as 
well as dealing with red tape, emerged as the other priorities identified by business owners, the ACCI 
said. Among other findings were: 

• More than one-half of small businesses indicated they have major concerns with the overall 
complexity of the tax system (59.3%) and frequency of changes to tax laws and rules 
(56.1%). 

• Around 75% of small businesses expressed major and moderate concerns with ATO 
Administration of the Tax system (75.8%). 

• Small businesses rated company tax reductions, personal income tax reductions and Carbon 
Tax abolition as their top-3 tax reform priorities to be pursued by the next Federal 
Government. 

• More than 4 in 5 small businesses surveyed were concerned with the increase in compulsory 
superannuation from the current 9% to 12% over the coming years, with 65.7% of small  

• Some 63.3% of small businesses surveyed indicated they have a major concern with the lack 
of regulators' consideration of small business capacity to comply with regulation. The survey 
found that almost 9 in 10 small businesses reported that they had concerns with cost of 
compliance with government regulation, with 58.1% expressing major concerns. 

 

Further extension of monthly PAYG instalments 
The Government will extend the requirement to make monthly PAYG income tax instalments to 
include all large entities in the PAYG instalment system, including trusts, superannuation funds, sole 
traders and large investors. 
 
The Government has now announced that: 

• all other entities in the PAYG instalment system with turnover of $1bn or more will move to 
monthly PAYG instalments from 1 January 2016; and 

• all other entities in the PAYG instalment system with turnover of $20m or more will move to 
monthly PAYG instalments from 1 January 2017. 
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Entities, other than head companies or provisional head companies that have a turnover of less than 
$100m and report GST on a quarterly or annual basis will not be required to pay PAYG instalments 
monthly.  
 
In addition, to ensure the continued equity of the system, entities in the taxation of financial 
arrangements (TOFA) regime will assess their entry to monthly instalments using a modified 
turnover test, based on their gross TOFA income rather than their net TOFA income. 

 
Tax information exchange agreement signed with Uruguay 
The Budget Papers said the Government signed a tax information exchange agreement with Uruguay 
on 10 December 2012. The Agreement will enter into force once Australia and Uruguay have 
completed their respective domestic requirements. This Agreement will allow for the full exchange 
of information in relation to Australian federal taxes and Uruguayan taxes between tax collection 
agencies in Australia and Uruguay.  
 
Australia has now signed 34 tax information exchange agreements. 
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TAX COMPLIANCE 
 
Compliance improvements through third party reporting and data matching 
The Government will provide $77.8m over 4 years to the ATO to improve compliance for Australian 
taxpayers by expanding data matching with third party information. The information provided to the 
ATO will also improve the prefilling of tax returns. The measure will also establish new and 
strengthen existing reporting systems for: 

• taxable government grants and specified other government payments; 

• sales of real property, shares (including options and warrants), and units in managed funds; 

• sales through merchant debit and credit services; 

• managed investment trust and partnership distributions, company dividend and interest 
payments; and 

• transactions reported to the ATO by the Australian Transaction Reports and Analysis Centre. 
 

Increased funding for trusts taskforce 
The Government will provide $67.9m over 4 years to the Tax Office to undertake compliance 
activity in relation to trust structures. The taskforce will target the exploitation of trusts to conceal 
income, mischaracterise transactions, artificially reduce trust income amounts and underpay tax. It 
will focus on taxpayers who have been "involved in egregious tax avoidance and evasion" involving 
trusts. 
 

Compliance activity will target "known tax scheme designers, promoters, individuals and businesses 
who participate in such arrangements". This measure is estimated to increase revenue by $379m over 
the forward estimates period. 
 

Enhancing ABN administration, ABR access and Standard Business Reporting 
The Government will provide $80.2m in extra funding to strengthen up-front checks for issuing 
ABNs and encourage the use of AUSkey (the access point for online services of the Australian 
Business Register). 
 
This measure will also enhance Standard Business Reporting to continue to reduce compliance costs 
for business.  This measure is intended to reduce regulatory costs and minimise the compliance 
burden for individuals and businesses. 
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OTHER MEASURES 
 

Establishment of Tax System Advisory Board 
The Government reiterated that it will establish a Tax System Advisory Board within the Tax Office 
to advise the Commissioner and the ATO Executive Committee on the strategic direction, culture, 
organisation, management, compliance planning, staff profile and information technology plans at 
the Tax Office. 
 

Online registration for financial advisers 
The Government will provide $1.4m over 4 years to provide for a single, online registration for 
financial advisors registered with ASIC that also need to be registered with the ATO as tax advisers 
from 30 June 2013. This follows the end of the exemption of financial advisers from the tax agent 
services licensing regime. 
 
