PAYG TAX


Introduction
Since 1 July 2000, Australia has had a new tax collection system called PAYG or ‘Pay-As-You-Go’.  The system is both a withholding system (eg. deduction of tax from an employee’s ‘salary and wages’ and an instalment system (eg. payment of tax on a company’s profits).  Our PAYG focus will be the withholding PAYG system, which all employer’s are required to have a ‘hands on’ knowledge.  The PAYG instalment system – this is more complex and summarised at the end of this chapter.

An employer is required to withhold tax from salary or wages (as defined) paid to employees.  The tax withheld must then be paid to the Tax Office on a timely basis.  The system of withholding tax from salary or wages of employees is now known as the PAYG withholding system.

Employer

Every employer must register for PAYG Withhlding.  To register, an 

Registration
employer should complete an “Application for Registration as a PAYG Withholder”.  This form is available from the Taxation Office.  Applications must be lodged at the Taxation Office in the State or Territory where the business is conducted.

An employer must register no later than 7 days after they commence to carry on business or become an employer.  For a form, call the Tax Office on 13 28 66.

Registration as a PAYG Withholder applies to all employers (companies, partnerships, trusts etc.).  Upon registration, an employer receives a Group Number.  If you are already registered as a ‘Group Employer’, you do nothing, as you automatically become a PAYG Withholder from 1 July 2000.

TFN

A TFN Declaration must be completed by every employee whom receives

Declarations
‘salary and wages’ as defined, including allowances, director fees, termination payments etc.  The TFN Declaration must be sent to the Tax Office within 14 days of receipt.  If no TFN Declaration is provided, this must also be reported to the Tax Office.  An employee should complete :



- the standard TFN Declaration; and 

- if the employee lives in zone areas (Zone A or B) or is entitled to a family tax benefit or rebate, the employee should also complete a Withholding Declaration.  (The areas covered by Zones A and B are generally remote areas in west, north and central Australia).  Forms are available from the Tax Office call 13 28 66.
TFN

An employee should quote their Tax File Number (TFN) on the TFN Declaration, otherwise an employer is required to deduct tax at the top marginal rate + Medicare levy.  If the employee has applied for a TFN, the employer should allow the employee 28 days to provide the number.  However, after 28 days, the employer must deduct tax at the highest individual tax rate.

Two Jobs ?
If a person has more than one job, a TFN Declaration should be lodged with each employer.  Practically speaking, an employee should claim the tax free threshold from the employer who pays them the most.  The other (second) employer is required to deduct tax at the employee’s marginal tax rate (usually 30%).  However, an employee wishing to “spread” the tax withheld across all employers may do so by requesting a “PAYG Variation Certificate” from the Tax Office.  This certificate is obtained by lodging a PAYG variation request with the Tax Office.  This can be done on a standard form (“221D Variation” form) available from the Tax Office.  Call 1300 360 221.

Lodgement
TFN Declarations must also be signed by the employer and lodged with 


the Tax Office within 28 days of receipt from the employee.  An employer 

should obtain the employee’s TFN before lodging the declaration.  



A duplicate copy of the Employment Declaration should be retained by the employer for 12 months after the close of the financial year during which the declaration ceases to have effect (ie. 12 months after the end of the financial year the employee leaves).

Payment

PAYG tax can be paid to the Tax Office either, quarterly, monthly, or

of PAYG

twice monthly.  An employer’s remittance obligation depends on the size

Tax

of its tax remittances.  Payments can be made by direct debit (1300 802 308), Australia Post, BPay or may be required by direct credit (1800 815 886).  
Monthly

Most employers remit tax on a monthly basis.  That is, those employers 

Remittance
who pay between $25,001 and $1M PAYG withholding tax per annum.  The tax deducted from the employee’s salary or wages must be paid by the 21st day of each month following the month in which the tax was deducted from wages.  For example, tax deducted from wages paid in July 2000, must be paid by 21 August 2000.

