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Overview of the Government’sdeficit reduction
packageoflegislation

The deficit reduction packagecomprises8 Bills, which will giveeffectto changesto
the tax law announcedin the 1993-4Budget.

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

This Bill will make theamendmentsnecessaryto give effectto the following
measures:

- increasethe Medicarelow incomethresholds;

- remove the concessionaltreatmentthat applies to the taxationof unused

annualandlongserviceleave;
- changesto the taxationtreatmentof excessdomestic travel allowancesand

expenses,andof certain non-deductibleexpenses;

- denialof incometax deductionsfor car parking expensesfor self-employed
persons;

- changes to the taxation treatment of creditunions.

This Bill will comnenceon thedate on which it receivesthe Royal Assent.

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

This Bill containsamendmentsto giveeffect to the following 2 measures:

- increasethe rateof fringe benefitstax;

- changethe taxation treatment of friendiy societies,including bringing the rate
of tax on their life insurance businessinto line with therate of tax on similar
businessundertakenby life companies.

This Bill will commenceon the dateon which it receivesthe RoyalAssent.

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

This Bill will containthe amendmentsnecessaryto:

- bring forward the first round of personaltax cuts, andto defer the second
round; and

- introduce the $150low incomerebate.



This Bill will not commenceuntil all of the otherBills in this package,except
for theTaxation (DeficitReduction)Bill (No. 2)1993,receivethe Royal
Assent.

SalesTax (Customs) (Deficit Reduction) Bill 1993

SalesTax (Excise)(Deficit Reduction) Bill 1993

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

SalesTax (General) (Deficit Reduction) Bill 1993

Eachof theseBills will modify theSalesTax (Exemptions and Class{flcations)
Act 1992 to the extent necessaryto giveeffecttothe following changesto the
salestax laws:

- the general percentageincreasesin salestax rates;

- the changeofrates on wine;

- the changesto the tax treatmentof luxury motorvehicles.

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

thosemeasuresannouncedto takeeffectfrom thatdate.

SalesTax AssessmentAmendment (Deficit Reduction)Bill 1993

This Bill will makethe consequentialchangesto theSalesTax AssessmentAct
1992 that are necessaryto giveeffectto the changesto the taxation treatment of
luxury motor vehicles.

This Bill will be taken to havecomeinto operationon 18 August 1993.



GENERAL OUTLINE AND FINANCIAL IMPACT

TheTaxation (Deficit Reduction)Bill (No. 1) 1993 will amend various Acts
(unlessotherwiseindicatedall amendmentsrefer tothe Income Tax
AssessmentAct1936)by makingthe followingchanges:

Fringe Benefits Tax

Excess Domestic Travel
Amends the Fringe BenefitsTaxAssessmentAct1986 to create an Excess
Domestic Travel AllowanceFringe Benefit. Denies a deduction for travel
expenses in excess of a reasonable amount. Both measures relate only to
travel withinAustralia.

Dateofeffect; 1 April 1994

Proposalannounced: 1993-94 Budget, 17 August 1993

Financial Gain: 93-94 94-95 95-96 96-97
- $60m $45m $45m

Non-deductibleExpenses
Allows deductions for expenses relating to the provision of entertainment,
club fees, leisure facilities, travel expenses of accompanyingrelatives,
Higher EducationContribution Scheme payments and Student Financial
Supplement Scheme payments incurred by employers in providing fringe
benefits to theiremployees.

Makes reciprocal amendments to the Fringe BenefitsTaxAssessmentAct
1986(FBTAA) to ensure those fringebenefitsprovidedto theemployees
are subject to fringe benefits tax undertheFBTAA.

Dateofeffect: 1 April 1994

Proposalannounced: 1993-94 Budget, 17 August 1993

Financial Gain: 93-94 94-95 95-96 96-97
- $435m $240m $240m



GeneralOutline andFinancial Impact

Car Parking deductions
Deniesadeductionfor car parking expensesfor certainnon-employees.

Dateofeffecftl July 1994

Proposalannounced: 1993-94Budget,17 August1993

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

- - $70m $35m

Unused annual leave and unused long service leave payments

• Removes theconcessionaltax treatmentthat appliesto lumpsum
payments of unused armualleaveandunusedlongserviceleavemade on
termination of employment.

Dateof effect: Paymentsin respectof unused annualleavemadeon or
after 18 August 1993 and payments in respect of unused long service leave
accruedon or after 18 August1993.

Proposalannounced: 17 August (1993-94Budget),and30 August1993

Financial Gain: 93/94 94/95 95/96 96-97
$80m $180m $165m $lSOni

Credit UnIons - Removal of exemption for interest received from
non-corporate members and taxation as co-operatives or
companies

• Providesforthephasingout of the exemptionfor incomein the natureof
interest received by creditunionsfrom theftnon-corporate memberson
loans madeto thosemembersand allowscredit unions to be taxedas co-
operatives.

Dateof effect: For largecreditunions(thosewith total assetsin excess
of $30million), theexemptionwill be removedwith effect from the 1994-95
year ofincome(subjectto a concessional rateof20%for the 1994-95,1995-
96 and1996-97yearsof income); andfor all other credit unions, the
exemptionwill be removedwitheffect from the 1995-96year ofincome
(subjectalsoto aconcessionalrate of20%for the1995-96and1996-97 years
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GeneralOutline andFinancialImpact

of income). All credit unionswill be liable for the full corporaterate of tax
with effectfrom the 1997-98year ofincomeandall later years of income.

ProposalAnnounced:Budget 1993-94, 17 August 1993.

Financial Gain: 93/94 94/95 95/96 96-97
- $25m $30m

Income Tax Rates Act 1986

Providesfor creditunions tobe taxed attheconcessionalrateof 20%

following theremovalof theexemption1mmtax of incomein the nature
of interestreceivedby credit unionsfrom theirnon-corporate memberson
loansmade tothosemembers.

Dateofeffect: Forlargecreditunions (those with total assets in excess of
$30million), theconcessionalrate will applyfor the 1994-95,1995-96and
1996-97 yearsof income; andfor all other credit unions, the concessional
rate will applyfor the1995-96and 1996-97 years of income. The full
corporate rateof tax will apply toall creditunions for the 1997-98 year of
incomeandall lateryearsof income.

Proposal announced: Budget 1993-94, 17 August 1993.

Changes to the Medicare levy threshold levels

Medicare Levy Act 1986
Amendsthe MedicareLevyAct 1986to increase thetaxable income
levelsbelowwhichpersons areexemptfrom the levy.

Thenewlevels comparewith the oldasfollows:

Taxpayer 1992-93 1993-94

Individuals $11,887 $12,688
Married conples/sole parents $20,070 $21,356

Date of effect: 1 July 1993

Proposal announced: 1993-94Budget, 17 August 1993.

