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Overview of theGovernment’s deficit reduction
packageof legislation

The deficit reductionpackagecomprises8 Bills, which will giveeffect tochangesto

the tax law announcedin the 1993-4Budget.

Taxation (Deficit Reduction) Bill (No. 1) 1993

This Bill wiU makethe amendmentsnecessaryto giveeffectto the following
measures:

- increasethe Medicarelow incomethresholds;

- removetheconcessionaltreatmentthatappliesto thetaxationof unused
annualandlongserviceleave;

- changesto thetaxationtreatmentofexcessdomestictravelallowancesand
expenses,andof certainnon-deductibleexpenses;

- denialof income taxdeductionsfor carparkingexpensesfor self-employed

persons;

- changesto the taxationtreatmentof creditunions.

This Bill will commenceon the dateon which it receivesthe Royal Assent.

Taxation(Deficit Reduction)Bill (No.2) 1993

ThisBill containsamendmentsto giveeffectto thefollowing 2 measures:

- increasethe rateof fringe benefitstax;

- changethetaxationtreatmentof friendly societies,includingbringingthe rate
of tax on their life insurancebusinessinto line with therate of tax on similar
businessundertakenby lifr companies.

ThisBill will commenceon the dateon which it receivestheRoyalAssent

Taxation (Deficit Reduction) Bill (No.3) 1993

ThisBill will containtheamendmentsnecessaryto:

- bring forward thefirst round ofpersonaltaxcuts,andto defer the second
round;and

- introducethe$150low incomerebate.



• ThisBill will not commenceuntil all oftheother Bills in thispackage,except
for the Taxation (Deficit Reduction) Bill (No. 2)1993,receivethe Royal
Assent

SalesTax (Customs)(Deficit Reduction)Bill 1993
I

SalesTax (Excise)(Deficit Reduction)Bill 1993

SalesTax (In Situ Pools)(Deficit Reduction)Bill 1993

SalesTax (General) (Deficit Reduction) Bill 1993

• Eachof theseBills will modify the SalesTax (ExemptionsandClass{fications)
Act 1992 to the extent necessaryto giveeffect to the following changesto the
salestax laws:

- the generalpercentageincreasesin salestax rates;

- the changeofrateson wine;

- the changesto the tax treatmentof luxury motor vehicles.

• TheseBills will be taken to havecomeinto operationon 18 August 1993,for

thosemeasuresannounced to takeeffectfrom that date.

SalesTax AssessmentAmendment (Deficit Reduction) Bill 1993

• This Bill will maketheconsequentialchangesto the SalesTaxAssessmentAct
1992 that arenecessaryto give effectto thechangesto the taxation treatment of
luxury motor vehicles.

• ThisBill will be taken to havecomeinto operationon 18 August 1993.
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General Outline and Financial Impact

Thefollowing Bills will amendtheSalesTaxAssessmentAct 1992 and the
SalesTax(ExemptionsandClassifications)Act 1992 to effect the changes
detailed:

SalesTax AssessmentAmendment(Deficit Reduction)Bill 1993
(STAAM);

SalesTax (Excise)(Deficit Reduction)Bill 1993 (STEA);

SalesTax (General)(Deficit Reduction) Bill 1993 (STGA);

SalesTax (Customs) (Deficit Reduction) Bill 1993 (STCA);

SalesTax (In Situ Pools)(Deficit Reduction)Bill 1993 (STPA).

Sales Tax: General Rate Increases

• Increasesexistingsalestax rates by onepercentagepoint from 10% to
11%, 15% to 16%, 20% to 21% and30% to 31%.

Date of effect: 18 August1993

• Increasessalestax ratesbyafurtheronepercentagepoint from 11%to

12%, 16%to 17%,21% to 22% and31% to 32%.
Date of effect: 1 July 1995

Proposalsannounced: 1993-94Budget,17 August1993.

Financial gain: 93-94 94-95 95-96 96-97

$435m $585m $1207m $1345m

Sales Tax on Luxury Motor Vehicles

Changesthe effectiverateof salestax on luxury motorvehicles,so
that:

(a) thatportionof the wholesalevaluethatdoesnot exceedthe
luxury thresholdwill betaxedattherateof salestax applicable
to thatkind of motorvehicle(ie. either16% or 21%,depending
on the classificationof thevehicle);and



(b)anew rateof 45%will apply to the excess.

Dateof effect: 18 August 1993

Proposalannounced: 1993-94Budget,17 August1993.

Financial gain: 93-94 94-95 95-96 96-97

$5m $lOm $lOm $lOm
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How do all the Bills affect the Current Sales Tax Law?

