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General outline and financial impact

INCOME TAX RATES AMENDMENT BILL ACT 1995

Company tax rate change
AmendstheIncomeTaxRatesAct 1986 to increasetherateofcompany
taxfrom 33 percentto 36 percent.The increasedratewill applyto most
companiestaxablein Australia(including non-residents)andextendto
public tradingtrusts,corporateunit trusts,corporatelimited partnerships
whicharetaxedas companies,andthe non-statutoryfund incomeofnon-
mutuallife assurancecompanies.

Dateofeffect: Theamendmentswill apply in respectoftaxableincome
of the 1995-96andsubsequentincomeyears.

Proposalannounced: 1995-96Budget,9 May 1995.

Financial impact: Theestimatedgain in revenueis $320million in 1995-
96, $1,570million in 1996-97,$940million in 1997-98and$1,140
million in 1998-99.

Compliancecostimpact: The compliancecostimpactsof this measure
are negligible.

TAXATION LAWS AMENDMENT (BUDGET MEASURES) BILL
1995

Amendment of Taxation (Deficit Reduction) Act (No. 1) 1993

Consequential amendments in relation to the company tax rate change
Makesconsequentialamendmentsto theTaxation(DeficitReduction)Act
(No 1)1993becausethe increasein thecompanytax ratewill notapply to
theconcessionalratesoftax that apply to recognisedmediumcredit
unionsandrecognisedlargecreditunionsfor the 1995-96and1996-97
yearsof income.



Taxationoffriendlysocietiesandotherregistered

Dateofeffect: 9 May 1995

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: Theconsequentialamendmentsdo not, of themselves,
haveany financialimpact.Thefinancialimpactoftherateincreaseis
explainedabovein relationto the IncomeTax RatesAmendmentBill
1995.

Compliancecostimpact: None

Amendment of Taxation (Deficit Reduction) Act (No. 2)1993

Taxation of friendly societies and other registered organisations
Amendsthe incometax lawto freezetherateof tax imposedon the
eligible insurancebusinessof friendlysocietiesandotherregistered
organisationsat33%for the 1995-96and 1996-97yearsof income.The
rebateapplyingto taxablebonusespaidon life insurancepoliciesissued
by friendly societieswill increaseto 33%from 1 July 1995as scheduled
andwill be maintainedatthat level for the yearbeginning1 July 1996.

Date ofeffect: 1 July 1995.

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: Thecostto revenueis $11 million in 1995-96,$45
million in 1996-97and$22 million in 1997-98,andagain to revenueof
$4 million in 1998-99.

Compliancecostimpact: Theproposedamendmentsarenotexpectedto
haveany impacton compliancecosts.

Amendment of the sales tax laws

Passenger motor vehicles
Makesconsequentialamendmentsto theSalesTaxAssessmentAct 1992
becauseof the increasein thesalestax payableonpassengermotor
vehiclesto the generalrate(currently21 percent)effectedby the Sales
Tax (ExemptionsandClassifications)ModificationBills.

Date ofeffect: Applies to dealingswith goodsafter7.30pmeastern
standardtimeon 9 May 1995.
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Taxationoffriendlysocietiesandotherregisteredorganisations

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: The consequentialamendmentsdo not, of themselves,
haveanyfinancialimpact.Thefinancialimpactof the rateincreaseis
explainedin theexplanatorymemorandumto theSalesTax (Exemptions
andClassifications)Modification Bills.

Compliancecostimpact: Theconsequentialamendmentsdo not, of
themselves,imposeanynewcompliancecostsfor taxpayers.The
increasedcompliancecostsassociatedwith the rateincreaseareexplained
in theexplanatorymemorandumto the SalesTax (Exemptionsand
Classifications)ModificationBills.

Sales tax refunds
Amendstheold andnewsalestax legislationto ensurethat theonly
accessto creditsor refundsof overpaidsalestaxis via theprovisionsof
thesalestaxlaw itself.

Dateofeffrct: Applies to liabilities to refundpaymentsarisingafter7.30
p.m. easternstandardtimeon9 May 1995. With regardto liabilities
arising at orbeforethat time, it will applywherelegalproceedingswere
commencedafter7.30p.m.easternstandardtimeon 9 May 1995.

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: Not quantifiable.

Compliancecostimpact: Therewill beno impactontaxpayer
compliancecosts.

Tax advantaged computer programs
AmendstheSalesTaxAssessmentAct1992 to confinethe tax advantaged
computerprogramconcessionto goodsotherthanmicrochipsexceptfor
certainprogramsonmicrochipsincartridges.