FinancialCost: 93-94
$3Orn

94-95 95-96 96-97
$óOm $45m $45m
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Fringe Benefits Tax

CHAPTER ONE Fringe BenefitsTax

ExcessDomesticTravelAllowance..5
Non-deductibleExpenses 9
Carparkingdeductions 12

EXCESS DOMESTIC TRAVEL ALLOWANCE

Summaryofamendments 5
Backgroundto thelegislation6
Explanationofamendment 7

Summary of Amendments

1.1 Purposeoftheamendments:To amend theFringe BenefitsTax
AssessmentAct1986(FBTAA) to createan ExcessDomestic Travel

Allowance Benefit where a relevantallowance is in excessof aprescribed
amount (Clause4J. The Bill will also amendthe IncomeTaxAssessnientAct
1936 (ITAA) to denya deduction for travel expensesin excess of a
prescribed amount. Both measuresrelate only to travel within Australia
[Clause17).

1.2 The Bifi insertsanew Division7A into the FBTAA. Subdivision
A of the newDivision setsout whatconstitutesadomestictravel allowance
andwhat constitutesan excessdomestic travel allowancebenefit.
Subdivision B of thenewDivision setsout what is the taxablevalue of an
excessdomestictravel allowancefringe benefit.

1.3 The Bill insertsnewsectionSlAMinto the ITAA to deny
deductionsto employeesfor excessdomestic travel expenses.The Bill also
insertsnewsection5L4J’T into the ITAA to deny deductionsto personsother
than employeesfor excessdomestictravel expenses.

1.4 Dateof effect: The amendmentsto the FBTAA are to apply to FBT
assessmentsfrom and including the FBT tax year commencingon 1 April
1994(Clause7).
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Fringe BenefitsTax

1.5 Theamendmentsto theITAA are toapplyto expenses incurredon
or after 1 April 1994(Clause19 and22).

Background to the legislation

1.6 A deductionundersubsection51(1) of the ITAA is availablefor
expenditureincurred on the cost of food, drink,accommodationor
incidentalson employment-relatedtravel. Thisdeduction, however,is
subjectto thesubstantiationprovisionsof the ITAA beingsatisfied. The
relevant substantiationprovisions aresections82KZ andS2KZA.

1.7 In thecase of domestic travel,subsection82KZ(4)provides relief
from thesubstantiationrequirementscontained insubsections82KZ(2) and
82KZA wherethetaxpayer hasreceivedan allowancein respectof those
expenses (whetheror not theallowancewas paidunderanindustrial
instrument)andthe followingconditions aresatisfied:

• the expenditureincurreddoesnot exceedtheallowance;and

• theCommissionerof Taxationconsidersthe allowanceto be reasonable.

1.8 The Commissionerprovidesguidelineson what he considersto be
areasonabletravelling allowanceby way of rulings, themost recent being
TaxationRulingTR93/22issuedon 15July 1993.

1.9 Whereataxpayer claimsexpenditureon food,drink,
accommodationandincidentalsin excess of areasonable travelallowance
and/orthetrav~Iallowancereceivedby thetaxpayer exceeds what the
Commissionerconsidersto be reasonable,a deductionwill be deniedforall
of theexpenditurewherethe amountsarenot fully substantiated.

1.10 Under the existinglaw, thereisno limit imposedasto the amount
of expenditurea taxpayer canclaimwith regardto theseexpenses.A
taxpayerwill beentitledto a dednctionfor expenditure incurred which is in
excessof whatthe Commissioner considers reasonable provided the
substantiationrequirements(asoutlined above)aresatisfied.
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Fringe Benefits Tax

Explanation of the amendments

Fringe Benefits Tax Assessment Act 1986

1.11 NewDivision 7A ofthe FBTAA provides foranew type offringe
benefit - an excess domestictravel allowancefringe benefit.(ClausesS
and6)

1.12 Generally, travelprovidedby an employerto anemployeeis
already subjectto the fringe benefitstax provisions.Mostallowances,
however,arenot subjectto thefringe benefitstax as they fall within the
definition of “salary or wages”in subsection221A(1) of theITAA and
“salary orwages”are excludedfrom the definition of “fringe benefit” in
subsection136(1)of theFBTAA. ThisBill partiallywithdraws that
exclusionfrom thedefinitionof “fringe benefit” by amending subsection
221A(1) of theITAA so thatthe excessdomestictravelallowanceis
excludedfrom thedefinitionof “salaryor wages”.[Clauses20and2l)

1.13 The Bill defines adomestictravel allowancein termssimilar to the
substantiationprovisions definitionof travelallowancein subsection
S2KT(1)of theflI’AA. Thethreemainconditionsfor suchan allowanceto
exist are:

thetravelmustbeaway from the employee’sordinaryplaceof residence;

• the travel must be undertaken inthe course ofperformingthe employee’s

duties; and

thetravel must bewithin Australia. (Newsubsection31A(’l))

1.14 An excessdomestictravelallowancebenefitis thatpartof a
domestic travel allowance which exceeds a limit which is to be prescribedby
Regulation.(Newsubsection 31A(2))

1.15 The taxable value of an excess domestic travel allowance fringe
benefit isthe amountof the domestic travel allowance which exceeds the
prescribed limit. (Newsection3JBJ

Income Tax Assessment Act 1936
1.16 NewsectionsSlAMandSJAI’Toperateto denyadeductionto
taxpayerswhoclaim domestictravel expensesthatare in excessof a
prescribedlimit. [Clause18J

1.17 Whereanemployeewouldotherwisebe entitledto adeductionfor
domestictravelexpenses,that partof the deductionwhichexceedsalimit
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Fringe Benefits Tax

whichis tobeprescribedby Regulationwill no longerbeallowable.
(NewsubsectionS1AM(2)J

1.18 Whereaperson other than an employeewouldotherwisebe
entitled to a deduction for domestic travel expenses, that partof the deduction
whichexceedsalimit whichis to beprescribedby Regulationwill no longer
beallowable.(Newsubsection5L4.N(2))

1.19 New sectionSiANappliestoa travellerwho isanatural person,a
partnerwhois anaturalperson,or atrusteewhois anatural person.
[NewsubsectionSJAN(l)J

1.20 The Bill defines domestictravel expensesin termssimilar to the
definition of travelallowancein the substantiationprovisions ofsubsection
82KT(1)of theITA.A, i.e. the expenseswereincurredin respect oftravel:

• away from theperson’sordinaryplaceofresidence;

• undertaken foremployment(sectionSlAM) or otherincome-producing

(section SiAN) purposes; and

• within Australia. [NewsubsectionS1AM(3)and subsection

SIAN(3))
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Fringe Benefits Tax

NON-DEDUCTIBLE EXPENSES

Summaryofamendments 9
Backgroundtothe legistationlO
Krplanationofamendment 11

Summary of amendments

1.21 Purposeof amendment:To amendthe Income TaxAssessmentAct
1936(ITAA) to allowdeductionsfor expensesrelating to the provision of
entertainment,clubfees,leisurefacilities,travelexpensesof accompanying
relatives,HigherEducationContributionScheme(IFECS)paymentsand
StudentFinancialSupplementScheme (SFSS)paymentsincurredby
employersin providing fringebenefitsto theiremployees.The Bill will also
makereciprocal amendmentsto theFringe BenefitsTaxAssessmentAct1986
(FBTAA) to ensure those fringe benefits provided to the employees are
subject tofringe benefits taxundertheFBTAA. (ClauseS)