BAS

With the advent of GST, businesses registered for GST will lodge a Business Activity Statement (BAS) to report and pay taxes.  This form will require disclosure of all taxes owing (GST, FBT, PAYG, company tax etc.).  For monthly PAYG tax payers, the BAS will be completed monthly.  (If you pay GST quarterly, only every third month will GST figures be included in your BAS).  For PAYG purposes, the relevant month is pre-printed on the form.  For example, the BAS for July 2000 will only include PAYG tax withheld from July 2000 wages.  If you pay GST quarterly, every third month will the BAS require your GST figures.

Large

Large employers or members of such bodies (ie. with annual PAYG 
Remitters

remittances exceeding $1M pa are required to remit PAYG tax on a twice

(>$1M)

monthly basis.  Tax deducted must be paid within about 7 days from when the deduction is made.  The remittance day depends on the day wages were paid.

	Days Tax Amount Deducted
	Required Payment Day

	Saturday to Tuesday
	The Monday following that period

	Wednesday to Friday
	The Thursday following that period


Large remitters will pay their PAYG withholding tax ‘independent’ of the BAS.  Payments by large employers must be paid by electronic funds transfer.  A $500 penalty applies on each occasion there is a failure to remit electronically.

Quarterly

Small employers may remit PAYG instalment deductions on a quarterly

Remittance
basis.  Quarterly remittance is available to employers who pay $25,000 or less a year in PAYG taxes (or any new employer who expects to deduct less than $25,000).  As the PAYG taxes are paid quarterly, most businesses in this category would also lodge a quarterly BAS (if registered for GST), at which time the PAYG tax withholding figures are included.  Refer to your pre-printed BAS form.  If you are NOT registered for GST, refer below.



The due dates for payments for quarterly remitters are in the table below.  

	Period
	Due Date

	1 July - 30 September
	21 October

	1 October - 31 December
	21 January

	1 January - 31 March
	21 April

	1 April - 30 June
	21 July


Instalment

Where a business is NOT registered for GST, to ensure PAYG tax 

Activity

withheld is paid, an alternative form to the BAS must be completed.  This 

Statement 

form is called an ‘Instalment Activity Statement’ (IAS).  This is only completed by those persons not registered for GST.  For example, a quarterly remitter of PAYG tax will include the tax withheld from wages for July –September 2000 in the IAS due 21 October 2000.

Penalties

An employer may be penalised if the PAYG payment is late.  The statutory penalties include :




- a flat 20% of the amount paid late; plus



- interest of 16% pa of the unpaid tax and flat penalty.

Alternatively, the Tax Office may seek to prosecute the employer.  All taxes must be paid at or before the due date to avoid late payment penalties.
Rates of

Rates of PAYG deductions are contained in schedules published by the 

PAYG 

Tax Office.  The schedules, with explanatory notes, are published for 

Tax

weekly, fortnightly and monthly salary or wage payments.  The schedules should be obtained from the Tax Office (13 28 66).  The rates may vary for rebates and the Family Tax Benefits (FTB).  Read the Tax Office material carefully.



The rates of tax for resident individuals since 1 July 2000 are:

	Taxable Income ($)
	Tax ($)
	Marginal Rate (%)

	6,000
	nil
	17

	20,000
	$2,380
	30

	50,000
	$11,380
	42

	60,000
	$15,580
	47


Medicare

Medicare Levy (1.5% for 2000/01 and onward) is also payable on taxable

Levy

income.  Add the levy to marginal tax rates above.  Tax rates quoted in the guide do not generally include the Medicare levy.

Special

The PAYG tax withholding sysytem allows for a ‘Voluntary Agreement’

Rates

to be entered into between a business and another business (usually a contractor).  

Where such a PAYG voluntary agreement exists, PAYG tax is deducted at a rate as determined by the Tax Office.  At the time of writing, the Tax Office had yet to set the pre-determined rates.  Call 13 28 66 for the latest information.  Voluntary PAYG agreements are discussed on page 12.