Dateofeffect: Applies to dealingswith goodsafter7.30pmeastern
standardtimeon 9 May 1995.

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: Gainto revenue:

1994-95 $10 million
1995-96 $150million
1996-97 $160million
1997-98 $170million
1998-99 $185 million
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Taxationoffriendlysocietiesandotherregistered

Compliancecostimpact: Theremovalof the tax advantagedcomputer
programconcessionwill takeawaythecostsincurredby taxpayersin
valuing programs,identifyingqualifying microchipsandmaintainingthe
requiredrecordsoftransactionsinvolving goodscontainingtax
advantagedcomputerprograms.

Provisional tax uplift factor

Amendsthedefinitionof provisionaltaxuplift factorin the IncomeTax
AssessmentAct1936sothat thefactor is 8% for the1995-96yearof 4
incomeand 10%for lateryearsof incomeunlesstheParliamentprovides
otherwise.

Dateof effect: Theamendmentsapply to thecalculationof provisional
tax (including instalments)for the 1995-96yearof incomeandlateryears
of income.

Proposalannounced: 1995-96Budget,9 May 1995

Financial impact: None

Compliancecostimpact: None,as uplift factor is unchangedfromthe
previousthreeyears.
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14i1 Company tax rate change

Overview

1.1 The IncomeTax RatesAmendmentBill 1995will amendthe
IncomeTaxRatesAct 1986(theRatesAct) to increasetherateof
companytaxfrom 33 percentto 36percentfor taxableincomeof the
1995-96andsubsequentincomeyears.

1.2 The increasedratewill apply tomost companiestaxablein
Australia(including non-residents)andextendto publictradingtrusts,
corporateunittrusts,corporatelimitedpartnershipswhich aretaxedas
companies,andthenon-statutoryfund incomeof non-mutuallife
assurancecompanies.

1.3 Thechangein taxratewill notapplyto the statutoryfundincome
(including life insuranceandsuperannuationbusiness)of non-mutuallife
assurancecompanies,to mutuallife assurancecompanies,to pooled
developmentfunds(PDFs),to registeredorganisations,or to trusteesof
superannuationfunds,approveddepositfunds(ADFs), orpooled
superannuationtrusts(PSTs).

1.4 TheIncomeTax RatesAmendmentBill 1995,togetherwith the
TaxationLawsAmendment(BudgetMeasures)Bill 1995 (whichwill
amendthe Taxation(DeficitReduction)Act (No.]) 1993), ensuresthatthe
concessionalratesof taxthat apply to recognisedmediumcreditunions
andrecognisedlargecreditunionsfor the 1995-96and 1996-97yearsof
incomearepreserved.

Summary of amendments

Purpose of the amendments
1.5 To increasethecompanytax rate.
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Companytax rate

Date of effect
1.6 Theincreasein thecompanytaxratewill applyfor taxable
incomeofthe 1995-96andsubsequentincomeyears.

Background to the legislation

1.7 Currentlyunderthe RatesAct the followingentitiesare subject
to thecompanytax rateof 33 percentontheir taxableincome:

• public companies; 4
• privatecompanies;

• corporatelimitedpartnerships;

• trusteesof corporateunittrusts;

• trusteesofpublictradingtrusts;and

• trusteesto whomsubsection98(3)of the IncomeTaxAssessment
Act1936(theAssessmentAct) applies(whereanon-resident
companyis apresentlyentitledbeneficiary).

1.8 Therateoftax on theseentitiesisto be increasedto 36 percent.

1.9 In addition,thenon-fundcomponentof non-mutuallife
assurancecompanieswhich is currentlysubjecttothe companytax rateof
33 percentwill be subjectto tax at 36 percent.

1.10 The increasedratewill notaffectthe variousratesthat apply to
theentitieslistedbelow:

• registeredorganisations;

• non-mutuallife assurancecompanieson taxableincomeother
thanin respectof thenon-fundcomponent;

• mutuallife assurancecompanies;

• PDFs(SMEandunregulatedinvestmentcomponent);

• trusteesof superannuationfunds;

• trusteesof ADFs; and

• trusteesof PSTs.