1.22 Subsection51(6), subsection51A8(4),subsection S1AE(4),
subsection51AG(1) andsubsection54(3)of the ITAA denydeductibility for
relevant expenses which would otherwise be deductible. The Bill will insert
into section51, sectionSlAB, sectionS1AE, sectionSlAGandsection54 of
theITAA, anewsubsectionwhichwill allow deductibilityof thoseexpenses
wherethe expensewasincurred in providing a fringe benefit.(Clause27)

1.23 As a result of these amendments to the 1TAA, section 64, section
MA, section65 andsome definitionsin subsection136(1)of theFBTAA
will haveno furtherapplication.TheBill repealstheseredundantprovisions
(Clauses9 and 10]. TheBill also repeals section6SCAAand amendsa
number of other sections to delete reference to that section. [Clauses 12 to
iS)

1.24 Dateof effect: The amendmentsto the FBTAA are to applyto FBT
assessmentsfrom andincludingthe FBT tax yearcommencing oul April
1994/Clauseii)

1.25 The amendmentsto theITAA are toapply in relation tofringe
benefitsprovidedon or after 1 April l994iClause33)
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FringeBenefitsTax

Background to the legislation

1.26 An employer’scostsincurredin providingfringe benefits to an
employee(or anassociateof anemployee)aregenerallyallowable
deductions under subsection 51(1) of theITAA.

1.27 However,there arecertain benefits where the costto the employer
of providing those benefits to theemployeeis not allowableas adeduction
under subsection 51(1) of theJTAA.. While these benefits are included as
fringe benefits forpurposesof the FBTAA, the taxable value of the benefits
are nil as their value is reduced to theextentto which theyarenon-deductible
for income tax purposes.

1.28 Thefollowing typesof fringe benefitsaresubject tothese
arrangements;

1.29 EntertainmentExpenses

• Subsection 51AE(4) operates to denydeductionsto the extent to which
the relevant loss or outgoing is in respectof the provisionof
entertainment. Section64 of the PBTAA operates so that thetaxable
value in respect of the entertainment component of relevantfringe
benefitsis reducedby theamountof “eligibleentertainment expenditure”.

1.30 Club feesandexpenditurerelating to leisurefacilities

• Section65 of theFBTAA appliesto reducethe taxable value of these
fringe benefits where the amount of any expenditure incurred by the
employeron thebenefit is expenditure inrespectof whichadeductionis
denied under section SlAB or subsection 54(3) of the ITAA.

1.31 Expenditure onHigher Education Contribution/StudentsFinancial
SupplementScheme

• Section MAof the FBTAA applies to reduce the taxable value of these
fringe benefits where theamountof anyexpenditureincurredby the
employeron the benefitis expenditurein respectof which adeductionis
deniedundersubsection51(6) of theITAA. Paymentsaffectedby
subsection51(6)includebothHECSpaymentsandSFSSpayments.

1.32 Travelexpensesofaccompanyingrelatives

• Section65 of the FBTAA appliesto reducethetaxablevalueof these
fringe benefitswheretheamountof anyexpenditure incurredby the
employeron the benefit isexpenditurein respect of whichadeductionis
deniedunderSlAG of theITAA.
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Fringe BenefltcTax

Explanation of the amendments

1.33 The Bill ensures thatsubsection51(6),subsection S1AB(4),
subsectionS1AE(4), subsection51AG(l) andsubsection54(3)of the ITAA
whichdenydeductibility for expensesrelating to the provisionof
entertainment,club fees, leisure facilities,travel expensesof accompanying
relatives, HECSpayments and SFSSpaymentsdo not applywhere the
expense was incurred in providingafringe benefit..(Newsubsection51(a),
newsubsection SIAB(SA),newsubsection5JAE(SAA), newsubsection
SJAG(JA) andnewsubsection54(3A))[Clauses28 to32)

1.34 The Bill also repealssection64,section64A, andsection65 of the
FBTAA. As theexpensesincurredinprovidingafringe benefit relating to
entertainment,club fees, leisure facilities,travel expensesof accompanying
relatives, HECSpayment and SPSSpayments are no longer subject to
snbsection 51(6), subsection S1AB(4), subsection 51AE(4), subsection
S1AG(1) and subsection 54(3) of the ITAA, these PBTAA provisionsare
redundant.(Clause 9)

1.35 As aconsequenceof theseamendments,the taxablevalue offringe
benefitsprovidedin the form ofentertainment,clubfees,leisurefacilities,
travel expenses of accompanying relatives, HECSpayments and SPSS
payments will no longer besubjectto anyreduction.Thetaxablevalueof the
relevantfringe benefitwill, therefore,be subject to fringe benefits tax inthe
usualmanner.
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CARPARKiNG

Summaryofamendments 12
Backgroundto thelegislationl2
Explanationofamendment 13

Summary of amendments

1.36 Purposeofthe amendment:To amendtheIncome TaxAssessmentAct
1936 (ITAA) to deity adeductionfor car parkingexpensesforcertain non-
employees. [Clause23)

1.37 TheBill will insert anewsection51A6B Into the ITAA. The new
section,whichappliesto certainnon-employees,deniesadeductionfor car
parking expenseswhereconditionssimilar to thosein section39Aof the
Fringe BenefitsTaxAssessmentAct1986(FBTAA) apply. While theamount
of thedednctiondeniedis theactualamountof the expense incurredin
providing the car parkingfacilities,a taxpayermay elect to choosean
alternateamountbased oneither thecommercialparkingstation methodof
valuation orthe marketvalue method ofvaluation.

1.38 Date of effect: The amendments are toapplyto car parking
expenses incurredby taxpayerson or after 1 July 1994.[Clause26)

Background to the legislation

1.39 From1 July 1993,car parkingbenefitsprovidedundercertain
circumstancesby an employer to anemployeeweremadesubjectto Fringe
BenefitsTax (FBi). To ensure thatthe overall tax effectof providingeither
acar parking benefit or anallowanceto an employeeto cover car parking is
substantiallysimilar,section5IAGA of the ITAA was inserted todenya
deductionto employeeswhoincur carparking expensesundersimilar
circumstancesto thosethatgive rise toanFBT liability.

1.40 Under thesearrangements,persons other thanemployeesaremore
favourablytreated because they are able toclaim an incometax deductionfor
car parking.

1.41 The rationale for imposing FBT, anddenyingataxdeductionto
employees,for car parkingunder certain circumstances is equally relevant to
persons other thanemployees.It is inequitablethatsomepersonsreceivea
taxdeductionfor the costof car parking facilitieswhile othersmustbear the
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costof equivalentfacilitieswithout tax relief. Accordingly, the amendment
in this Bill is required to restoreequityin relationto the taxationtreatmentof
these expenses.

