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Tax planning for primary producers

Year end tax planning 2016
— primary producers

Important in 2015/16

Reduction to company tax rate for
small business companies from
1 July 2015

From 1 July 2015, the income tax rate
of a small business company (that is a
company with an aggregated annual
turnover of less than $2 million) is
reduced by 1.5% to 28.5%.

For companies with an aggregated
annual turnover of $2 million or more
these companies will be subject to an
income tax rate of 30%.

The maximum franking credit that can
be allocated to a frankable distribution is
usually set by the applicable income tax
rate. From 1 July 2015, small business
companies can still frank to 30%, the
same as larger businesses. From 1

July 2015 small business companies
will have a higher franking credit cap
than their income tax rate of 28.5%.
Importantly, the normal franking credit
distribution provisions will apply.

Tax discount for unincorporated
small businesses

For the 2015/16 income year and later
income years, an individual who runs

a small business (business with an
aggregated annual turnover of less than
$2 million) or whose assessable income
includes a share of a small business
trust’s or small business partnership’s
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net income - providing the small
business is not a corporate tax entity -
will be entitled to the small business tax
offset.

The amount of the small business tax
offset for an income year is calculated
by first determining the percentage of
the individual’s taxable income for the
year that is total net small business
income. This percentage is then applied
to the individual’s basic income tax
liability for the income year, with the
amount of the tax offset being equal
to 5% of that calculation, capped at a
maximum amount of $1,000.

Superannuation changes -
SuperStream

The SuperStream deadline for
employers with 19 or fewer employees
is 30 June 2016 (larger employers
should already be using SuperStream).
It is recommended that employers with
19 or fewer employees ensure their
system is ready for SuperStream as
soon as possible.

SuperStream is a standard for
processing superannuation data and
payments electronically. SuperStream
must be used by:

employers;

self-managed superannuation funds;
and

APRA-regulated funds.

SuperStream data is in a standard
format so it can be transmitted
consistently across the super system
between employers, funds, service
providers and the ATO. SuperStream
allows employers to make all their
contributions in a single transaction,
even if they hold multiple super funds.

Reduction to the Research and
Development (“R&D”) tax offset

The income tax law is being amended
to reduce the rates of the tax offset
available under the R&D tax incentive
for the first $100 million of eligible
expenditure by 1.5 percentage points.

The higher (refundable) rate of tax offset
for eligible entities with annual turnover
of less than $20 million, and which

are not controlled by an exempt entity
or entities, for the first $100 million of
eligible expenditure will be reduced from
45% 10 43.5%.

The lower (non refundable) tax offset
rate, for all other eligible entities, for the
first $100 million of eligible expenditure
will be reduced from 40% to 38.5%.

The amendments are proposed to
apply to assessments for income years
on or after 1 July 2014. The passage
of the Bill may require amendments to
previously lodged 2015 company tax
returns containing an R&D tax incentive
claim.
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The ATO has recently issued a taxpayer
alert document warning of an emerging
trend of farmers excessively claiming
“business as usual” expenditure as
eligible R&D tax incentive expenditure.
The ATO and Auslndustry have stated
they will closely monitor farming related
registrations in light of this.

If you spend money on R&D activity in
connection with your farming business
we strongly recommend you seek
advice from your Crowe Horwath
advisor in relation to your eligibility for
this tax incentive.

Small Business Entities: capital
allowances

Currently, the capital allowances
concessions provided to small
businesses include:

Immediate deduction for depreciating
assets that cost less than $20,000,
provided the asset is acquired at or
after 7:30pm on 12 May 2015, and
first used or installed ready for use on
or before 30 June 2017.

Immediate deduction for an amount
included in the second element
cost of a depreciating asset that are
first used or installed ready for use
in a previous income year, where
the amount of the cost is less than
$20,000 and incurred on or after
7:30pm on 12 May 2015 and on or
before 30 June 2017.

Immediate deduction for the balance
of the Small Business Entity’s general
small business pool where the
balance is less than $20,000 at the
end of the income year. The income
year must end on or after 12 May

2015 and on or before 30 June 2017.

Importantly, the 2016/17 income year
is the last income year the increased
thresholds apply. From 1 July 2017
the capital allowances concessions
provided to small businesses will be
reduced to:

Immediate deduction for depreciating
assets costing less than $1,000 if the
asset is first used or installed ready
for use on or after 1 July 2017.
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Immediate deduction for an amount
included in the second element
cost of a depreciating asset that are
first used or installed ready for use
in a previous income year, where
the amount of the cost is less than
$1,000 and incurred on or after 1
July 2017.