Explanation of the amendments

Companiesgenerally

1.11 Subsection23(2)of theRatesAct providestherateof tax for
companiesgenerally.This rateisto be increasedfrom 33 percentto
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Companytax rate

36 percent,effectivein respectof the taxableincomeof the companyfor
1995-96and subsequentincomeyears.Section94Jof theAssessmentAct
ensuresthatthis ratewill alsoapplyto corporatelimited partnerships.
(Item 1; amendedsubsection23(2)1

1.12 Paragraph23(3)(a)of theRatesAct providestherateof tax for
taxableincomeof privatecompanies.This rateisto be increasedfrom
33 percentto 36percent, effectivein respectof the taxableincomeofthe
companyfor the 1995-96and subsequentincomeyears.(Item2, amended
paragraph23(3)(a)J

Life assurancecompanies

1.13 Subparagraph23(4A)(c)(ii) of theRatesAct providesthat the
rateof tax on thenon-fundcomponentof the taxableincomeof non-
mutual life assurancecompaniesis 33 percent. This ratewill increase
from 33 percentto 36 percent.Therateof taxon thenon-fund
componentof mutuallife insurancecompaniesundersubparagraph
23(4A)(c)(i) of theRatesAct will remainunchangedat39 percent.(Item
3,amendedsubparagraph23(4A)(c)(ii)]

Pooleddevelopmentfunds

1.14 Underparagraph23(4C)(c)of theRatesAct a companywhich
is registeredasa PDFduring theyearandremainsaPDF attheendof the
yearwill be taxedasanordinarycompanyat 33 percentupto thedayit is
registeredasaPDF. Thetaxrateapplicableto theperiodup to thedayon
which it becomesregisteredasaPDFwill beincreasedfrom 33 percent
to 36 percent. Wherea companyis nota PDFat the endof ayearof
income,it istaxedat theordinarycompanytax ratefor the wholeof the
incomeyear.[Item 4, amendedparagraph23(4C) (c)J

Non-profitcompanies

1.15 Subsection23(5) of theRatesAct phasesin the full company
tax ratefor non-profitcompanies(otherthanregisteredorganisations)
wheretaxableincomeis between$416 and$1,039by ensuringtax
payabledoesnotexceed55% of theexcessover $416.Thephasing-in
thresholdwill be increasedfrom $1,039to $1,204to takeaccountofthe
increasein the companytax rate(tax payableon $1,204at 36 percentis
thesameastax at55 percenton theexcessover$416).(Item 5, amended
subsection23(5)1

Creditunions

1.16 Subsection23(6)of theRatesAct phasesin the full company
tax rateformediumcreditunionswheretaxableincomeisbetween
$50,000and$150,000by ensuringtax payabledoesnotexceed49.5per
centof theexcessover $49,999.Theamendmentswill increase49.5per
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Companytaxrate

centto 54 percentto takeaccountof the increasein the companytax rate
(tax payableon$150,000at36 percentis thesameastax at 54 percent
on theexcessover$49,999).[Item 6, amendedsubsection23(6)]

1.17 Theamendmentto subsection23(6)will notapply to
recognisedmediumcreditunionsuntil their 1997-98incomeyear.The
increasedcompanytaxratewill alsonot takeeffectfor recognisedlarge
creditunionsuntil the 1997-98incomeyear.Forprioryearsthe
concessionalratesoftax that wereintroducedby the Taxation(Deficit
Reduction)Act (No.1)1993apply. Subitems10(2)and 10(3)of the
IncomeTaxRatesAmendmentBill 1995 andtheamendmentsto the
Taxation(DeficitReduction)Act(No.1) 1993to be madeby Schedule1 of
theTaxationLaws Amendment(BudgetMeasures)Bill 1995will
preservetheseconcessionalrates.(Subitems10(2)and10(3)ofthe
IncomeTarRatesAmendmentBill 1995;Schedule1 ofthe Taxation
LawsAmendment(BudgetMeasures)Bill 1995,amendedsubsections
37(3)and37(4)of theTaxation (Deficit Reduction)Act (No. 1) 1993]

Otherentities

1.18 The rateincreasewill alsoapply to:

• trusteesof corporateunit trustsfitem 7, amendedsection24J;

• trusteesof publictradingtrustsfitem 8,amendedsection25];
and

• trusteesto whom subsection98(3)of theAssessmentAct
applies(item 9, amendedsection28].

I
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Taxation of friendly societies and
other registered organisations

Overview

2.1 TheamendmentscontainedinSchedule2 of theTaxationLaws
Amendment(BudgetMeasures)Bill 1995 proposeto freezetherateof tax
imposedon theeligible insurancebusinessof friendlysocietiesandother
registeredorganisationsat33%for the 1995-96and1996-97yearsof
income.Therebateapplyingto taxablebonusespaidon life insurance
policiesissuedby friendly societieswill increaseto 33% from 1 July1995
as scheduledandwill bemaintainedat that level for the yearbeginning
1 July1996.