Explanation of the amendments

Denial of deduction for certain non-employees
1.42 New sectionSJAGB will operate to deny a deduction for certain
car parking expenses tonon-employees.[Clause24)

Application
1.43 The denial of deductions under section S1AGA of the ITAA
appliesonly to employeeswho incurexpenditurein providing car parking
facilities to themselves. Thisamendment extends that denial of deduction for
car parkingfacilities to any other taxpayer (anon-employee)who incurs
expenditureon providing car parking facilitiestothemselves, including
partners andtrustees.[Newparagraph SIAGB(1)(b)J

1.44 The new sectionwill only apply if the conditions set out in new
subsection SJAGB(1) apply. They are:

• adeductionfor expenditureincurredin the provision of car parking
facilitiesis, apartfrom this section,deductible;

• the personto whom the carparking expensesrelateisanatural person,a
partner who is anatural person,or atrustee who isanatural person,and
thatperson hasaprimaryplaceof self-employment;

• apermanentcommercial car parkingfacility availablefor all-day parking
is locatedwithin 1 kilometreof the premiseswherethe caris parked;

• the car isparkedat,or inthe vicinity of~the primaryplaceof self-
employmentand is parkedat thatplacefor more than four hoursduring
theperiodbetween7.OOamand7.OOpmon that day;

theexpenditureis in respect ofthe provisionof therelevantcar parking
facilities;

• the car isusedon thatday to commutebetween thepersonsplace of
residenceandtheir primaryplaceof self-employment;

• theprovisionof car parking facilities is not excludedby Regulation;and

• the day the car is parked ison or after1 July 1994.
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Valuation

1.45 Thevalue of theamountof deductionto be deniedis, unlessthe
taxpayermakesan election,the actualamountspenton theprovision ofthe
car parkingfacilities.[NewsubsectionSJAGB(2))

1.46 Where anelectionis madeby thetaxpayer,adeductionfor the
actualamountspenton theprovisionof car parkingfacilities is not deniedin
total. Theactualamount thatwouldbe deductiblebut fornewsection
S1AGBis reducedby either:

the commercialparkingstationamount;or

• the marketvalueamount.[New subsection 51AGB(3)]

Thecommercialpar/dngstationamount

1.47 The commercialparking stationamountis thelowestfeeforall-
day parking charged by anycommercialparkingstationoperatorwithin a 1
kilometre radius of the car parking facilities. [Newsubsection5L4GB(4)]

1.48 The Bill specifiesthat the1 kilometredistancebetween the
commercialparking stationand thepremiseson which the car is parkedis
measuredby the shortestpracticableroute. This routecanbetravelledby
foot, car, train,boat,etc.,whichever produces theshortestroute. The1
kilometredistancestartsfrom the car entry point at parkingpremisesand
extendsto the car entrypoint at thecommercialparkingstation.
[Newsubsection51AGB(S))

1.49 The Bill also provides a formula forconvertinglongerterm
parking ratesinto daily rateequivalentsfor thepurpose ofdeterminingthe
commercial parkingstationamount.[Newsubsection51AGB(9))

The market value amount

1.50 Themarketvalueamountis calculatedon an arm’s length
valuationandneedsto bebasedon areport from a suitablyqualified valuer.
[Newsubsection5JAGB(7)). The reportmust beretainedfor five yearsafter
its receipt.[Clause25)

Anti-avoidance
1.51 The Bill includes anti-avoidanceprovisionswhichwill ensurethat
the commercialparkingstation amountis not undervalued.
[New subsection SJAGB(1O,))
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CHAPTER TWO Unusedannual leaveandunusedlong
service leavepayments

Summaryof amendments 15
Backgroundto thelegislation 16

Paymentsin respectofunusedannual leave,16
Paymentsin respectofunusedlong serviceleave,17

Explanationof theamendments 20
Unused annualleavepayments,20
Unusedlong serviceleavepayments,22
Summaryof tax treatmentofunusedleavepayments, 24

Unused annual leave and unusedlong service leavepayments

2.1 Purpose of amendment: The Bill will amendtheIncome Tax
AssessmentAct1936 to remove the concessional tax treatment thatappliesto
lump sumpaymentsin respectof unusedannualleaveandunusedlong
serviceleavemade onterminationof employment.[Clause34)

2.2 Lumpsumpaymentsin respectof unusedannualleavemadeon or
after 18 August1993will be included inataxpayer’sassessableincomein
full andtaxedat marginalratesunless thetaxpayer’sterminationof
employmentis asaconsequenceof bonafide redundancyor invalidity or is
underan approvedearlyretirementscheme.If the taxpayer’s termination of
employmentis asaconsequenceof bonafide redundancyor invalidity or is
underan approvedearlyretirementscheme, payments inrespectof unused
annualleavewill continueto be includedinassessableincomein full and
subject to tax at a maximumrate of30%plusmedicarelevy.

2.3 Lump sum payments in respectof unusedlongserviceleave made
on terminationof employmentwill be taxed asfollows:

• only 5%of that portionof unused longserviceleavewhich
accruedprior to 16 August1978 will be included inassessable
incomeand taxedatmarginalrates;

• that portion ofunusedlongserviceleavewhichaccruedbetween
16 August1978 and17August1993 will be includedinassessable
income infull andsubjectto tax ataratenot exceeding30% plus
medicarelevy; and

• that portion ofunusedlong serviceleavewhich accruedon or after
18 August1993 will be included inassessableincomein full and
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Unusedannual leave andunusedlong service leavepayments

taxedatmarginalratesunless thetaxpayer’stermination of
employmentis asaconsequenceof bona fideredundancyor
invalidity or isunderan approvedearlyretirementscheme.If the
taxpayer’sterminationofemploymentis asaconsequenceof bona
fideredundancyor invalidity or isunderan approved early
retirementscheme,that portion of unused long service leave which
accruedon or after18 August1993will be included inassessable
income in full andsubjectto tax atarate not exceeding30%plus
medicarelevy.

2.4 Thepurposeof theproposedamendments is to ensurethatthe tax
system does not discourage taxpayers from usingtheirleaveentitlementsfor
their intendedpurpose.The proposed amendmentswill ensure thatleave
paymentswill be taxedno differently if they arereceivedduringemployment
thanif theyare receivedupontennination ofemployment. However,they
recognisethatsometaxpayerswill havelessflexibility than others inusing
accruedleaveentitlementsfortheir intendedpurpose and ensurethatamounts
in respectof unusedlongserviceleaveaccruedprior to18 August1993will
continue to be taxedon aconcessionalbasis.

2.5 Dateofeffect: The amendmentswill apply topaymentsin respect
of unused annualleavemadeon or after18August1993 and to that portion
of paymentsin respectof unusedlongserviceleavethat accruedon or after
18 August 1993.

Background to the legislation

Payments in respect of unused annual leave

Whatisannualleave?

2.6 Annual leaveis definedin subsection26AC(4)of theIncomeTax
AssessmentAct1936 to mean:

• leavedescribedas annualleave,recreationleaveor annual holidayswhich
a person has anentitlementto under the conditions ofemployment
specified in:

- a law of the Commonwealth or of a State or Territory;

- an award,determination or industrial agreement in force under any
such law;

- acontractof employment;or

- the tennsof appointment to an office;
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Unused annualleaveand unused longservice leavepayments

• leavenot describedas annualleave,recreationleaveorannualholidays
whichaperson hasan entitlementto underthe relevantconditionsof
employmentbut whichisessentiallythesameas annualleave,recreation
leaveor annualholidays;and

• leave that is grantedas aprivilege (ratherthananentitlement)whichis
determinedby reference tomatters similarto thosetowhichentitlements
to annualleave, recreation leaveor annual holidaysareordinarily
determined.

Howarepaymentsin respectofunusedannualleavetaxed underthe
current law?