The following tablesexplainhowthevariousBills relateto the currentSales
Tax legislationandwhatchangesare designedto beachievedby the proposed
newlegislation.

BILL

HOW THE BILL
RELATES TO

CURRENTLAW

CHANGES
CREATED BY

THE BILL

SalesTax Assessment
Amendment(Deficit
Reduction)Bill 1993

AmendstheSalesTax
AssessmentAct 1992

• taxablevaluereduction
for luxury motor
vehicles;% setfrom
18.8.93andfrom
1.7.t995;

• setsanexemptpartof
the taxablevaluefor
luxury motorvehiclesfor
disabledpersons;

• amendstheexamples

SalesTax (Excise)
(Deficit Reduction)Bill
1993

Modifies the SalesTax
(Exemptionsand
Classifications)Act in
sofar asit dealswith tax
imposedby theSales
Tax Imposition(Excise)
Act 1992

• setsa onepercentage
point increasefor
schedules2 toS to apply
from 18.8.93anda
further onepercentage
pointincreasetoapply
from 1.7.1995;

• changesthe ratesof tax
applicabletowine,cider
etc.;

• newschedule6 for
luxury motorvehicles
withrateof45%.
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BILL

HOW THE BILL
RELATES TO

CURRENT LAW

CHANGES
CREATED BY

THE BILL

SalesTax (General)
(Deficit Reduction)Bill
1993

Modifiesthe SalesTax
(Exemptionsand
Classifications)Act in
sofarasitdealswithtax
imposedby the Sales
TaxImposition
(General)Act 1992

• setsaonepercentage
point increasefor
schedules2 to5 toapply
froml8.8.93anda
furtheronepercentage
point increasetoapply
from 1.7.1995;

• changesthe rates of tax
applicabletowine,cider
etc.;

• newschedule6 for
luxury motorvehicles
with rateof45%.

SalesTax (Customs)
(Deficit Reduction)Bill
1993

Modifies the SalesTax
(Exemptionsand
Classifications)Act in
sofarasitdealswithtax
imposedby theSales
Tax Imposition
(Customs)Act 1992

• setsa onepercentage
pointincreasefor
schedules2 to 5 toapply
from 18.8.93anda
furtheronepercentage
pointincreasetoapply
from 1.7.1995;

• changestheratesof tax
applicabletowine,cider
etc.;

• new schedule6 for
luxury motorvehicles
with rateof45%.

SatesTax (In Situ
Pools)(Deficit
Reduction)Bill 1993

Modifies the SalesTax
(Exemptionsand
Classifications)Act in
sofar asit dealswith tax
imposedby the Sales
Tax Imposition(In Situ
Pools)Act 1992

• setsa onepercentage
pointincreasefor
schedules2 to5 to apply
from 18.8.93anda
further onepercentage
pointincreaseto apply
from 1.7.1995;
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CHAPTER ONE SalesTax: General Rate Increases

Summary of proposed amendment
Existing salestax rateswill increaseby onepercentagepoint from 18
August 1993 andwill be increasedby a further 1% from 1 July 1995
(clause2, STAAM,STEA, STGA,STCA,STPAj

Background to the legislatIon
Salestaxratesaresetin Schedulesto theSalesTax(Exemptionsand
Classjfications)Act 1992 (E&C Act). ScheduleI coversgoodswhich are
exemptfrom salestax. Schedules2 to5 covergoodson which salestax is
payable. EachSchedulesetsadifferentrateof salestax for taxabledealings
with thegoodscoveredby that Schedule.Theratesapplicableunderthose
Schedulesare10%,15%,20%,and30% respectively.

Explanation of the amendments
The following tableshowsthe Schedulesto theE&C Act, thecurrentrates
of salestax set by thoseschedules,therateswhich will apply from 18
August 1993andtherateswhich will apply from 1 July 1995.

SCHEDULE EXISTING
RATE

RATE FROM
ISAUGIJST1993

RATE FROM
1JULY 1995

ScheduleI Exempt Exempt Exempt
Schedule2 10% tI% t2%
Schedule3 15% t6% 17%
Schedule4 20% 21% 22%
Schedule5 30% 31% 32%
Schedule6 Notapplicable 45% 45%

EachratingSchedulewill be amendedto increasethe rateset by that
Scheduleby onepercentagepoint for taxabledealingsoccurringon or after
18 August 1993(items4,5,6,7in schedule1 to clauses;STEA, STGA,
STCA andSTPAJ.