Summary of the amendments

Purpose of the amendments

2.2 In the 1995-96BudgettheGovernmentannounceda reviewof
the taxing arrangementsthat apply to the life insurancebusinessof
friendly societiesand life assurancecompanies.Thereviewwill consider
alternativetaxationarrangementsfor life insurancewhich improveequity,
efficiencyandcertaintyandwill provideanopportunityto resolvea
numberof issuesthat havebeenraisedwith, or by, the industries.

2.3 Thereviewwill beconductedby TreasuryandtheAustralian
TaxationOffice inconsultationwith the industriesandis expectedto be
completedin timefora decisionto beannouncedprior to, or in, the
1996-97Budget.

2.4 TheGovernnientisconcernedthatthe reviewnot interferewith
theconductof life insurancebusiness.Accordinglythe trusteeratesthat
appliedduring the 1994-95incomeyearto theeligible insurancebusiness
of life assurancecompanies(39%)andfriendly societiesandother
registeredorganisations(33%)will be maintaineduntil the 1997-98year
of incomewhile the reviewis undertaken.The tax ratesthat apply tothe
life insurancebusinessof life assurancecompaniesandfriendly societies
andotherregisteredorganisationswill be alignedasanoutcomeofthe
review.
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Salestax- passengermotorvehicles

2.5 Theproposedamendmentsarenecessaryto deferthe scheduled
increasein the rateof tax imposedontheeligible insurancebusinessof
friendly societiesandotherregisteredorganisationsto 36% in the 1995-96
incomeyearandto 39% in the 1996-97incomeyear.Consequently,the
rebateapplyingto taxablebonusespaidon life insurancepolicies issued
by friendly societieswill increaseto 33%from 1 July1995 asscheduled
andwill bemaintainedatthatlevel for theyearbeginningI July 1996.

Date of effect
2.6 Theamendmentswill commencewitheffectfrom 1 July 1995. 4

Background to the legislation

2.7 Paragraph23(4)(b)of the IncomeTaxRatesAct 1986declares
that the rateof tax ontheeligible insurancebusinesscomponentof the
taxableincomeofa companythat is a registeredorganisationis 33%. A
registeredorganisationis definedto includetradeunions,friendly
societiesandcertainemployeeassociations.Section19 ofthe Taxation
(DeficitReduction)Act(No 2)1993increasesthat rateto 36% for the
1995-96yearof income.Section20 of that Act further increasestherate
to 39%for the 1996-97andlateryearsof income.

2.8. Section26AH ofthe IncomeTaxAssessmentAct1936includes
bonusesreceivedon life insurancepoliciesthat aresurrenderedwithin
10 yearsin the assessableincomeof thepolicyholder.If suchanamount is
includedin a policyholder’sassessableincome,arebateis availableunder
section1 6OAAB to compensatethepolicyholderfor the tax paidby the
life assurancecompanyorregisteredorganisation.

2.9. Currently,if the life insurancepolicy was issuedby afriendly
society,that rebateis 30% of theamountincludedin assessableincome
undersection26AH(seeparagraph(a) of thedefinitionof statutory
percentageinsubsection1 6OAAB(1)). Section13 of theTaxation (Deficit
Reduction)Act(No 2) 1993 increasesthe rebateto 33%for the 1995-96
yearof income.Section14 of that Act increasesthe rebateto 36%for the
1996-97yearof income.Section15 further increasesthe rebateto 39%for
the 1997-98andlater yearsof income.

Explanation of the amendments

Rate of tax imposed on the eligible insurance business of friendly societies
and other registered organisations

2.10 Theproposedamendmentswill freezethe rateof tax imposed
on theeligible insurancebusinessof friendly societiesandotherregistered
organisationsat 33%for the 1995-96and1996-97yearsof incomewhile 4
~10



Salestax- passengermotorvehicles

the reviewofthe taxing arrangementsthat apply to life insurancebusiness
is undertaken.

2.11 To achievethis outcome,theBill will amendthe Taxation
(DeficitReduction)Act (No 2)1993to:

• removethescheduledincreasein the rateof tax imposedonthe
eligible insurancebusinessof registeredorganisationsto 36%in
the 1995-96yearof income[item 6];

• deferthescheduledincreasein the rateof taximposedonthe
eligible insurancebusinessof registeredorganisationsto 39%
until the 1997-98andlateryearsof income(items4, 5 and6;
newsection19 of Taxation (Deficit Reduction)Act (No 2)
1993].

