DILK ADVISORY

TAX RATES AND OFFSETS FOR 2023-24 AND BEYOND

Despite the calls to scrap the already legislated stage 3 tax cuts, the government did not
announce any changes in the recent Budget, which means the tax cuts are still set to commence
from 1 July 2024 (ie the 2024-25 income year). Additionally, no changes were announced in the
Budget to the current personal tax rates, meaning that the rates and income thresholds that have
applied since the 2021-22 income year will continue to apply all the way through to the 2023-24
year.

As a refresher, the already legislated stage 3 tax cuts will reduce the 32.5% marginal tax rate to
30% for one big tax bracket between $45,000 and $200,000, along with the abolishment of the
37% tax bracket from the 2024-25 income year. The original aim was to align the middle tax
bracket of the personal income tax system with corporate tax rates. In detail, the brackets and
rates are as follows:

$0 - $18,200: Nil tax payable;

$18,201 - $45,000: Nil + 19% of excess over $18,200;

$45,001 - $200,000: $5,092 + 30% of excess over $45,000; and
$200,001+: $51,592 + 45% of excess over $200,000.
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However, some individuals may find themselves paying more tax for the 2022-23 income year due
to the end of the Low and middle income tax offset (LMITO). The LMITO applied to individuals with
taxable income of less than $126,000. For the 2021-22 income year, those earning a taxable
income of $90,000 received an offset of $1,500 which reduced by 3 cents for every dollar above
$90,000 tapering off at $126,000.

For the 2022-23 income year and onwards, only the low income tax offset (LITO) will apply. The
maximum amount of the offset is $700 and will apply to individuals with taxable incomes of less
than $37,500. Those earning between $37,501 and $45,000 will get $700 minus 5 cents for every
dollar above $37,500. Individuals with taxable incomes between $45,001 and $66,667 will get $325
minus 1.5 cents for every dollar above $45,000. Taxpayers earning more than $66,667 are not
eligible for the LITO.

Example

Jerry earns a taxable income of $95,000 for the 2022-23 income year. He is not eligible for the LITO
as his taxable income is too high, and the LMITO no longer applies. The amount of tax payable for
the 2022-23 income year based on the current tax rates is $21,342. Previously in the 2021-22
income year, where the LMITO applied, Jerry’s tax payable of $21,342 would have been reduced by
$1,350 to $19,992.

If Jerry is still earning the same taxable income of $95,000 in the 2024-25 income year due to
wage stagnation, based on the stage legislated stage 3 tax cut rates, his tax payable would be
$20,092, a projected reduction of $1,250 from his 2022-23 and 2023-24 tax payable.

It should also be noted that the stage 3 tax cuts not only applies to Australian residents, but also
foreign residents and working holiday makers from the 2024-25 income year. As legislated from 1
July 2024, foreign residents will only pay 30% on taxable income of up to $200,000. Currently, the
lowest rate for foreign residents is 32.5% on taxable income of up to $120,000. For working holiday
makers, from 1 July 2024, the 32.5% marginal tax rate will be cut to 30% for one big tax bracket
between $45,000 and $200,000, as per the rates for Australian residents.
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