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General Outline and Financial Impact

ThisBill will amendthefollowing taxationActs to give effectto the
following measures:

Changes to the Fringe Benefits Tax Structure

• TheFringeBenefitsTaxAssessmentAct1986 tocalculateFringe
BenefitsTaxpayableby usingatax-inclusivevalueof thefringe
benefit(knownasthe“grossingup method”).

• TheIncomeTaxAssessmentAct1936 to allow Fringe Benefits
Tax to bedeductiblefor incometaxpurposesandto implement
associatedmeasures.

Dateofeffect:1 April 1994

Proposalannounced:Not previouslyannounced.

Financialimpact: 94/95 95/96 96/97

$m1~525 $m840 $m840



Clausesinvolvedin theproposedamendments

Clauses involved in the proposed amendments

Clause2: setsout thedatefromwhich theAct commences.

Clause3: amendstheIncomeTaxAssessmentAct1936andthe
FringeBenefitsTaxAssessmentAct1986assetout in theSchedule.

Clause4: setsout thedatetheamendmentsin theScheduleto the
Bill will applyfrom.
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Changesto theFringeBenefitsTax structure

Changes to the Fringe Benefits Tax structure

Summaryofproposedamendments

Purposeofamendment: to improvetheequitableoperationof
theFringeBenefitsTax structureby calculatingthefringe benefits
tax payableon thetax-inclusivevalueofthefringe benefitandby
allowing incometax deductionsfor theamountoffringe benefitstax
paid.

DateofEffect: 1 April 1994

Backgroundto thelegislation

Thefringe benefitstax legislation,whenfirst introduced,soughtto
levy tax on fringe benefitsprovidedto employeesto asimilar extent
to incometax thatwould havebeenpayablehadthebenefitbeenpaid
to theemployeein a monetaryform. Thisresultwasachieveddueto
theclosealignmentofthefringe benefitstaxrate,thetop marginal
incometaxrateandthecompanyincometax rate.

This positionwasdisturbedby thereductionof thecompanyincome
tax rateon 1 July 1988.

Thefollowing tableillustratesthis distortion:

Current System Equivalent Salary

$ $

Fringe Benefit Value 1000 1932
FBT at 48.25% 482 0

Tax deduction for benefit -39’3 .753
paid

Tax deduction for FBI paid 0 0
Total cost to employer 1092 1179

Employee’s income tax at 0 932
48.25%
Net tax paid 92 179



Changesto theFringeBenefitsTax structure

Theaboveexampleshowsthatacorporateemployerwould save$87
by giving anemployee,whowason thetop marginalrateof income
tax,afringe benefitof $1000insteadof giving that employeeanet
(afterincometax) monetarypaymentof $1000.

To restorethesimilarity in thetreatmentof employeeremuneration,
Part3 of theBill will introducea newsystemof taxing fringe
benefits.While thenewsystemwill increaseanemployer’sfringe
benefitstax liability, it will alsopermitincometaxdeductionsfor
fringe benefitstaxpaid,whereapplicable.

Explanationof proposedamendments

FringeBenefitsTaxAssessmentAct1986

TheBill will amendthedefinitionof “fringe benefitstaxableamount”
(currentlydefinedin subsection136(1))to ensurethat thisamountis
increasedto a tax-inclusiveamount.Thatis, theamountthat would
havebeenthe“fringe benefitstaxableamount”underthecurrent
definitionis increasedby thefringe benefitstax liability on that
amount [new section136AAJ

TheBill will alsomaketwo othercon~equentialamendments.

First, to ensurethat theeffectof theanti-avoidanceprovisionsof
section67 is not reduced,theBill will amendsubsections67(1),67(2)
and67(3)to replacetheterm “fringe benefitstaxableamount”with
“aggregatefringe benefitsamount”. Theterm “aggregatefringe
benefitsamount”hasameaningsimilar to thecurrentdefinition of
“fringe benefitstaxableamount”(seedefinition in subsection136(1)).

Second,to ensurethat instalmentsof fringe benefitstax for the
1994-95tax yearwill becomparableto theexpectedfringe benefits
tax liability for that year,theBill will requirethe tax assessedin the
previousyearto be increasedby 93 percent. This increasedamount
is thenotionaltaxamountwhich formsthebasisfor thedetermination
of the instalmentsfor the 1994-95taxyear [newparagraph
llifl’l)(c)J.
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Changesto theFringeBenefitsTax structure

IncomeTaxAssessmentAct1936

Sothat amountsof fringe benefitstaxpaid mayqualify for a
deductionundersubsection5 1(1)7 theBill will omit subsection
51(4A).

As aconsequenceoftheomissionof subsection51(4A), theBill will
alsorepealsection23M.
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