2.12 Theprovisionsto increasetherateof tax imposedon the
eligible insurancebusinessof registeredorganisationsto 39%in the
1997-98andlateryearsof incomewill commenceon 1 July 1997.
[Item 1; newparagraph2(3)(b) ofTaxation (Deficit Reduction)Act
(No 2) 1993]

Rebate on bonuses paid on the surrender of a life assurance policy issued
by a fri ndly society

2.13 Therebateavailableto policyholdersundersection1 6OAAB of
theIncomeTax AssessmentAct 1936will increaseto 33%from
1 July 1995 asscheduledandwill bemaintainedatthat level for theyear
beginning1 July 1996.[Items2 and3]

2.14 Theprovisionsto increasethe rebateto 33% will commenceon
1 July 1995 [item 1; newsubsection2(2)ofTaxation(Deficit Reduction)
Act (No 2) 1993].Theprovisionsto increasethe rebateto 39%in the
1997-98andlateryearsof incomewill commenceon 1 July1997fitem 1;
newparagraph2(3)(a)of Taxation (Deficit Reduction)Act (No 2)
1993].
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~, J Sales tax - passenger motor vehicles

Overview

3.1 The SalesTax (ExemptionsandClassifications)Modification
Bills increasethe salestax payableonpassengermotorvehiclesfrom 16
percentto 21 percent.This increaseresultsin severalconsequential
amendmentsto theSalesTax AssessmentAct 1992andtheSalesTax
(Deficit Reduction)Acts which aregiveneffectto by Schedules3, 4, 5, 6,
7 and 8 oftheTaxationLawsAmendment(BudgetMeasures)Bill 1995.

Summary of the amendments

Purpose of the amendments
3.2 The Bill repealssection42A andinsertsanewsection42A to
outline themethodby which thesubstitutedtaxablevalueof a luxury
motorvehicleis calculated.It alsoamendsthe five SalesTax (Deficit
Reduction)Acts to ensurethat the legislatedrateincreasefrom 16 percent
to 17 percentforpassengermotorvehiclescurrently scheduledfor 1 July
1995isremoved.

Date of effect
3.3 Theamendmentsto section42A will applyto dealingsafter
7.30pm, easternstandardtime, on 9 May 1995 [subclause2(1) anditem
4ofSchedule3/. Furtheramendmentsapply to dealingson or after 1 July
1995which is whenthe 21 percentrateis scheduledto increaseto 22 per
cent[subclause2(3)and item 6 ofSchedule3/. Theamendmentsto the
five SalesTax (Deficit Reduction)Actscommenceon 9 May 1995
[subclause2(1)J.

Background to the legislation

3.4 Passengermotorvehicleswith awholesalevaluein excessof
the luxury thresholdarecurrentlytaxedatthe 16percentrateon thevalue
of thevehiclebelowthe luxury threshold,andatthe specialrateof 45 per
centon theamountabovethe threshold.Othermotorvehicles(suchas
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Salestax - passengermotor vehicles

fourwheeldrive vehicles)with a wholesalevaluein excessof the luxury
thresholdarecurrentlytaxedat the 21 percentrateon the valueof the
vehiclebelowthe luxury threshold,andatthe specialrateof 45 percent
on theamountabovethe threshold.

3.5 The luxury thresholdfor thepurposesof salestax is 67.1 per
centof themotorvehicledepreciationlimit. Fortheyearending30 June
1995 this figureis $51,271,thereforethe luxury thresholdis $34,403.

3.6 Section42A of theSalesTaxAssessmentAct 1992 (STAA)
providesamethodby whichthe substitutetaxablevalueof a luxury motor
vehicleis calculated. It doesthisby reducingthe taxablevalueof the
motorvehiclesothat whentheapplicablerateof 45 percent(therate
specifiedfor luxury motorvehicles) isappliedto the reducedvalue it will
equaltheamountworkedoutby adding:

• 16 percentof the motorvehicle’staxablevalue (or21 percentfor
motorvehiclesthat arenotpassengermotorvehicles)belowthe
luxury threshold;and

• 45 percentof the taxablevalueabovethe luxury threshold.

3.7 As partof the 1993-94deficit reductionbudgetpackage,the
salestaxrateapplicableto passengermotorvehiclesrose1 percentto 16
percenton 18 August1993 andwasto risea further 1 percentto 17 per
centon 1 July 1995.

3.8 Therateincreasefor salestax on passengermotorvehicles
containedin the SalesTax (ExemptionsandClassifications)Modification
Bills will renderthe increaseto 17 percentredundant.Therateincreaseis
explainedin greaterdetail in theexplanatorymemorandumfor thoseBills.

Explanation of the amendments

3.9 Theincreasein salestax applicableto passengermotorvehicles
coupledwith the factthat all motorvehicleswill now be subjectto the
generalrate,necessitatesamendmentsto section42A of the STAA to alter
boththestructureofthe sectionandthe formulaecontainedin thesection.