Definition of
An employer is required to deduct tax at set rates from the payment of 

Salary or

“salary or wages” to an employee or a contractor (see below).  An 

Wages

employee is generally a person who receives salary or wages, that is, there is a ‘master - servant’ relationship between the employer and employee, and the employee is substantially subject to the control and direction of the employer as to the manner in which the work is done.  Unless a person has there own business, most persons working for someone, either full-time, part-time or casually, are employee’s.  Be very careful about so-called ‘contractors’ – most of these people are employee’s.  

Extended

The term “salary or wages” includes salary or wages in the ordinary 

Definition

sense, but it is also extended to include all allowances (except living away from home – see FBT section), commissions, bonuses, pensions, director’s fees and eligible termination payments.  That is, most forms of employee remuneration are “salary or wages”, excluding fringe benefits.  



Salary or wages also includes:



- amounts paid on retirement in lieu of unused annual leave (lump sum A); and



- amounts paid on retirement in lieu of unused long service leave to the extent 



  the payment is fully assessable (lump sum A or B).  Refer discussion below



  for tax treatment of annual leave/long service leave.

Allowances
Allowances are “salary and wages” and must have tax deducted and be included on the ‘Payment Summary’.  Examples of allowances in this category include:

· Allowances for working conditions, qualifications, special duties or alike;

· Allowances for non tax deductible expenses (eg. part day travel, meals (excluding award overtime meal allowances or overnight travel allowances), motor vehicle (eg. home to work travel).



However, there are exceptions:

· eligible transport allowances to cover work-related travelling expenses (accommodation, meals, incidentals) provided the amounts are not more than those set down by the Tax Office (refer following pages).  If the amount is ‘reasonable’ (ie. within Tax Office rates), no tax is deducted and no amount is shown on the ‘Payment Summay’.  If the amount is in excess of the allowance, tax is deducted from the excess and the total allowance is shown on the Payment Summary.  To check the most current rates, call the Tax Office on 13 28 61 or visit www.ato.gov.au;

· for overtime meal allowances, no tax is deducted provided they are paid under an industrial award and the amount is reasonable (currently $15).  If the amount paid is greater than $15, tax is deducted on the excess payment, and the total allowance is shown is shown on the Payment Summary.

· in respect of cents per kilometre allowances, the Tax Office would prefer these to be recorded separately under “allowances” on the Group Certificate.  However, in private advice from the Tax Office, NTM is aware that the Tax Office have advised that where the mileage allowance does not exceed the rates set for income tax purposes, then there is no need to record that payment on the employee’s Payment Summary.  However, the Tax Office usually advises otherwise.  

      If the c/km allowance exceeds 5,000 business kilometres in the year, PAYG tax must be withheld for the excess over 5,000 and an amount should be shown on the employee’s Payment Summary.



If in doubt, confirm your conclusions with the Tax Office on 13 28 61.

Exclusions

Certain payments are excluded from the definition of “salary or wages”:

· living-away-from-home-allowances (subject to FBT, refer FBT Section); and

· remuneration and allowances paid to local government councillors (such payments are income, but no tax is withheld), unless council has passed a unanimous resolution that it be treated as an “eligible local governing body”.

Contractors
The definition of ‘salary or wages’ is extended to include payments made under a contract to a person wholly or principally for the labour of that person.  The Tax Office suggests a contract is principally for labour where the labour content exceeds 50% of the value of the contract (Tax Ruling IT 2129).  Therefore, tax should be deducted from payments to such individual contractors, unless the person is an independent contractor carrying on their own business or profession.  In such circumstances, the payer should be invoiced by the contractor under a registered business name, a private company or partnership.

Payments to persons for the performance, presentation or participation in any music, play, dance, entertainment, address, sport, display, film, television or radio broadcast are “labour” contracts.  However, payments to a band is outside the scope of the PAYG provisions, as the band is treated as a partnership.  Therefore, employers, need to look closely at the facts of all case.

Results

A contract which is undertaken by a contractor to produce a given result is
Contracts

not usually a contract wholly or principally for labour.  Therefore, such payments are not subject to PAYG tax.  However, this area is constantly under review by the Tax Office and should be monitored closely.

Non-Ordinary Tax on ‘ordinary’ salary or wage payments is outlined above.  Other 

Salary or

 ‘non ordinary’ payments to employees may be subject to different rates of

Wages

 tax, as discussed below.