TheBill will alsoinserta newSchedule(Schedule6) which will apply to
luxury motor vehicles.Schedule6 will apply a45%rateto thosevehicles.
However,foreachtaxabledealingcoveredby Schedule6, the SalesTax
Assessment Act 1992 (TheAssessmentAct) will substituteaspecial
taxablevalue(proposedSection42A). Thatspecialvaluewill ensurethat
the45%rateis only appliedto that proportionof the taxable value that



exceeds the IncomeTaxdepreciationlimit for motor vehicles (clause4,
STAAM anditemSin schedule)to clauses,STEA, STGAandSTCAJ.

The increasedrateswill befurtherincreasedbyanotherpercentagepoint
from 1 July 1995.Therate, however,for luxury mot4rvehicles,will
remainat 45% (items1,2,3,4in schedule2 to clause6,STEA, STGA,
STCA,andST~PAJ.

AppendixA to the AssessmentAct containsexamples of the operationof
the salestax laws, includingcalculationsof tax payable.TheBill will
amendthoseexamplessothattheyreflect theincreasedrates proposedto
apply from 18 August 1993.A furthersetof amendmentsproposedto
commenceon 1 July 1995 will adjust thoseexamplesto reflect furtherrate
increasesproposedto apply from that later date (clause6 andappendir
A of the scheduleto clauses STAAMJ.

S

£



CHAPTER TWO Sates Tax: Wine, Cider and Other Similar
Beverages

Summary of proposed amendments
Purposeofamendments:To increasethe rates of tax on wine, cider and
similarbeverages:

(a) from 10%to 21%, if the beverages have a low alcohol content (not
more than 1.15% by volume); and

(b) from 20%to 31%, if the beverages do not have a low alcohol content
(morethan 1.15% by volume).

Dateof effect: The amendmentswill applyto dealingswith goodson or after
18 August 1993.

wine, cider
similar
beverages
mead, perry
sake
similar



Background to the legislatIon

Lowalcoholwine,cideretc.

Under the existing law, the following low alcoholbeverages:

• Australian-madewine andcider,andbeveragessimilar to wine and
cider(suchaswine coolers);and

• mead, perry, sakeandothersimilar fermentedbeverages;

are taxedat the concessional rate of 10%.Goodsaretakento be low alcohol

if theycontainno more than1.15% by volume of alcohol.

Note: The expression“other similar fermentedbeverages”includesfruit wines
and beverages fermented from plantssuch as vegetables, flowers andherbs
marketed as vegetable wine etc.

Importedlow alcohol wine andcider,however,is taxedat the general rate of
20%.

The 10% concessiortalrate doesnot apply to:

• beer,spirits, liqueursor spirituousliquors;or

• beveragesthatcontainbeer,spirits(otherthan spirits for fortifying

wine or other beverages), liqueurs or spirituous liquors.

Other wine,cideretc.

Under the existing law, the following alcoholic beverages:

• wine, cider arid beverages similar to wine and cider (such as wine
coolers);and

• mead,perry, sakeandothersimilar fermentedbeverages;

are taxedat the general rate of 20%. Goods are takento bealcoholic if they

contain more than 1.15% by volume of alcohol.
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Explanation of proposed amendments
Thefollowing table showsthe rangeof alcoholic and low alcoholbeverages
whoserates of tax are proposedto be changedby the Bills togetherwith the
existingrates and proposedincreasedrates.

Beverage Alatholicor
low alcohol

Australian
or Unpofled

Existing
rate

Proposedrate
(at 18/8/93)

Wrnc.cider&
similar beverages

Alcoholic Australian&
imported

20% 31%

wh~e& cider Low alcohol Australian 10% 21%

win~&cide~ Low aicohol Imported 20% 21%

Beveragessimilar
inwine&cider

Low alcohol Australian&
imported

10% 21%

Mcad.peny.sake
& oiliersimilar
fermented
beverages

Alcoholic Ausiralian&
imported

20% 31%

Mead.perry.sake
&othersimilar
fermented
beverages

Low alcohol Australian&
imported

10% 21%

TheBills, SThA, STGA andSTCA will amendSchedule2 to the SalesTax
(ExemptionsandClassifications)Act 1992 by deletingItem 15, whichcovets
the following low alcoholbeverages:

• wine andcidermanufactured in Australia;

• beveragessimilar to wine or cider; and

• mead,perry, sake,and other similar fermented beverages.

Low alcohol beveragesconsistof no morethan 1.15%by volume of alcohol.

This will have theeffectof increasingthe tax on thosebeveragesfrom 10% to
the generalrate (proposedby this Bill to be21% from 18 August 1993) (item
4 in schedule 1 to clauseS, STEA, STGAandSTCA).