3.10 Sincethenumberof ratesrelevantto thecalculationof salestax
on luxury carsisreducedto two, (ie. 21 percentand45 percent),thereis
no longeranyneedfor thedistinctionbetweenpassengermotorvehicles
andothervehiclesasis currentlyeffectedby subsections(2) and(3) of
section42A. Consequently,section42A is repealedandreplacedwith a
new42A that containsonly oneformulafor calculatingthe substitute

taxablevaluefor luxury motorvehicles.[Item 3 ofSchedule3]

I
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Salestax - passengermotor vehicles

3.11 Theformulaprovidesthat to calculatethesubstitutetaxable
valueof aluxury motorvehicle,thewholesalevalueof thevehicleis
reducedby anamountequalto 35.787percentof the relevantmotor
vehicledepreciationlimit.

3.12 Theamendmentsto section42A apply to dealingswithgoods
after7.30pmeasternstandardtimeon 9 May 1995.(Item 4of
Schedule3]

3.13 On 1 July 1995 the generalrateof salestax increasesto 22 per
cent. To reflectthis increase,the formula in thenewsection42A will
require furtheramendmentto providethat to calculatethe substitute
taxablevalueof aluxury motorvehiclefor 1 July 1995 andlater, the
wholesalevalueof thevehicle is reducedby anamountequalto 34.296
percentof the relevantmotorvehicledepreciationlimit. (Items5 and6of
Schedule3]

3.14 Item2 of Schedule2 of eachof theSalesTax(Customs)Deficit
ReductionAct1993, theSalesTax (Excise)DeficitReductionAct1993,
theSalesTax(General)DeficitReductionAct1993andtheSalesTax(In
Situ Pools)DeficitReductionAct 1993all providethat the rateof salestax
applicableto passengermotorvehicleswill increasefrom 16 percentto
17 percenton 1 July 1995.Sincethe rateof salestax applicableto
passengermotorvehiclesis beingincreasedto 21 percentwith effect
from 9 May 1995,the increaseto 17 percentis now redundant.
Consequently,theamendmentscontainedin Schedules4, 5, 6 and7 omit
eachitem 2 (item 1 ofSchedules4, 5, 6 and 7). Schedule8 containsa
furtherminorteclmicalamendmentto theSalesTaxAssessment(Deficit
Reduction)AmendmentAct1993 consequentialon the aboveamendments
to section42A (item 1 ofSchedule8).
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Sales tax refunds

Overview

4.1 Schedule9 of theTaxationLawsAmendment(Budget

Measures)Bill 1995 (the Bill) will amendthesalestax laws to ensurethat
theproceduresprescribedby the salestax refundprovisionsarethe only
methodby whichrefundsof salestax canbeobtained.

Summary of the amendment

Purpose of the amendment
4.2 Theold andthenewsalestax lawsprovidefor refundsto be
paid if certainconditionsaresatisfied. Theseamendmentswill ensurethat
claimantswho do notsatisfy thoseconditionswill notbe entitledto
refunds.

Date of effect
4.3 Theamendmentswill apply to:

• liabilities to pay refundsarisingafter7.30pm. easternstandardtime
on 9 May 1995;and

• liabilities to pay refundsarisingat or before7.30pmeasternstandard
timeon 9 May 1995,if legalproceedingsto enforcepaymentof the
refundswerecommencedafter thattime. [Item 3/

Background to the legislation

4.4 Both the SalesTax AssessmentAct 1992,andthe variousSales
Tax AssessmentActs andassociatedregulationsand legislationwhich it
replaced(referredto astheold salestax law), allow refundsof salestax or
amountsthat havebeenpaidassalestax, on certainspecifiedgrounds.
TheSalesTaxAssessmentAct 1992appliesto dealingswith goodsafter
1 January1993,andtheold salestax appliesto transactionsbeforethat
date.
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Salesfaxrefunds

4.5 Underboththe old salestax law,andthe curretitlaw, the
statutoryright to a refundis subjectto conditions. Firstly, thereis a 3 year
limitationon claims. Thereisno entitlementto a credit,unlesstheclaim
islodgedwithin 3 yearsof the transactionwhich gaveriseto the claim.

4.6 Anotherconditionis designedto preventwindfall gains,andto
ensure,as far asis practical,that the personwho borethe taxactually
receivesthe refund. In manycases,ataxpayerwill notbeentitledto a
refund,if the taxpayerhasrecoupedthe amountof the tax from another
personin thepricechargedfor thegoods,andnotreturnedthe amountto
that person.