Immediate deduction for the balance
of the Small Business Entity’s general
small business pool where the
balance is less than $1,000 at the
end of an income year that ends after
30 June 2017.

Primary producers: capital
allowances

From 7:30pm on 12 May 2015 the
following tax concessions have been
introduced and are available to taxpay-
ers engaged in a primary production
business:

Fodder storage assets first held or

to expenditure a primary producer
incurs on fodder storage assets on or
after 7:30pm on 12 May 2015 can be
deducted over 3 years.

Expenditure on fences as part of

a land care operation first held or

to expenditure a primary producer
incurs on fences on or after 7:30pm
on 12 May 2015 can be deducted
immediately and fences as part of a
water facility can be deducted over
3 years.

QOutright deduction for expenditure
incurred on “water facilities” on or
after 7:30pm on 12 May 2015.

Small business restructure roll-over
Bill

A Bill that may present farm business
owners with the opportunity to
restructure in a variety of ways without
income tax cost has received Royal
Assent on 8 March 2016. Specifically,
this Bill provides optional roll-over relief
that will be available where a Small
Business Entity transfers an active
asset of the business to another Small
Business Entity as part of a genuine
business restructure, without changing
the ultimate economic ownership of the
asset.

The effect of the roll-over is to provide
for tax neutral tax consequences for
the transfer, but only for the income tax
purposes of the transfer and not for the
purposes of Goods and Services Tax
(GST), Fringe Benefits Tax (FBT) or duty.

The Bill provides a safe harbour rule for
determining a “genuine” restructure.

The Bill applies to transfer of assets
occurring on or after 1 July 2016.

Importantly, this roll-over relief will also
apply to transfer of trading stock. There
is generally no existing tax roll-over relief
for transfers of trading stock as part of a
restructure.

For Small Business Entities, considering
a genuine business restructure it is
strongly recommended that you speak
to a Crowe Horwath Tax Specialist.

Monthly PAYG tax instalments

From 1 January 2015, companies which
had base assessable instalment income
over $100 million (as determined from
their most recent tax return) moved

to the monthly PAYG tax instalment
program. From 1 January 2016, this shall
apply more broadly to companies with
assessable income over $20 million.

Trust distributions

If your entity structure is a trust, then

it is crucial that your trustee resolution
to appoint or distribute income to
beneficiaries is effective as at 30 June
2016. This means that tax planning

for trusts should be done as soon as
possible to ensure the resolution can be
made with tax effective considerations
in mind and also finalised/documented
prior to 30 June.

Areas of ATO focus in 2016

The ATO has developed small business
benchmarks for over 100 industries,
using data from income tax returns
and business activity statements.
Taxpayers can use these benchmarks
to compare their performance with the
rest of their industry. Moreover, they
enable the ATO to identify taxpayers
whose performance is outside of the
benchmark range, who are more likely
to be subject to compliance activities
such as reviews and audits.
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The ATO is concerned with small
businesses who fail to report income
and over-claim tax concessions,
whether as a result of deliberate
attempts to hide income and operate
in the hidden or cash economy, or
through inadvertent mistakes such as
companies inappropriately seeking
capital gains tax concessions available
to small businesses.

For small businesses, the ATO’s
concerns continue to include:

employers not deducting and/or
not sending to the ATO the PAYG
Withholding from employee wages;

employers not paying the
superannuation guarantee;

businesses registered for GST but
not actively carrying on a business;

failure to lodge activity statements;
and

incorrect and under reporting of
sales.

Other planning considerations

Income and tax averaging for primary
producers

Primary producers have the option of
tax averaging which enables you to
even out your income and tax payable
over a maximum of five years. This
ensures that you do not pay more tax
over a number of years than taxpayers
on comparable but steady incomes e.g.
due to spikes in one or two years, and/
or losses which can arise due to things
like price increases, drought, overseas
production or changes in demand.

The amount of the averaging tax

offset or extra income tax (depending
on your actual tax position for the

year compared with your average) is
calculated automatically by the ATO and
is shown on your notice of assessment.