The Bills, STEA, STCIA and STCA will alsoamendScheduleSto theE&C
Act by addingItem 15,whichcoversthe following alcoholicbeverages:

wine,ciderandbeveragessimilar to wine or cide~and

• mead, perry, sake, andother similarfermentedbeverages.

Alcoholic beveragescontain more than 1.15% by volumeof alcohol.

This will have theeffectof increasingthe tax on thosebeveragesfrom 20% to
the secondhighestrate (proposed by this Bill to be 31% from 18 August
1993)(item7 in schedule1 to clauseS,STEA,STGA andSTCA].
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CHAPTER THREE SalesTax: Luxury Motor VehicI s

Summaryof proposedamendments

Purposeof amendment: Tochangethe effectiverateof salestaxon

luxury motor vehicles,so that:

(a) the portionof the wholesalevaluethatdoesnot exceedthe
luxury thresholdwill betaxedatthegeneralrateof salestax
applicable to that kindof motor vehicle(ie. either 16% or 21%.
dependingon theclassificationof the vehicle);and

(b) anew rate of 45% will apply to the excess.

Dateofeffect: Thechange will applyto taxabledealingsthatoccurwith
luxury motorvehicles on or after 18 August 1993.

EXISTING LAW PROPOSED LAW

I’

Taxable
Value

$3248o

Tax Payable

Under the existing law anangements. luxury motor vehicles are subject to
sales tax at a rate of 30% on their full wholesale value. A luxury motor
vehicleis apassengermotorcaror stationwagonwhich hasa wholesale
valuein excessof theluxury motorvehiclethreshold.Thatthresholdis
calculated according to a formula that converts the motor vehicle
depreciationlimit (undertheIncomeTax law) to an equivalent wholesale
value. For the 1993-94 financial year, the luxury motor vehicle threshold is
$32,486.46.

Passenger motor carsor stationwagons which have awholesalevalue
below the luxury motor vehiclethreshold are taxable at either 15%or 20%
(dependingon theclassificationof themotorvehicle).

However,once the wholesalevalue of the motor vehicleexceedsthe
luxury threshold,the30%rate is applied to the full wholesalevalue of the
vehicle. This hasthe effect of imposingan additional 15%or 10%rateof
tax (asthecasemaybe),on the sub-luxurycomponentof thewholesale

Background to the legIslation:



valueof the luxury motorvehicle. For example,the salestaxpayableon a
passengervehiclewith a wholesalevalueof $32,486is $4,873,but if the
wholesalevalue is increasedby $1 to $32,487,the salestax increasesto
$9,746.

Explanation of proposed amendments
The purposeof introducingthesplitratesis to removethe suddenincrease
in tax that is payableon the sub-luxurycomponentof the wholesalevalue
of a motor vehiclewhen it exceedstheluxury threshold.The split rate will
meanthat all passengervehicleswill betaxableateither 16%or 21% up to
the currentluxury thresholdof $32,486.46.After thethresholdhasbeen 4
reached,eachadditionaldollarof wholesalevaluewill be subject to tax at
the rate of 45%. This meansthat wherethe luxury threshold is exceeded
eg. by $1,the additional tax payable will be45 centsrather than$4873for
15%vehiclesor $3249for 20% vehicles.

The amendmentswill inserta newSchedule(Schedule6) in the SalesTax
(ExemptionsandC!ossWcations)Act, which will apply salestax at the rate
of45% on luxury motorvehicles.Theseare the samemotor vehiclesthat
are taxedundertheexistinglaw at30%.(ilem8 in schedule1 ía clause5;
STEA,STGAandSTCAJ

However,for all taxable dealingswith luxurymotorvehicles,the newlaw
will substituteaspecialtaxablevalue.Theeffectof that special value will
be to apply a split rate to luxury motor vehicles (clause4, STAAMJ:

• the portion of the wholesale value of the motor vehicle that does not
exceedthe luxury thresholdwill betaxedatthe generalrateof salestax
applicable to that kind of motor vehicle(ie. 16%or 21%, depending
upon the classification of the vehicle);

• theportionof the wholesale value of the motor vehicle that does
exceed the luxury threshold will be taxed at the new rate of 45%.

Example:

Fromthe following information we can carry out acomparisonbetween
the reducedtaxablevalue method usedto calculate the taxable value
proposedin the Bill, andthe effective split value method,for a motor
vehicle with apie-luxury thresholdclassificationwhichwill be at a rate of
16%.