2.7 Lump sumpaymentsmadeon or after16 August1978in
consequenceof terminationofemploymentin respectof unused annualleave
are includedin a taxpayer’s assessable income under section 26AC.

Whatrate of taxapplies tounused annualleavepayments?

2.8 A rebateis availableundersection1S9SAto ensurethatpayments
in respectof unused annualleaveincludedin a taxpayer’sassessableincome
under section 26ACare taxed ataratenot exceeding30% plusmedicare
levy.

Flow arepayments ofthisnaturetaxedon thedeath of an employee?

2.9 If a payment of this natureis madeon the death ofan employee,
no tax is payable on the amount received directly by abeneficiaryorby the
trusteeof thedeceased’sestate (subsection1C)1A(2)).

What is the rate of tax instalment deductions on these payments?

2.10 Subsection 221C(1AB)allowsfortax instalmentdeductionsto be
taken out at special rates on amounts representing unused annual leave.
Regulation80 of the IncomeTax Regulationsspecifiesthattax instalment
deductionsareto be taken out of theseamountsatarate of 31.25%(to be
increasedto 31.4%).

Payments in respect of unused long service leave

Whatis longserviceleave?

2.11 Long serviceleaveis defined in subsection 26AD(8) to mean:

longservice leave, long leave,furlough, extendedleaveor leaveof a
similarkind (howeverdescribed)which a person has anentitlementto
underthe conditions ofemploymentspecifiedin:
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- alaw of theCommonwealthor of aStateor Territory;

- an award,determinationor industrialagreementin forceunderany
suchlaw;

- acontractof employment;or

- the terms of appointment to an office;

• leave (otherthanannualleave)which a person hasanentitlementto
undera schemeor arrangementwhich has allowedthe employer tosecure
anexemptionfrom obligationstocomplywith alaw of the
Commonwealthor of a State or Territoryrelatingto longserviceleave,
long leave, furlough, extended leave or leaveof a similar kind(however
described); and

• leavethat is grantedas aprivilege(rather than anentitlement)whichis
determined by reference to matters similar to those to which entitlements
to longserviceleave, long leave,furlough,extendedleave or leaveof a
similarkind (howeverdescribed)areordinarily determined.

How arepaymentsin respectof unusedlongserviceleave taxed underthe
current law?

2.12 Lump sumpaymentsmadeon or after16 August1978in
consequence of termination of employment in respect of unused long service
leave are included in a taxpayer’s assessable income under section 26AD.
The amount included in assessable income depends on whether or not the
eligible service period to which the long serviceleaverelatescommencedon
or after 16 August 1978.

Whatis the eligibleserviceperiod?

2.13 Broadly speaking,eligible serviceperiodis defined in
subsection26AD(7) to mean:

• if the taxpayer has notusedany long service leave prior to retirement -

the periodby referenceto whichthe lumpsumamountis calculated;or

• if the taxpayer has usedsomeof his or her longserviceleaveprior to
retirement - the period by reference to which the long service leave used
by the taxpayer was calculated and the period on which the lump sum
amountis calculated.
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Howmuchofan unusedlongserviceleavepaymentis includedin assessable
incomeif theeligible serviceperiodcommencedon or after 16 August1978?

2.14 If a taxpayer’s eligible service period commenced on or after
16 August 1978,the wholeamounthe or shereceiveson terminationof
employmentin respect ofunusedlongserviceleaveis included in his or her
assessableincome(subsection 26AD(2)).

Howmuch ofan unusedlongservice leavepayment isincludedin assessable
incomeif theeligible serviceperiodcommencedbefore16August1978?

2.15 If a taxpayer’seligible serviceperiodcommencedbefore

16 August 1978:

the wholeamounthe or shereceiveson terminationof employmentin
respectof unusedlongserviceleavethataccruedon or after
16 August1978is included in hisor herassessableincome
(subsection26AD(3) andsubsection 26AD(4)); and

5%of anyamounthe or shereceiveson terminationof employmentin
respect of unused long service leave that accruedbefore 16 August 1978
is included in his or her assessableincome(subsection26AD(5)).

Whatrateof tax applies tounusedlongserviceleavepayments?

2.16 Ordinaryrates of taxapplyto 5% of thatpart of anypayment in
respect ofunusedlongserviceleave thataccruedbefore16 August1978
which isincludedin ataxpayer’sassessableincomeundersubsection
26AD(5).

2.17 A rebateis availableundersection1595A toensurethatpayments
in respectof unusedlong serviceleavethataccruedon or after
16 August1978whichare included inataxpayer’sassessableincomeunder
subsections 26AD(2),(3) or (4) are taxed atarate notexceeding30% plus
medicarelevy.

Howare payments of this nature taxed on the death ofan employee?

2.18 If a payment of this natureis made on the death of an employee,
no tax is payableon theamount received directlyby abeneficiaryorby the
trusteeof thedeceased’sestate (subsection 1O1A(2)).

Whatis therateoftax instalmentdeductionson thesepayments?

2.19 Subsection221C(1AB)allows for tax instalment deductionsto be
takenout at specialrateson assessable retirementamounts.Assessable
retirement amountsare defined in paragraph 221A(2)(a) to be any amount
included in ataxpayer’sassessableincomeundersection 26AD.The amount
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includedinassessableincomeundersection26,~J)is 5%of anyamount
accruedbefore16August1978 and the wholeof the amount accrued on or
after 16August1978. Regulation8(1 of the Income TaxRegulations
specifiesthattax instalment deductionsareto be taken out of theseamounts
atarateof 31.25% (to beincreasedto 31.4%).

Explanation of the amendments

Unused annual leave payments
2.20 Lumpsumpayments madeon or after 18 August 1993 in
consequenceof terminationof employmentin respectof unusedannualleave
will continue tobe included inassessableincomeundersection26AC.

2.21 In mostcircumstancesunused annualleavepaymentswill be
included in a taxpayer’s assessable incomeand taxed atordinary rates.

2.22 However,if the payment is a bonafide redundancyamount,an
earlyretirementschemeamountor aninvalidity amountthe rate of tax
payableon unusedannualleavepaymentswill be limited to amaximumof
30%plusmedicarelevy. (Clause35; amended definition of eligible
assessableincomein section J595J

Bonafide redundancyamounts

2.23 A paymentwill be abonafideredundancyamountif it is paid toa
person because of his or her dismissal fromemploymentwhere:

• the dismissalwas because of thebonafide redundancy of theperson.
Bona flde redundancyhasthe samemeaningas in section 27F.Broadly
speaking,dismissalcarrieswith it the conceptthatthe terminationof
employmentis involuntary ontheemployee’spart - thatis, it will be
instigatedby the employer. However,it also includes thenotionof
constructive dismissalwherean employerplaces anemployeein a
position inwhichtheemployeehas littleoptionbut totenderhis or her
resignation. Redundancyis the situation where an employerno longer
requiresemployeesto carryout workof aparticularkind or to carry out
workof a particularkind at the samelocation. Redundancydoesnot
extend tothe dismissal of anemployeefor personal ordisciplinary
reasonsor because theemployeehasbeeninefficient;

• the termination timewasbefore thelastretirementdatein relation to the
employment.The lastretirementdateis defmed insubsection27A(1)to
mean the timethat,underthe conditionsof employment,theemployee’s
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servicewouldhaveordinarily terminatedor theemployee’s65thbirthday,
whichever isearlier;and

• at the time of dismissal there wasno agreementbetweenthepersonand
the employer or betweenthe employerand another person to
subsequently employ the person.