Holiday Pay
Tax is not required to be deducted from holiday pay or leave loading payments that do not exceed $320 for the year.  If the leave loading exceeds $320 for the year, the excess is added to normal earnings and taxed at the applicable rate.  If the leave bonus is paid on termination, tax is deducted at 30% plus Medicare levy.  Holiday/leave bonus payments are still income to the employee, and must  be included on the group certificate as “salary or wages”.

Lump Sum 
 Unused annual leave (AL) and long service leave (LSL) paid to an

Annual, Long
 employee at the time of leaving employment may be concessionally

Service 

 taxed.  Such payments are not ETPs as defined.  This is a common

Leave

 misconception.  The tax treatment of such payments depends on the period of employment to which the leave entitlement accrued.  Leave entitlements accrued after 17 August 1993 and paid on termination do NOT qualify for concessional tax treatment, unless they are paid as a consequence of bond fide redundancy, invalidity or under an  approved early retirement scheme:

	Entitlement Accrued
	Amount Subject to Tax
	Tax Rate (+)
	Payment Summary

	LSL prior to 16 August 1978
	5%
	marginal rates (*)
	B

	LSL from 16 August ‘78 to 17 August ‘93
	all
	30%
	A

	AL to 17 August ‘93
	all
	30%
	A

	AL & LSL after 17 August 1993 (#)
	all
	marginal rates (*)
	salary & wages




(*) Marginal tax rates apply, but tax deducted may be ‘averaged’.  



(+) Add Medicare Levy (refer pg 6).

(#) Usually taxed as ‘salary and wages’.  However, AL and LSL payments that accrue after 17 August 1993 are taxed at only 30% plus Medicare levy if the amount is paid because the employee ceases employment under an approved early retirement scheme, because of invalidity or because of bona fide redundancy.  The amount of payment is shown as a lump sum A and not ‘salary and wages’ – but only in such special circumstances.

Example

An employee resigns with 8 weeks accrued annual leave.  2 weeks relates to services prior to 17 August 1993.  The total payment is $4,000.  The pre August 1993 component is $1,000 ($4,000 x 2/8 weeks) will be shown as a lump sum A.  Tax is deducted at 30% plus Medicare levy.  The balance ($3,000) is included as salary, and is taxed at normal marginal rates (but may be “averaged”).



To “average” the tax for a weekly wage earner, divide the total amount ($3,000) by 52 and add the result to the normal weekly gross earnings of the employee.  Calculate the tax on the new gross figure.  Take the difference between tax on the normal earnings of the employee and tax on the “new” earnings, and multiply the result by 52.  This amount is the total amount of instalments to be deducted from this component.  (See bonus example below).

Commissions
A bonus or commission is within the extended meaning of ‘salary or 

& Bonuses

wages.  The rate of tax deducted, however, should reflect the amount of tax that would 
have been deducted had the bonuses or commission been paid to the taxpayer over a number of pay periods.  For example, if one bonus is paid during the year to a weekly wage earner, the tax deducted is calculated as follows:



- divide bonus by 52 (number of weeks payment relates)



- add result to the normal weekly wage



- calculate the additional tax above the normal wage



- multiply the additional tax by 52.  This is the amount to deduct from 


  the bonus.

Example

Michele earns $300 per week part time and is paid a Christmas bonus of $900.



Bonus ($900) divided by 52

$  17.30



Add to normal wage ($300)

$317.30



Tax on $317.30 (from tax schedules)
$  41.00



Tax on $300 (from tax schedules)
$  38.00



Additional tax



$    3.00



Tax to be deducted on bonus is $156 ($3.00 x 52).  Normal tax ($41) is also deducted from the wage.  Total tax is $197.

Zone Rebates Tax deducted may be varied where the salary or wages is paid to an employee in a specified zone area and the employee completes the Zone A and B information in the Withholding Declaration.  The zone rebate is in addition to other rebates the employee may be entitled to.  To calculate the reduction in tax, use the Tax Office’s Income Tax Instalment Schedules and Zone Rebate “ready reckoner”. 