If you are a primary producer, please
talk to your Crowe Horwath advisor
about whether averaging is a suitable
option for you. Conversely, if you wish
to withdraw from the averaging system,
you will pay tax at ordinary rates each
year and will be unable to recommence
averaging. Again, you should discuss
this in advance with your Crowe
Horwath advisor.
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Variation of PAYG tax instalments

Subject to a review of your year-to-
date tax position, it may be possible to
reduce the amount of your remaining
tax instalments for the 2015/16 year
(i.e. the quarterly tax payments for
March 2016 and June 2016). This

can provide a cash flow advantage as
compared to the delay in waiting for
your 2016 tax return refund to be paid
by the ATO. Please contact your Crowe
Horwath advisor to discuss this issue.

Bad debt

If you have any bad debt, ensure you
write them off prior to 30 June 2016 and
prepare minutes approving the write-off.
This will also enable an adjustment for
any GST charged on the original invoice.

Farm Management Deposits (FMDs)

This scheme allows individuals in
business to claim a deduction for FMDs
made in the year of deposit.

To be eligible you must be a primary
producer at the time you make a
deposit. If you are eligible, deposits
must be at least $1,000 and no more
than $400,000 in total at any one time.

You cannot claim a deduction for
deposits if your taxable non-primary
production income for the 2015/16
financial year exceeds $100,000
(excluding capital gains and certain
superannuation amounts).

If you withdraw an FMD, the amount
of the deduction previously allowed is
included in your assessable income in
the income year of withdrawal.

The laws are in the process of being
amended to increase the flexibility of
FMDs by doubling the amount that a
primary producer may hold in FMDs
from $400,000 to $800,000. The
amendments are proposed to apply to
assessments for the 2016/17 income
year and later income years.

Maximising allowable deductions

Expenses that are incurred before

year end can reduce taxable income.
Consider upcoming liabilities and the
value in incurring them before year end.
Allowable deductions may include:

paying directors’ fees and bonuses;
repairs on property and machinery;

pooling depreciating assets; and

scrapping of depreciating assets
which are no longer being used.

Non-commercial losses

Non-commercial loss provisions restrict
the ability of an individual who carried
on a ‘non-commercial’ business
activity to offset that loss against other
income earned in that income year. The
provisions will not apply if certain tests
are satisfied. There are also special
exceptions for primary producers and
artists.

Individuals with an adjusted taxable
income of $250,000 or more will
generally not be eligible to offset
losses from non-commercial activities
against other income. However, there
may be an opportunity to request the
Commissioner’s discretion to allow you
to claim your losses.

PAYG payment summaries

PAYG payment summaries must be
provided to employees by 14 July 2016
and lodged with the ATO by 14 August
2016, unless the ATO have granted your
business an extension of time.

Personal Services Income

There are special rules about the tax

treatment of Personal Services Income
(PSI). The rules can apply to individuals,
contractors and contracting entities by:

limiting the deductions available; and/
or

attributing personal service income
derived by an entity to the individual.

An individual or personal services entity
is subject to the PSlI rules, unless it can
show that the “results test” is satisfied,

or it does not derive 80% or more of its
income from one client and passes one
of three additional tests.

Personal use assets

Where assets owned by a company
are used outside of a business by a
shareholder or “associate”, this may
result in a breach of Division 7A. This
can give rise to an unfranked dividend
to you for tax purposes.

If your company owns any assets

that are available to be used for non-
business purposes, please contact your
Crowe Horwath advisor to discuss this
issue.
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Prepayments (other than for Small
Business Entities — refer below)

Unless you are a Small Business Entity
(refer below), only certain prepayments are
required to be made by law (e.g. worker’s
compensation insurance) and amounts

of less than $1,000 are deductible as
incurred.

Shareholder loans

If you or your “associates” borrowed
money, received a benefit, or had a debt
forgiven from a private company during
the year, the Division 7A rules may apply
to you.

Small Business Entities

In general terms, you are a Small Business
Entity if you carry on business and your
aggregated turnover is less than $2
million, or is likely to be less than $2 million
as at the commencement of the financial
year. Small Business Entities can choose
to access certain concessions including:

immediate deductions for prepayments
of up to 12 months; and

simplified depreciation and trading
stock rules.

If you are transitioning beyond being able
to be considered a Small Business Entity
based on your turnover, it is important
we consider the implications for you in
this transition and whether there are any
opportunities to minimise this impact on
you and your associated entities.