(Clause35]

Early retirementschemeamounts

2.24 A payment will bean earlyretirementschemeamountif it is paid
to a person on the termination of employment where:

theterminationwasin accordancewith an approved earlyretirement
scheme in tenns of section 27E; and

theterminationtime wasbeforethelastretirementdatein relation tothe
employment.The lastretirementdateis defined insubsection27A(1) to
meanthe time that, under the conditionsof employment,theemployee’s
service would have ordinarily terminated or the employee’s 65th birthday,
whichever isearlier;and

at thetime of dismissalthereis no agreementbetween the personandthe
employeror betweenthe employerandanotherperson tosubsequently
employtheperson.

[Clause35]

Invalidity amounts

2.25 A payment made toapersonbefore1 July 1994will bean
invalidityamountif it is paidto the personon termination ofemployment
where thatperson’semploymentis terminatedbecause of physical or mental
incapacity to engage in thatemployment.

2.26 A different rule applies if the payment is madeon or after
1 July 1994. In this case theperson’semploymentmustbe terminated
because of disabilityandtwo legallyqualifiedmedical practitioners have
certified that thedisability is likely to resultin the personbeingunableever
to be employed in a capacity for which he or she isreasonablyqualified
because of training, educationor experience.

2.27 In eithercase,theterminationtime must bebeforethelastreth-ementdate(as
definedin subsection27A(1))in relation totheemployment.Thatis, theemployment must
beterminatedbeforethe dateon whichthe person’semploymentwouldnecessarilyhave
endedbutfor theinvalidity. [Cknsre35/
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Date of application of amendments

2.28 Theproposed amendmentsapply to paymentsmadeon or after
18 August1993. Therefore,thetax treatmentwhichappliesordinarily
dependsonwhenthe payment ismade. However,if anemployeeterminated
his orheremploymentbefore18 August1993but the employerdidnot make
a payment in respect of unused annualleaveuntil the first normalpayperiod
after thatdate,the payment will beconsideredto have beenmadeon thedate
of termination of employment.

Unused long service leave payments
2.29 Lump sumpaymentsin respect ofunusedlongserviceleavemade
in consequenceof terminationofemploymentwill be taxedas follows:

• only 5% of that portion ofunusedlongserviceleavewhichaccmed
prior to 16 August1978will be included in ataxpayer’sassessable
incomeand taxedatmarginal rates;

• that portion of unused long service leave which accrued between
16 August 1978 and 17 August 1993 will be included in a taxpayer’s
assessableincomein full andsubjectto tax at a ratenotexceeding30%
plus medicare levy; and

• thatportion of unused longserviceleavewhich accruedon or after
18 August1993will be included inataxpayer’sassessableincomein
full and taxedat marginal rates unless the taxpayer’s termination of
employmentis asaconsequenceof bonafide redundancyor invalidity
or isunderan approved earlyretirementscheme.If thetaxpayer’s
terminationofemploymentis as aconsequenceof bonafide
redundancyor invalidity or isunderan approved earlyretirement
scheme, thatportion ofunused long service leave which accrued on or
after18 August1993will beincludedin assessableincomein full and
subjectto tax at a rate notexceeding30%plus medicarelevy.

2.30 Section26AD of the IncomeTax AssessmentAct includesin a
taxpayer’s assessableincome:

• thewholeof anyamountreceivedon termination ofemploymentin
respectof unused longserviceleavethat accruedon or after
16August1978 (subsections 26AD(2),(3) and(4)); and

• 5% of anyamount receivedon terminationof employmentin respectof
unusedlongserviceleavethataccruedbefore 16 August1978
(subsection26AD(5)).
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2.31 Thewholeof theassessablepart of unusedlong serviceleave
payments is included in a taxpayer’s assessable income and taxed at ordinary
rates unless it iseligible assessableincomeas definedin section1595. A
rebate applies to any amount that qualifiesaseligible assessable income to
limit the rateof tax on suchamountsto amaximumof 30% plusmedicare
levy.

2.32 The definition of eligible assessableincomeis tobe amended so
that it includes onlythepost-IS August1978componentof unusedlong
serviceleaveincluded in ataxpayer’sassessableincomeundersubsection
26AD(2), (3) or (4) that is:

• a bonafide redundancyamount,an early retirementscheme amountor an
invalidity amount;or

• anamount(notbeingabonafide redundancy amount,anearly retirement
schemeamountor an invalidityamount)in relation to unused long service
leavethatrelatesto employmentwhichcommencedprior to
18 August1993 thatexceedsthepost-1993Budgetcomponentof the
amount.

[Clause35; amendeddefinition ofeligibleassessableincomein
section 159SJ

2.33 The conditions for a payment to qualify as a bonafideredundancy
amount,anearlyretirementschemeamountor an invalidity amountare
described above.

2.34 The post1993Budgetcomponentin relation to the post-
15 August1978componentof anunusedlong serviceleavepayment(that is,
an amount included in an employee’s assessable income under subsection
26AD(2), (3) or (4)) is that part, if any,of the total amount receivedby the
employee in respect of unused long service leave that relatesto servicewith
the relevantemployeron or after18 August1993. The amountis calculated
by applying theformulain subsection26AD(3) to thetotal amount of the
paymentassumingthat thereferencesto 15 August1978 arereferencesto
17 August 1993. The operation of the provision isdemonstratedin the
examplesat theendof thiscommentary.[Clause 35; newdefinition of
post-1993Budgetcomponent insection1595]

Application of the proposed amendments
2.35 Theproposedamendmentsapply to assessmentsin respectof the
1993-94year ofincomeand all subsequent yearsof income. [Clause36]

2.36 However, as a transitional measure in respect of assessments for
the 1993-94year ofincome,eligibleassessableincomewill include any
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amountpaidbefore18 August1993in respectof unusedannualleavethat is
assessableundersection26AC. Suchamountspaidon or after
18 August1993will be eligible assessableincomeonly if theyarebonafide
redundancy amounts, early retirement scheme amountsor invalidity
amounts.[Clause37]

Summaryof tax treatment of unused leave payments

Taxpayerswhoreceivebona fideredundancyamounts;early retirement
scheme amountsor invalidity amounts

2.37 Taxpayerswhoreceiveapayment in respect ofunusedannual
leaveor unusedlongserviceleavepaidon terminationof employmentwhich
includes a bonafideredundancy amount, anearly retirem ent scheme
amountor an invalidity amountwill be taxedas follows:

• thewholeamountof any unused annualleavepaymentswill beincluded
in assessableincomeandsubjectto tax atarate notexceeding30% plus
medicarelevy;

• 5% of the pre-16August1978 component of anyunusedlongservice
leavepayment will be included inassessableincomeand taxed at
marginalrates;and

• thewholeamountof thepost-ISAugust1978 componentof anyunused
long service leavepaymentwill be includedinassessableincomeand
subjectto tax at aratenot exceeding30% plusmedicarelevy.