The maximum effect of the zone rebate on weekly tax instalments deducted (1997/98 onwards) is shown below.  Subtract the rebate from the weekly tax instalment.  (If the person also claims another rebate, this will effect the rebate calculation).

	Zone
	Rebate Amount
	Weekly Instalment Value

	B
	$57
	$1.10

	A
	$338
	$6.40

	Special
	$1,173
	$22.30


Dependant

An employee may be entitled to a dependant rebate, which reduces the tax

Rebates

to be withheld.  Where applicable, reduce the relevant tax instalment deductions by the value shown below.  The figures for 1999/00 are:

	Rebate
	Rebate Amount

	Spouse with dependant (*)
	Refer TaxPack

	Spouse with no dependants
	$1,340

	Sole parent
	$1,258

	Parent or parent-in-law
	$1,204

	Invalid relative
	$603




(*)  The spouse rebate with dependants is reduced by the amount of any 


parenting allowance payments received by the spouse.  The parenting



allowance is a fortnightly social security payment payable to a taxpayer’s



partner who is the at-home carer of a dependant child.  The dependant 



spouse rebate can only be claimed in the person’s tax return and can not be 



claimed through reduced PAYG tax instalments.  Therefore, it can be 



“ignored” for payroll purposes.

HECS

An employee’s HECS (Higher Education Contribution Scheme) debt is collected through the PAYG system.  The HECS’s debt must be declared on the TFN Declaration.  For more information, phone 13 28 61.  The current prescribed additional tax withholdings are below.  These rates reduced from 1 July 2000.

	HEC Repayment Income $
	1999/00 rate

	Less than 21,983
	nil

	21,984 – 23,183
	3

	23,184 – 24,982
	3.5

	24,983 – 28,980
	4

	28,981 – 34,976
	4.5

	34,977 – 36,814
	5

	36,815 – 39,572
	5.5

	39,573 and over
	6


Negative

Where a person negatively gears an investment (rental property, shares), 

Gearing

the “loss” on the investment may be offset against other income, including 



salary or wages.  As a result, an employee may seek to vary (reduce) the 



normal prescribed weekly tax instalment deductions to reflect the “loss” 



on the investment.  Requests for variations in the amount of tax deducted 



should be lodged on a standard Tax Office form.  Ask your local Tax 



Office for a “221D Variation” form (13 28 66).

Super

Payments of superannuation pensions or annuities are within the extended 

Pensions and
definition of ‘salary or wages’ and subject to PAYG tax instalment 

Annuities

deductions.  However, a rebate of tax will generally reduce the rate of deduction.  Recipients of superannuation pensions or annuities can also obtain a reduction in tax deducted to reflect the amount of the pension or annuity that is treated as tax free.  An “Annuity and Superannuation Pension Recipient Declaration” should be lodged with the payer.

Travel and

The Tax Office will allow certain allowances to be paid free of tax

Meal

instalment deductions provided all the following are satisfied:

Allowances
· the allowance is reasonable (ie within Public Service rates - see below) or is prescribed under an industrial award;

· the employee can reasonably be expected to incur expenditure at least equal to the allowance;

· the allowance is expended for the purpose for which it is paid; and

· the expenditure to which the allowance relates is allowable as a tax deduction.

Travel allowances which do not exceed rates set for the Australian Public Service by more than $5 per day (see below) will be treated as ‘reasonable’ and no tax needs to be withheld and amounts do not need to be shown on Payment Summaries.  



The Public Service daily travel allowance rates (from 1 July 1999) for a person 
with a salary of $68,228 or less is tabled below.  Other allowance figures (e.g. 
country areas) are available on request from NTM or the ATO on 13 24 78.