1993/4 Luxury motor vehicle depreciation limit: $48,415.00

Taxablevalue threshold: $32,486.46

Retail price of motor vehicle: $61,710.70 I
Equivalentwholesalevalue: $40,872.79



SplitRate16%145% ReducedTaxable Value

16% of $32,486.46 $5197.83 TaxableValue $40,872.79

45% of $8,368.33 $3773.85 Reduction $20.935.61

Taxpayable $8.971.68 ReducedTaxableValue $19,937.18

Taxpayable S&971.73

Note: Thereisaminorvariationwhicharisesbecausethepercentage
figuresspecifiedin the law areroundedto the nearestthirddecimalpoint.

The amountof the reduction in the taxable value of a luxury vehiclewill be
calculated according to a formula:

• In the case of motor vehiclesof a kind ordinarily taxedat 16%, the
formulawill be(clause4, STAAMJ:

43.242% X Motor vehicledepreciationlimit fir the financial
year in which the taxabledealing happens.

• In thecaseof motorvehiclesof a kind ordinarily taxedat 21%(these
are mainlyoff-road, four-wheel drive vehicles), the formula will be (clause
4,STAAMJ:

35.787% X Motor vehicledepreciatIon limit ror the financial
year in which thetaxable dealing happens.

While the moreexpensiveluxury vehicleswill not benefitfrom the
change,vehicleswhich are presently pricedjust above the luxury wholesale
value threshold of $32,486will receiveasignificantsalestax benefit. For
example, under the amendments the sales tax payableon apassenger
vehicle taxable at the split rate of 16/45% whichhasawholesalevalueof
$32,500 will fall from $9750 to $5204. This saving will gradually decrease
as the vehicle price increases becauseof the greater impact of the higher
45%rate. The tax benefit for avehiclewith asplit rateof 16/45%anda
wholesale value of $45,000will only be $2671, the sales tax being reduced
from $13,500to $10829. The tax benefitwill phaseout when a vehicle
has a retail price of just under $100,000. Vehiclessoldatpricesgreater
than$100,000will incurmoresalestax.

Thepercentages used to calculate the taxable value reduction for luxury
motorvehicleswill changeon 1 July 1995dueto thegeneralincreasein all
ratesat thattime. The newpercentageswill be 41.751% for vehicles to be



taxed at the split rate of 17/45% and34.296%for vehiclesto be taxedat
the split rate of 22/45%. (scheduletoclauseS,ST/vIM)

Luxury motor vehici s for disabled persons
There are two salestax exemptions(Items96 and97,E&C Act) thatallow 4
certaindisabledpersonsto purchasemotorvehiclesfree of salestax. The
exemptionis, however,only available for vehicleswith ataxablevalueat
or below the luxury motor vehiclethreshold. If a personotherwise
coveredby Item 96 or 97 purchases a luxury motorvehicle,tax is payable
on the vehicle. However,the taxable value of the vehicleis reduced.

Under the existing law, the effectof thereductionis to exclude,from the
amount of the tax payable on thevehicle,the amountof tax that wouldbe
payableif thevalueof the vehicledidnot exceedthe luxury threshold. In
calculating that amount,the law assumesin all casesthat thevehiclewould
be taxedat the rate of 20%. However,in mostcases,thevehiclewould
only be taxedat 15%. Consequently,apersoncan receiveareduction
greaterthan the amount of tax that would have beenpayableif the vehicle
had not exceededthe luxury limit.

Underthechangesproposedby this Bill, theeffectof thereductionis to
exclude, from the amount of tax payable,the actual amount of tax that
would havebeenpayableif thevalueof thevehicledid not exceedthe
luxury threshold.Effectively, thevehicleis exemptedfrom thatpartof the
taxablevaluetowhich the ratesof 16% and21% apply. Tax is only
payableon that partof the taxablevalue that exceedsthe luxury motor
vehicle threshold. The tax rate for the taxable partwill be 45%. (clause5,
STAAMJ

Example: An eligible personpurchasesavehiclewith awholesalevalue
of $40,000.The wholesaletaxable value for theapplicationof the luxury
motor vehicle tax is $32,486.46 and this part of thetaxablevalue will be
exempt. Tax will be payableattherateof 45% on thedifference between
$40,000and the luxury tax threshold of $32,486.46.Tax payablewill be
$3381.09 (45%of $7513.54).

With a split rateapproachit is now possible to providethe samebenefit to
all eligible persons,whetherthe rate is 16/45% or 21/45%. Irrespectiveof
the kind of passengermotor vehicle purchased,the first $32,486.46of
taxable value will be treatedas exempt. After that eachdollar of taxable I
value willbe taxableat 45%.
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