Example

Abiona acceptsan offerfrom her employerunderan approvedearly
retirementschem~.Sheleavesheremploymenton 16 August1994and
receivesa payment inrespectof unused annualleaveof $4 000 anda
payment in respect of unusedlongserviceleave of$28000.

She has not used any long service leave in the past. Abiona has been
working for the sameemployerfor 26 years. Therefore,she has10 years
serviceprior to16 August1978.

As the amounts paid to Abiona in respect ofunused annualleaveand
unused longserviceleaveareearly retirement scheme amounts,she will
retain the concessional treatment that applies to the pre-16 August 1978
component of herunusedlong serviceleavepayment.
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Shewilt also beentitledto arebate to limit themaximumrateof tax
payable on the amount included in her assessable income in full to 30%
plusmedicarelevy. Abionawill includethe followingamountsin her
assessableincomeforthe 1993-94year:

Unusedannualleave $4000

Unused long serviceleave

5% x $10769(ie, 10/26 x $28000)$538

+ ($28000 - $10769) $17231

Abiona will be entitledto a section159SArebateso thattherateof tax
payableon the $21231included in herassessableincomein full in respect
of unused annualleaveandunusedlong serviceleavewill not exceed
31.4%.

Taxpayerswhoreceiveunusedleavepaymentson ordinary termination of
employment

2.38 Lump sumpaymentsin respectof unusedleavemadeon
terminationof employmentin all othercircumstanceswill be taxedas
follows:

the whole amountof any unused annual leave payments will be included
in assessableincomeandtaxedatmarginalrates;

only 5%of that portion ofunusedlongserviceleave whichaccruedprior
to 16 August1978will be included inassessableincomeandtaxedat
marginalrates;

that portionofunusedlongserviceleavewhich accruedbetween
16 August1978 and 17 August1993 will be included inassessable
income in full andsubjectto tax ataratenotexceeding30%plus
medicarelevy; and

• that portion ofunusedlong serviceleavewhich accruedon or after
18 August1993 will be included inassessableincomein full and taxedat
marginalrates.

2.39 Tax instalment deductions will continue tobe taken out of these
amountsat special rates(currently30%plusmedicarelevy).

2:40 If a payment in respect ofunusedleaveis madeon the death of an
employee, it will continue to be tax free in the hand’s of the beneficiaryor the
trusteeof thedeceased’sestate.
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2.42 As demonstrated by the following examples, the portion of unused
longserviceleaveattributabletoserviceafter 15 August1978and17 August
1993 respectivelyis determinedby using the formulaAJB[C(B+D)IE-F]
where:

• A is the lumpsumamountpaidin respectof unusedlongserviceleave

• B is thenumberof wholedays inrespectof which the lump sumamount
is paid

• C is the numberof days inthe eligible serviceperiodthatoccurred after
15 August1978andafter i17 August1993respectively

• D is the numberof daysof long serviceleaveaccruedin theeligible
serviceperiodthatwereusedprior toretirementdate

• E is the total number of days in the eligible service period

• F is thelesserof:

- the number of days of longserviceleaveused after15 August
1978 and17August 1993respectively;and

- the amount calculated by the formula C(B+D)IE.

Page26



Unusedannualleaveandunusedlongserviceleavepayments

Example 1: Retirement after l7August 1993; No long serviceleave used;
Nopre-l6August 1978 service.

Rachaelretireson 31 December1995. Thedetailsof the payment she
receivesin respect ofunusedlong serviceleaveis as follows:

Paymentreceived: $8000

Numberof days ofunusedleave: 40

Total eligible service period: 10 years(3652days)

Numberof daysin eligible serviceperiodafter 15 August1978:3652

Numberof daysin eligible serviceperiodafter 17 August1993:866

Numberof daysof longserviceleaveusedafter 17 August1993: 0

Calculation

Rachael’s assessable income will include all of the amount she receives in
respect of unused long service leave (ie, $8000) under
subsection26AD(2).

Post1993Budgetcomponent

A/B x [C(B + D)/E - Fl

= $8000/40x [866(40 + 0)/3652 - 01

= $200 x 9.49 (fractiondisregarded- subsection26AD(3A))

= $1800.

Eligible assessableincome

Amount taxable under subsection 26AD(2): $8000

Lesspost1993 Budgetcomponent: $1800

Eligible assessableincome: $6200

Summary

$6200 ofRachael’sunusedlongservice leavepaymentwill be includedin her
assessableincomeandsubjectto tax ataratenotexceeding30%plus
medicare levy; and
$1800will be includedin her assessableincomeand taxed atmarginalrates.
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Example2; Retirement after 1 7August 7993; No long service leave used;
Pre-Id August1978 service.

Blake retires on31 December1995. The detailsof the payment he

receivesin respectof unusedlongserviceleaveis as follows:

Paymentreceived: $30000

Numberof days ofunusedleave: 180

Total eligible service period: 20 years(7305days)

Numberof daysin eligible serviceperiodafter15 August1978:6347

Numberof daysin eligible serviceperiod after17 August1993:866

Number ofdaysof long serviceleaveusedafter 11August1993: 0

Calculation

(1) Amountof post15 August1978unusedlongserviceleaveto be
included undersubsection 26AD(3):

A/B x [C(B + D)fE - F]

= $300001180 x [6347(180 + 0)17305 - 0]

$166.67 x 156.39 (fractiondisregarded- subsection 26AD(3A))

= $26001.

(2) Amountof pre16 August1978unusedlongserviceleaveto be
included under subsection 26AD(5):

5% x ($30000 - 26001) = $200.

Post 1993 Budget component

A/Bx[C(B+D)/E-FJ

= $300001180x [866(180+ 0)/7305 - 01

$166.67 x 21.34 (fractiondisregarded- subsection 26AD(3A))

= $3500
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Eligibleassessableincome

Amounttaxable under subsection 26AD(3): $26001

Lesspost 1993 Budgetcomponent: $3500

Eligible assessableincome: $22501

Summary

$22501ofBlake’s unusedlong serviceleavepaymentwill beincluded in
his assessableincomeand subject to taxat a rate not exceeding30% plus
medicarelevy; and

$3700 (ie,$200 + $3500)will be included in his assessableincomeand
taxedat marginal rates.
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Example 3:Retirementafterl7August1993; Small amountoflong service
leaveused afterl7August1993; Pre-l6August1978service.

Christopherretireson 31December1995. The detailsof the payment he
receivesin respect ofunusedlongserviceleaveis asfollows:

Paymentreceived: $22000

Number ofdaysofunusedleave: 175

Total eligible service period: 20 years (7305 days)

Numberof daysin eligible serviceperiod after15 August1978:6347

Numberof daysin eligible serviceperiodafter 17August1993:866

Numberof days of longserviceleaveused after17 August1993: 5

Calculation

(1) Amountof pre 15 August1978unusedlongserviceleaveto be
included undersubsection 26AD(3):

AIBx[C(B÷D)/E-p]

= $22000/175x [6347(175 + 5)17305 - 5*]

$125.71x [156.39 - 5]

= $125.71x 151.39 (fractiondisregarded- subsection 26AD(3A))

$18982.