	City


	Accommodation

$
	Food & Drink

$
	Incidentals

$
	Total

$

	Sydney
	119.00
	58.65
	12.15
	154.80

	Melbourne
	110.00
	58.65
	12.15
	180.80

	Brisbane
	95.00
	58.65
	12.15
	165.80

	Canberra
	76.00
	58.65
	12.15
	146.80

	Adelaide
	84.00
	58.65
	12.15
	154.80

	Darwin
	89.00
	58.65
	12.15
	159.80

	Hobart
	70.00
	58.65
	12.15
	140.80

	Perth
	91.00
	58.65
	12.15
	161.80


Meal


Also, ‘reasonable’ overtime meal allowances paid under a law or 

Allowance

industrial award do not have tax deducted.  Currently, the Tax Office considers $15 to be a ‘reasonable’ overtime meal allowance.  Details of such allowances do not need to be included on an employee’s Payment Summary.

Part Day

Since 1 July 1996, part-day travel allowances (ie. no overnight absence)

Travel

must be substantiated for income tax purposes by the employee.  As a 

Allowance

result, the allowance must be shown on the employee’s Payment Summaries as ‘salary or wages’.  Evidence is required to support any claim for a tax deduction by the employee.

Also, since 1 October 1996, employers have been required to deduct tax instalments from part-day (ie. no overnight stay) travel allowances.

Maintenance
Where an employee is required to make child and/or spouse maintenance

Payments

payments to the Child Support Agency (branch of the Tax Office), the employer may be required to deduct the payments from the employee’s ‘salary or wages’.

The Child Support Agency will notify the employer in writing if the employer has to deduct maintenance and will advise the employer of the amount to be deducted.  The employer is then required to forward the set amount to the Agency by the 7th day of the month after the month the deductions were made.  

An employer must notify an employee is writing of the amount of the child maintenance deducted from the employee’s salary and wages.  The employer must keep a record of all payments deducted.  

Voluntary

Some people who are not employee’s (eg. contractors) may prefer to have PAYG

PAYG tax deducted from their payments.  From 1 July 2000, a payer and

Agreements
a worker may agree to have tax deducted.  This is called a voluntary agreement.

Voluntary agreements can only be entered into where all of the following criteria are satisfied:

· The worker is not an employee;

· The worker is an individual (not a company, partnership, trust etc.)

· The worker has an ABN;

· A ‘ voluntary agreement’ is entered into between the payer and the worker ( a draft agreement is available at www.taxreform.ato.gov.au) and

· The worker provides a TFN Declaration.

The purpose of the voluntary agreement is to allow the worker to be treated for PAYG purposes ‘as if’ they were an employee.  In such circumstances, the worker does NOT charge GST (even if registered for GST) and the worker is still entitled to claim input tax cedits.  The worker gets a ‘Payment Summary’.

The rate of tax withheld have been finalised by the ATO.  For more information, contact the ATO on 13 24 78 or visit www.ato.gov.au to obatin the details.  Also, refer the Fact Sheet, ‘PAYG and Voluntary Agreements’ at www.taxreform.ato.gov.au.

No ABN or 
The new PAYG withholding rules also require PAYG tax to be deducted 

False ABN

at 48.5% where a business you deal with does NOT have an ABN or provides you a false ABN.  These rules only apply to business to business transactions (ie. not at home).  The tax withheld is credited against the businesses final tax liability.  Where tax is withheld, you must provide the business a ‘Payment Summary’.  You must withhold tax at 48.5% if:

· you are a business making payment for a supply to you; and

· the supplier of the goods or services has not quoted their ABN on an invoice or similar document

No ABN

You do not require the supplier to provide their ABN where:

· you are an individual and the payment is wholly a private or domestic nature (eg. baby sitting or house cleaning);

· the payment does not exceed $50;

· the payment is exempt income to the recipient (eg. payment to a charity); or

· the recipient is an individual and has made a written , signed statement that the supply is private or domestic in nature, or relates to a hobby (unless you have reasonable grounds to believe the statement is false).

False ABN

Generally, you are entitled to rely on quoted ABNs being genuine.  ABNs will be 11 digits, or 14 digits where it is a branch.  If you think the ABN quoted on an invoice is false or is not a real ABN, you must withhold 48.5% tax.

Check

To check ABNs, you can visit the ATO’s web site www.abr.business.gov.au. or www.ato.gov.au.  You can also check if a person is registered for GST.
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