The cost of this measure will be offset by fees charged by the ATO for registering financial advisers 
under the Tax Agent Services Act 2009 from 1 July 2015. The proposed fees are $400 for a 3-year 
registration for a Category 2 financial advisor who carries on a business as a Category 2 financial 
advisor; and $200 for a 3-year registration for a Category 2 financial advisor who does not carry out 
a business as a Category 2 financial advisor. 
 

Tobacco excise to be indexed  
The Government will change the indexation of excise and excise-equivalent customs duty for 
tobacco and tobacco products to average weekly ordinary time earnings (AWOTE), instead of the 
Consumer Price Index (CPI), commencing from 1 March 2014. The excise and excise-equivalent 
customs duty rates will continue to be indexed biannually, on 1 March and 1 September each year, to 
coincide with the releases of AWOTE data by the Australian Bureau of Statistics. 
 

Apprenticeships alternative pathways program 
The Government will provide $68.8m over 4 years to establish an Alternative Pathways Program to 
support the development and trial of flexible training pathways for apprentices in high demand 
industries experiencing skills shortages. 
 
Up to $50.6m will be provided, under a competitive grants process, to peak industry bodies and large 
employers to develop and trial innovative approaches to training for approximately 4,000 apprentices 
over 4 years. An additional $2,000 per apprentice will be available for employers to encourage their 
participation in the program. 
 

Export of liquids, aerosols and gels 
The Government will not proceed with the new regulatory arrangement for liquids, aerosols and gels 
(LAGs) items announced in the Mid-Year Economic and Fiscal Outlook 2007-08 measure 
Verification measures to support new arrangements concerning liquids, aerosols and gels and the 
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sealed bag scheme, following consultation with industry.  Instead, the interim arrangement allowing 
travellers to pack LAGs items in their checked luggage announced in that measure will continue. 
 

New data centre for AUSTRAC 
The Government will provide $16.1m over 4 years to AUSTRAC for the establishment of a new data 
centre. $9.1m of the total cost will be recovered (over 4 years) from AUSTRAC's regulated entities, 
which include banks and other lenders, non-bank financial services, money service businesses, 
gambling and bullion businesses. 
 

HELP discounts to be abolished 
The Government will remove the discounts applying to up-front and voluntary payments made under 
the Higher Education Loan Program (HELP) from 1 January 2014.  
 
The discounts that will be removed are: 

• the 10% discount available to students electing to pay their student contribution up-front; and 

• the 5% bonus on voluntary payments to the ATO of $500 or more. 
 

Changes to Import Processing Charge 
The Government will restructure the Import Processing Charge (IPC) to recover the costs of all 
import related cargo and trade functions undertaken by the Australian Customs and Border 
Protection Service.  
 
For consignments valued over $10,000, the IPC for electronic sea import declarations will be 
increased by $102.60 to $152.60 per consignment; and the IPC for electronic air import declarations 
will be increased by $81.90 to $122.10 per consignment. 
 
For consignments valued over $1,000 and up to $10,000 the IPC will remain at current levels: $50.00 
for electronic sea import declarations and $40.20 for electronic air import declarations. The IPC is 
not applied to consignments valued at $1,000 or less.    The new charges will come into effect on 1 
January 2014. 
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Economic Forecast  Actual  Actual  Forecast Forecast 
2011-12 2012-13 2013-14 2014-15  

Real GDP   3.40%  3.00%  2.75%  3.00%   
Employment   1.20%  1.25%  1.25%  1.50% 
Unemployment  5.10%  5.25%  5.75%  5.75%  
Wage price index  3.70%  3.50%  3.50%  3.50% 
CPI    1.20%  2.50%  2.25%  2.25% 
Nominal GDP   5.00%  3.25%  5.00%  5.00% 
 

 

Coal Report 
CDTL Corporate Accountants authors an independent report on the Australian Coal sector.   The 
report is a must for all super funds and investors, it provides readers with a summary of the industry, 
corporate activity and a market update on listed companies within the industry.  Our readers include 
super fund members, investors, coal and mining industry leaders, members and ministers of 
Australian Parliament. 
 

Coal Facts 
• Coal is used for approximately 30% of the world’s energy consumption 

• Demand for coal is expected to increase to over 60% of the world’s energy consumption by 2030 

• Australia is the world’s largest coal exporter 

• Black coal is Australia’s largest export worth more than $50 billion AUS 

Further information is available from http://www.cdtl.com.au/coal-report.php 

Disclaimers 
This is an initiative of, and has been prepared by CDTL. While every effort has been made to ensure the accuracy of the information contained therein, CDTL 
Partners nor its employees shall be liable on any grounds whatsoever in respect of decisions or actions taken as a result of using this publication. The 
information provided is a general guide only and should not be used, relied on or treated as a substitute for specific professional advice or referral to the 
relevant specific standard. 

 
 