4.7 Thesalestax lawsdo notexpresslyexcluderightsto refunds
underthe generallaw or otherlegislation;however,the refundprovisions
of thesalestax law are intendedto betheonly basison which a refundcan
beclaimed. The conditionsrelatingto thepaymentofrefundsprovidea
degreeof certaintywith regardto administration,andlimit theextentto
which salestax refundscangive riseto windfall gains. Claimsorrightsto
refundsundereitherthegenerallaw,or legislationotherthanthesalestax
law, wouldnotbe subjectto thosesameconditions. The Commonwealth
is by no meanscertainthat suchrightsexist or that suchclaimswould
succeedbutwishesto placethematterbeyonddoubt Theseamendments
will ensurethat theonly accessto refundsof salestaxis throughthe
refundprovisionsof the salestax law. (Item 4]

Explanation of the amendments

4.8 Theseamendmentsarein two parts - anamendmentto the
currentsalestax law, andanamendmentaffecting theold salestax law.

Amendmentto theAssessmentAct

4.9 Schedule9 oftheBill will insertanewsection1 30A into the
SalesTaxAssessmentAct1992 (theAssessmentAct). Thenewsection
will ensurethatthe Commonwealthisnot liable topayrefunds,if the
liability to the refunddoesnotariseundertheprovisionsof the
AssessmentAct. [Item 1 -newsubsection130A(2)J

4.10 Thesectionreferstotwo differentgroundsforpaymentof
refunds:

• refundsof salestax thatwas legally payable(forexample,salestax
paidon goodswhichwerethesubjectof a laterexemptdealing);and

• refundsofamountspaidassalestax which wasnot legally payable(a
similar conceptto that foundin CR1 in Table3 inSchedule1 to the
AssessmentAct).

I
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Salestaxrefunds

Together,thesetwo groundsactuallycoverall possiblesituationsinwhich
an entitlementto a refundmight arise. [Item 1 - newparagraph
130A(1)(a)]

4.11 The Commonwealthwill be relievedof liability torefunda
paymentif the liability doesnotariseundertheAssessmentAct, butarises
by virtue of theoperationofthecommonlaw or foranyotherreason.
This couldinclude thecommonlawof restitutionforunjustenrichment,
anyothercommonlawprincipleoranimplicationfromanyother
statutoryprovision. [Item 1 - newparagraph130A(1)(b)J

Amendmentin relation totheoldsalestaxlaw

4.12 Part2 of Schedule9 of theBill will insertanewsection4A
into theSalesTaxAmendment(Transitional)Act1992 (the Transitional
Act). The TransitionalAct providesthat theold salestax law continues
to apply to in respectoftransactionswhich occurredbeforethe
AssessmentAct cameinto effect.

4 13 Thenewsectionwill ensurethatthe Commonwealthwill notbe
liable to refundsalestaxthat waspaidor overpaidundertheold law, if
the liability tothe refunddoesnotariseundertheprovisionsof theold
salestax law. [Item 2- newsubsection4A(2)J

4.14 Newsection4A will operatein the samewayastheamendment
to theAssessmentAct describedabove.Salestax “overpaid” includesan
amountthat wasnot legally payable. [Item 2-newsubsection4A(1)J

4.15 Theseamendmentsdo notaffectthe liability ofthe
Conimonwealthto refundsalestax,oramountspaid assalestax, if the
refundisclaimedin accordancewith theprovisionsofthe salestax laws.
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Sales tax - tax advantaged
computer programs

Overview

5.1 TheBill will amendtheSalesTaxAssessmentAct 1992 to
confinethe tax advantagedcomputerprogramconcessionto goodsother
thanmicrochipsexceptfor certainprogramson microchipsin cartridges.

Summary of amendments

Purpose of amendments
5.2 To removetheconcessionaltreatmentaffordedgoodswhich
containcomputerprogramsembodiedin non-permanentmicrochips.

Date of ffect
5.3 Theamendmentswill apply to dealingswithgoodsoccurring
after7.30pm. easternstandardtimeon 9 May 1995.[Subclause2(1) and
item4ofSchedule3]

Background to the legislation

5.4 An amendmentto allow areductionin thevalueof goodson
which taxis calculatedfor goodscontainingcomputerprogramsonnon-
permanentmicrochips,was consideredby Parliamentin September1992
aspartof thedebateonthe SalesTax AssessmentBill 1992.The
amendmenteffectivelyremovedthevalueof anycomputerprogram
embodiedina reprogrammablemicrochip fromthe taxablevalueof
goods.Thetaxreductionproposedwas equaltothe amountof tax
otherwisepayableon thevalueof theprogram.

