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Small business audits on the way

The ATO advised that it is upping the ante in relation
to its field audits of small to medium enterprises
(i.e., businesses) — usually referred to as 'SMEs'.

For the first 12 months, only limited offices and
teams would be involved, and after that SME field
audits would become part of "business as usual".

The audits are scheduled to start in the first/second
quarter of the 2012/13 financial year with the initial
focus being in Melbourne and Brisbane.

Audit process
Phone contact would be made with a business
and then a letter would be issued providing two

weeks notice.

The audits themselves would then be conducted at
the business premises and would take from one to
two weeks to complete.

The Tax Office said that they will start with

deductions and then move to other areas of interest.

However, every audit will start with a specific
purpose.

Update on the small business benchmarks

In a recent speech, the Tax Commissioner remarked
that the ATO has found that approximately 90% of
businesses in benchmarked industries fall within a
benchmark ratio.

On the other hand, 76,000 businesses nationally
reported income that is significantly below the
benchmarks.

In addressing this in 2010/11, the ATO wrote to
around 30,000 businesses and, of these businesses,
17% have since started reporting income
commensurate with the benchmarks.

The ATO says that this means over 5,000 businesses
have now lowered their risk profile and may be less
likely to be subject to audit.

The plastering and café industries have been
selected for review as part of the ATO's 2012/13

Compliance Program in response to benchmark
performance, referrals and expectations of the
public, and from historical trends.

Changes that can trigger the new 20% FBT statutory
formula rate

Editor: An easy way of calculating the FBT on the
provision of a car fringe benefit is by applying the
statutory formula method.

Over the next few years, this will be simplified
further by applying a flat 20% rate, but in some
cases that rate may be 'brought forward'...

Where cars are being leased by employers for their
employees, they must be sure not to trigger "an
alteration to a pre-existing commitment".

For example, terminating a lease and entering into a
new one would be such a trigger and the new 20%
flat rate (or applicable transitional rate) would begin
to apply from the start of the FBT year following the
change.

Other examples of such alterations include:

e refinancing the car

e alterations to existing lease contracts, such
as changing the duration of an existing
lease contract, and changes to a lease to
reflect a revised residual value; and

e where accessories (such as window tinting,
DVD players, luggage racks or bull bars) are
fitted to a leased car after the lease started,
and the lease payments are increased to
reflect this change.

If such changes are made and the employer remains
the same, the employer will only begin to apply the
flat 20% rate (or applicable transitional rate) from
the beginning of the next FBT year.

New changes affecting SMSFs
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The Government has recently amended the SIS
Regulations to impose further requirements on self
managed superannuation funds (SMSFs) from the
2012/13 income year.

The new regulations require that:

e trustees of SMSFs must consider insurance
for their members as part of the fund’s
investment strategy;

e money and other assets of an SMSF is to be
kept separate from those held by a trustee
personally (and by some employers); and

e SMSF assets are to be valued at market
value for reporting purposes.

ATO tackles 'employee or contractor' question

The Tax Commissioner has announced the release of
the ATO's new 'Employee or Contractor' homepage,
which has been developed to help address areas of
confusion and "highlight common reasons
businesses get the employee or contractor decision
wrong".

The Commissioner stated that the "Employee or
Contractor" homepage has all the information
businesses need in one place to help them
determine if their workers are employees or
contractors, including:

e the basics — things every business needs to
know;

e common reasons businesses get the
decision wrong;

e industry specific information;

e an Employee/Contractor decision tool
which will guide businesses in making their
decisions; and

e asummary of the obligations businesses
need to meet for their employee or
contractor.

Editor: Clients may wish to visit the ATO's website
and if you have any queries please contact our
office.

Beneficiaries of trusts have 4-year amendment
periods?

In a recent case, the AAT has held that a taxpayer
who was a potential beneficiary of a discretionary
trust, but who did not receive any distributionsin a
particular year, was nonetheless subject to a 4-year
amendment period, rather than the regular 2-year
amendment period that otherwise applies to
individuals.

The upshot of that decision was that the taxpayer's
returns were able to be amended by the Tax Office
within the 4 year period.

Editor: This case obviously has huge ramifications for
anyone (which could be everyone) who is a potential
beneficiary of a discretionary trust, even if they do
not receive any income from the trust (or even if
they are unaware that they are beneficiaries of a
trust).

We hope that this decision will be appealed, and
reversed, or else a legislative solution may be
necessary. We will keep clients updated on any
changes.

New ATO income tax guide for nonprofit
organisations

The ATO has released a new version of its Income
tax guide for non-profit organisations. The guide
includes detailed information on:

e types of entities which can self-assess their
income tax status;

e steps on working out whether an
organisation is exempt from income tax;
and

e entitlements and responsibilities of being
an income tax exempt organisation.

The ATO said the guide is only available online and
cannot be ordered.

In addition, the ATO also released a new worksheet
to assist organisations in self-reviewing their income
tax status.



