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Room to rent? Read this first. 
Renting out a spare room can be a great 
way to earn some extra cash, particularly 
with the help of Airbnb and similar online 
services. However, it’s easy to overlook 
the fact that the rent you charge, even on 
short-term stays, is taxable income. It must 
be declared on your annual tax return and, 
depending on your total income you may 
need to pay tax on what you earn. On the 
other hand, the deal might be sweetened 
with tax deductions. 

Take a chance? 

You might want to take a chance on not 
declaring this additional income, but the 
Australian Tax Office (ATO) has 
sophisticated data matching capabilities. 
They can find you by checking your 
financial records, searching ads on rooms-
for-rent websites and checking electronic 
payments associated with these websites. 
They will also act on tipoffs from unfriendly 
neighbours.  

On the upside, the expenses you incur in 
renting out a room or granny flat may be 
tax deductible. These can include a portion 
of your power bill, mortgage and council 
rates through to the sheets on your 
lodgers’ bed, room improvements and 
depreciation. 

Capital gains 

Renting out a room can have another tax 
consequence. The portion of your house 
used for income-producing purposes will 
become assessable for capital gains tax 
when you sell your home. Put simply, if 
you let out 20% of your house for the entire 
time you own it, and if you make a capital 
gain of $100,000 when you sell, then 
$20,000 would be your taxable capital 
gain. Assuming you own your home for 
more than 12 months, this will be eligible 
for a 50% discount, so $10,000 would be 
added to your taxable income and taxed at 
the appropriate rate.  

 

 

Strangers, friends and family 

The status of rental income is pretty clear 
when you advertise for a long-term lodger 
or short-term guest, but what about friends 
and family? With adult children taking 
longer and longer to save for a home of 
their own, an increasing number are 
staying at home and often paying board. 
And what about Mother-in-law in the 
granny flat out the back? 

Provided the amounts involved reasonably 
reflect the actual costs, contributions from 
children and elderly parents are 
considered a family arrangement for 
sharing living expenses, so don’t need to 
be declared.  

Get the right advice 

Don’t let a few tax issues put you off 
renting out a room to boost the household 
kitty. Do, however, take the time to discuss 
your plans with your licensed financial 
planner or registered tax agent. If you are 
caught out trying to dodge what may be a 
modest tax bill, you could end up paying 
an extra 75% on top of the tax you owe 
plus interest. 

Do the right thing though, and aside from 
the extra income, new friendships and the 
pleasure of sharing the secrets of your 
hometown await.     
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GST misunderstandings 
 

Australian businesses with an annual turnover of more than $75,000 must be registered for 
GST. Charging an extra 10 per cent on top of services sounds simple, yet a number of traps 
routinely catch small business owners.  

Businesses falling beneath the $75,000 threshold are not required to register for GST. Those 
businesses that choose not to register cannot: 

 state “Tax Invoice” on invoices; they must only use the word “Invoice”, 
 collect an extra 10% from customers, 
 claim credits for the GST paid on items purchased. 

Calculating GST correctly 

Businesses registered for GST must regularly lodge a Business Activity Statement (BAS) 
and this is where many run into trouble. One of the most frequent mistakes made when 
manually preparing a BAS is to calculate 10% of the total sales amount as GST.  

The correct method is to divide the total sales figure by 11. The examples below show total 
sales of $5,500 including GST of $500.  

A. $5,500 x 10% = $550 
B. $5,500 / 11 = $500 

Method B is the correct option. If your business has been using Method A, you haven’t been 
calculating your payment correctly and are likely paying too much GST. 

How personal use affects GST 

Equally common are mistakes that involve claiming credits. The Australian Taxation Office 
(ATO) takes a dim view of credits being claimed for assets that are partly used for private 
purposes. Credits can only be claimed for the portion of the assets or services that relate to 
business.  

For example, if you purchase a printer for your small business for $1,100 (including $100 
GST) but for 20% of the time the printer is used by your children to print school work, only 
80% (or $80) of the GST can be claimed. 

On another point, credits cannot be claimed where a contractor or supplier is not registered 
for GST because GST should not have been included in the amount you paid. 

Double Dipping 

If you are registered for GST you should ensure that any tax deductions you claim for 
business expenses do not include the GST component as you should have claimed these 
amounts as GST credits separately. 

GST has applied since July 2000 but continues to be the source of confusion for many small 
business operators. For full clarification phone the ATO’s dedicated business tax enquiries 
line on 13 28 66. 
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ATO welcomes decision in Pepsi vs 
Commissioner of Taxation

Diverted Profits Tax

The Diverted Profits Tax (DPT) is designed to ensure the tax paid by significant global 
entities (SGE) properly reflects the level of their economic activities in Australia. It aims to 
prevent the diversion of profits offshore through contrived arrangements. It imposes a 40% 
penalty rate of tax to be paid upfront.

The DPT aims to prevent the diversion of profits offshore through arrangements involving 
related parties and encourages SGEs to provide sufficient information to the ATO to allow for 
the timely resolution of tax disputes.

The DPT is a separate tax liability to income tax, therefore a taxpayer may have an income 
tax assessment and DPT assessment in respect of the same period.

The Australian Taxation Office (ATO) welcomes the decision by the Federal Court in relation 
to PepsiCo, Inc. v Commissioner of Taxation. The Court delivered an oral judgment 
yesterday with the full judgment subject to confidentiality orders.

This decision confirms PepsiCo, Inc. (Pepsi) is liable for royalty 
withholding tax and, in the alternative, diverted profits tax would 
apply. This is the first time a Court has considered the diverted 
profits tax – a new tool to ensure multinationals pay the right 
amount of tax.

Deputy Commissioner Rebecca Saint said this is a landmark 
decision as it confirms that the diverted profits tax can be an 
effective tool in the ATO’s arsenal to tackle multinational tax 
avoidance.

However, the decision may be subject to appeal and therefore, may 
be subject to further consideration by the Courts in the event of an 
appeal.

The Tax Avoidance Taskforce has for a number of years been targeting arrangements 
where royalty withholding tax has not been paid because payments have been 
mischaracterised, particularly payments for the use of intangible assets, such as trademarks.

'The Pepsi matter is a lead case for our strategy to target arrangements where royalty 
withholding tax should have been paid. Whilst there may still be more to play out in this 
matter, it sends strong signals to other businesses that have similar arrangements to review 
and consider their tax outcomes.’

Since 2016, the Tax Avoidance Taskforce have secured more than $27.7 billion in additional 
tax revenue from multinational enterprises, large public and private businesses (up to 
31 August 2023), but perhaps more importantly the governance and culture around 
corporate tax has changed.