5.5 Theamendmentbecameeffectiveon 1 January1993.

5.6 Theconcessionhascausedanumberofdifficulties for
taxpayers.While theconcessionwas intendedto encouragetechnological
innovationin Australia, it has insteadencouragedwastefulnessas
manufacturersaddednon-permanentmicrochipsto their goodsjustto
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qualify for theconcession.TheGovernmentiscurrently losingsignificant
salestax revenueasaresultof theconcessionandit is anticipatedthat,
given likely advancesin technology,the losswill increase.It hasalsobeen
foundthattheconcessioncausesanomaliesandfacilitatestaxavoidance.

Explanation of the amendments

5.7 Thereductionin taxablevalue for goodsincorporating
computerprogramson non permanentmicrochipswill beremovedby
changingthedefinitionof ‘tax-advantagedcomputerprograms’ in
subsection14(1)andsubsection14(2)of theSalesTaxAssessmentAct
1992. By omittingthe word ‘permanent’from eachsubsection,thenew
definitionwill restricttheconcessionto programsembodiedin goods
otherthanmicrochipsexceptfor goodscoveredby subsection14(2). This
returnsthe treatmentof computerprogramsfor salestax purposesto how
it was beforethe September1992 amendments.[Item 2 ofSchedule3]

5.8 Theexceptionin subsection14(2) will continueto allow
concessionaltreatmentforprogramsmarketedexclusivelyfor
entertainmentor educationaluseora combinationofboth,that are
embodiedin microchipsandenclosedby cartridges,foruse inpersonal
computersor homeelectronicdevicesor combinationsof both.(Item 2of
Schedule3/

5.9 Thedefinitionofpermanentmicrochip in Section5 of theSales
TaxAssessmentAct1992will beomittedbecausethereis no longeraneed
for a distinctionbetweenpermanentmicrochipsandnon-permanent
microchips.[Item 1 ofSchedule3/

I
I
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Provisional tax uplift factor

Overview

6.1 Thisamendmentprovidesfor the existingdefinitionof
‘provisional tax uplift factor’ containedin the IncomeTaxAssessmentAct
1936(theAct) to berepealedandreplacedsothat the factorapplicablefor
the 1995-96yearof incomeis 8% and 10%for lateryearsof income
unlesstheParliamentprovidesotherwise.

Summary of the amendments

Purpose of the amendments
6.2 Theamendmentwill amendtheAct sothat theprovisionaltax
uplift factoris 8% for the1995-96yearof incomeand 10%for lateryears
of income.

Date of effect
6.3 Theamendmentwill apply in relationto the calculationof
provisionaltax (includinginstalments)payablefor the 1995-96yearof
incomeand lateryearsof income.[Item 2of Schedule10/

Background to the legislation

6.4 Incomesubjectto provisional tax for ayearis obtainedby
uplifting theprecedingyear’staxableincomeby theprovisionaltax uplift
factor.Provisionaltax is thencalculatedby applyingthe tax ratesand
Medicarelevy to theuplifted incomeandallowing for rebatesandcredit
entitlements(suchas tax instalmentsdeducted)which areexpectedto be
claimedorallowedin the provisionalyearof income(section221YCAA).

6.5 Thelevel of the uplift factor is intendedto beareasonable
reflectionof the growthin incomeof provisionaltaxpayers.Thelevel
cannotbepredictedwith accuracysoit is preferablenotto placeundue
emphasison a specificforecastor estimatein settingthe factor.Matters
suchasinflation effectsaretakeninto account.The factoris intended,on
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average,overtimeand acrosstaxpayers,to reflecttheexpectedincreasein
provisionalincome.

6.6 Theuplift factorfor the calculationof 1995-96provisional
incomecurrentlystandsat 10%(definition of ‘provisional tax uplift factor’
in subsection221YA( 1)). In the 1995-96BudgetstatementtheTreasurer
announcedthatthe uplift factorof 8%usedto calculate1994-95
provisionalincomewouldbe retainedfor the purposeof calculating1995-
96provisionaltax.

Explanation of the amendment

6.7 Theamendmentto the TaxationLawsAmendment(Budget
Measures)Bill 1995proposesto amendsubsection221YA( 1) of theAct
sothat a provisional tax uplift factorof 8% will be usedin ascertaining
provisionaltax payable(including instalments)for the 1995-96yearof
incomeand,unlesstheParliamentotherwiseprovides,10%for lateryears
of income.[Item 1]

I
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