Small business Capital Gains Tax
(CGT) concessions

In addition to the above Small Business
Entity concessions, four specific small
business concessions may apply to
reduce capital gains from the sale of your
business assets or your business entity
where you meet the $6 million “maximum
net asset value test” or your business
entity is a “Small Business Entity”. These
are:

a 15 year exemption;
a 50% reduction for active assets;
$500,000 retirement concession; and

replacement asset roll-over relief.
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If the 15 year exemption does not apply,
you may apply one, two or all three of the
remaining concessions.

If you sell your business or the entity that
carries on the business, or are considering
selling your business in the future,

please contact us prior to entering into
any agreement to discuss eligibility and
planning to access these concessions.
Note that we are observing this is an area
of high risk for ATO audits at the moment.

Timing of income

Consider issues associated with the timing
of income close to 30 June, such as:

timing of sales income; and

the date of entering into a contract for
the sale of CGT assets.

Superannuation

Contributions in respect of the quarter
ending 30 June 2016 must be made
before 30 June for a deduction to be
available in the 2016 year. For family
businesses, consider maximising
concessional contributions for key
individuals.

The concessional contributions cap

for the 2016 income year is $30,000

for all individuals, unless you were 49
years of age or older on 30 June 2015.
If you satisfy this age requirement,

your concessional contribution limit

for the 2016 income year is $35,000.
Concessional contributions above these
caps are assessed to the individual at
their marginal tax rate, and also incur an
interest charge from the ATO.

The non-concessional contribution cap for
2015/16 income year is $180,000 p.a.,

or a total of $540,000 on a bring forward
basis over a 3-year period (provided that
the bring forward rule wasn't triggered in
either 2013/14 or 2014/15).

Trading stock (including livestock)

Stock can be valued under different
methods for each item of stock.

cost;
sales value; and

lower of market value or replacement
cost.

Conduct a stocktake before year end and
identify obsolete items. Determine whether
to conduct “sales” prior to 30 June.

Have you been wondering whether
a self managed superannuation fund
(SMSF) is suitable for you?

Now is a good time to seek specific
advice in relation to this question, as it
may be appropriate to establish a SMSF
in conjunction with other tax planning
opportunities, to maximise the benefit of
the SMSF in your circumstances.

For advice and assistance on business
and investment taxation issues, please call
your local Crowe Horwath office.
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Talk to one of our
advisors

Please contact your local Crowe
Horwath advisor to find out how
we can assist you.

Connect with us:

2 @CroweHorwath_AU
[ Crowe Horwath Australia

About Crowe Horwath

Crowe Horwath Australasia is the largest provider of practical accounting, audit, tax, business and financial advice to individuals
and businesses from a comprehensive network of over 100 offices.

Crowe Horwath is part of a global accounting network that delivers high quality audit, tax and advisory services in over 100
countries. We are the relationship that you can count on — large enough to offer a range of expertise and skills — and small enough
to provide the personal touch.

Tel 1300 856 065
www.crowehorwath.com.au

The relationship you can count on

This fact sheet provides general information only, current at the time of production. Any advice in it has been prepared without taking into account your personal
circumstances. You should seek professional advice before acting on any material.

Crowe Horwath (Aust) Pty Ltd has exercised reasonable care in preparing this content but accepts no liability, under any theory of liability, including but not limited to in tort, in
contract, under statute or in equity, for any loss sustained by any person as a result of relying on any advice contained herein. Crowe Horwath (Aust) Pty Ltd recommends that
you seek professional advice tailored to your needs before making any decisions in relation to this material.

All information, opinions, conclusions, forecasts or recommendations are current at the time of compilation but are subject to change without notice Crowe Horwath (Aust) Pty
Ltd assumes no obligation to update this content after it has been issued.

Crowe Horwath (Aust) Pty Ltd is @ member of Crowe Horwath International, a Swiss verein. Each member firm of Crowe Horwath is a separate and independent legal
entity. Crowe Horwath (Aust) Pty Ltd and its affiliates are not responsible or liable for any acts or omissions of Crowe Horwath or any other member of Crowe Horwath and
specifically disclaim any and all responsibility or liability for acts or omissions of Crowe Horwath or any other Crowe Horwath member.

Crowe Horwath (Aust) Pty Ltd ABN 84 006 466 351. Date: March 2016.