[*F is the lesser of the numberof daysof leaveused (5) andthe

amountcalculated in the formulaC(B + D)/E (156.39)]

(2) Amount of pre 16 August1978to be includedundersubsection
26AD(5):

5% x ($22000 - $18982) = $151.
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Post1993Budget component

A/Bx[C(B+D)/E-F]

= $22000/175 x [866(175 + 5)/7305 - 5*]

= $125.71 x [21.34 - 5]

= $125.71 x 16.34 (fraction disregarded - subsection 26AD(3A))

= $2011.

[*F is the lesser of the number of days of leave used (5) and the

amount calculated in the formula C(B + D)/E (21.34)]

Eligible assessableincome

Amount taxable under subsection 26AD(3): $18982

Less post 1993 Budget component: $2011

Eligible assessable income: $16971

Summary

$16971 of Christopher’s unused long service leave payment will be
included in his assessable income and subject to tax at a rate not exceeding
30%plus medicare levy; and

$2162 (ie, $151 + $2011) will be included in his assessable income and
taxed at marginal rates.
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Example4: Retirementafter l7August1993; Smallamountoflongservice
leave used beforel7August1993; Pre-l6August1978service.

Nicholasretireson 31 December1995. Thedetailsofthepaymenthe
receivesin respectofunusedlong serviceleave isasfollows:

Paymentreceived: $25000

Numberofdaysofunusedleave: 150

Total eligibleserviceperiod: 20 years (7305days)

Numberof daysin eligibleserviceperiodafter15 August1978:6347

Numberofdaysin eligibleserviceperiodafter17 August1993: 866

Numberofdaysoflong serviceleaveusedbefore17August1993:5

Numberofdaysoflong serviceleaveused after17August1993: 0

Cakulation

(1)Amountofpost 15August1978 longserviceleaveto beincluded
undersubsection26AD(3):

AIBx[C(B+D)IE-F]

= $250001150x [6347(150+ 5)17305 - 5*]

= $166.67 x [134.67 - 5]

= $166.67x 129.67 (fractiondisregarded- subsection26AD(3A))

= $21500.

[*F is the lesserof thenumberof daysof leaveused (5) andthe
amountcalculatedin theformulaC(B + D)/E (134.67)]

(2) Amountofpre 16 August1978unusedlong serviceleaveto be
includedundersubsection26AD(5):

5% x ($25000- $21500)= $175.
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Post1993Budgetcomponent

A/Bx[C(B+D)/E-F]

= $25000/150x [866(150+ 5)/7305 - 0]

= $166.67 x 18.38 (fractiondisregarded- subsection 26AD(3A))

= $3000.

Eligible assessableincome

Amount taxableundersubsection 26AD(3):$21500

Lesspost1993Budgetcomponent: $3000

Eligible assessableincome: $18500.

Summaiy

$18500of Nicholas’sunusedlongserviceleave paymentwill be included
in hisassessableincomeandsubjectto taxatarate notexceeding30%
plusmedicarelevy; and

$3175 (ie, $175 + $3000) will be included in hisassessableincomeand
taxedatmarginalrates.
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ExampleS: Retirement after l7August 1993; Large amount of long service
leave usedafter) 7Augus:1978; Fre-16 August1978 service.

Saul retires on 31 December 1995. The details of the paymenthe receives
in respectof unusedlong serviceleaveis asfollows:

Paymentreceived: $2000

Numberof daysof unusedleave: 10

Total eligible service period: 20 years (7305days)

Numberof daysin eligible serviceperiod after 15August1978:6347

Numberof daysin eligible serviceperiod after17August1993:866

Numberof daysof longserviceleaveusedafter 15 August1978:170

Numberof days of longserviceleaveused after17 August1993: 0

Calculation

(1) Amountof post15 August1993 unusedlong serviceleaveto be
includedundersubsection 26AD(3):

A/B x [C(B + D)/E - F]

= 52000/10x [6347(10 + 170)/7305 - 156.39*]

$200 x [156.39- 156.39]

= $166.67 x 0

$0

L*F is the lesser of the number of days of leave used (170) and the
amount calculated in the formula C(B + D)/E (156.39)]

(2) Amount of pre 16 August 1978 unusedlong serviceleaveto be
included under subsection 26AD(5):

5% x $2000 = $100

Eligible assessableincome

Saulwill not have anyeligible assessableincome.
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Summary

$100of Saul’sunusedlong serviceleavepaymentwill be included in his
assessableincomeand taxedatmarginalrates.
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Example6: Retirementafter l7August1993;Longserviceleaveusedboth
beforeandafterl7August1993; Pre-16August1978service.

Amy retireson 31December1995. The details ofthe payment she
receivesin respectof unusedlongserviceleaveis as follows:

Paymentreceived: $20000

Number ofdaysof unusedleave: 120

Total eligible service period:20 years(7305days)

Numberof daysin eligible service periodafter 15 August1978:6347

Numberof daysin eligible serviceperiodafter 17 August1993:866

Number of days of longserviceleaveusedbefore18 August1993:40

Number ofdaysof longserviceleaveusedafter17 August1993:20

Calculation

(1) Amount of post15 Augi.zst1978 unusedlong serviceleave tobe
included undersubsection26AD(3):

A/B x [C(B + D)/E - F]

$20000/120x [6347(120 + 60)/7305 - 60*1

= $166.67 x [156.39- 60]

= $166.67 x 96.39 (fractiondisregarded- subsection 26AD(3A))

$16000.

[*F is the lesser ofthe number ofdaysof leaveused (60)andthe

amountcalculated in the formulaC(B + D)/E (156.39)]

(2) Amount of pre16August1978 unusedlongserviceleaveto be
inicuded undersubsection26AD(5):

5% x ($20000 - $16000) = $200.
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Post1993Budget component

A/B x [C(B + D)/E - F]

= $20000/120 x[866(120 + 60)/7305 - 20*]

= $166.67x [21.34 - 20]

= $166.67x 1.34(fraction disregarded - subsection 26AD(3A))

= $167

[~Fis the lesser of the number ofdaysof leaveused (20) and the

amountcalculatedin thefonnu.la C(B + D)/E (21.34)]

Eligible assessableincome

Amount taxableundersubsection 26AD(3): $16000

Lesspost1993 Budgetcomponent: $167

Eligible assessableincome: $15833.

Summary

$15833of Amy’s unusedlongserviceleavepaymentwill be included in
herassessableincomeandsubjectto tax at a rate notexceeding30%plus
medicarelevy; and

$367 (ie, $200 + $167) will be includedinherassessableincomeand
taxedatmarginalrates.
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CHAPTER THREE Credit Unions

Summaryof amendments 38
Backgroundto thelegislatthn38
Explanationofamendment 39

Summary of proposed amendments

3.1 Purposeofamendments:To phaseout the current exemption from tax
providedby section230 of the IncomeTaxAssessmentAct(the Principal
Act) for incomein thenatwe of interest paid tocredit unionsby their non-
corporatemembersin respectof loansmade tothosemembersandto allow
creditunionsto be taxedasco-operatives.

3.2 Dateofeffect; The amendmentswill comeinto effect from the date
uponwhich the Bill receivesRoyalAssent.They will removetheexemption
for largecredit unions (thosewith total grossassets inexcessof $30 million
as at 30 June 1993) and allow them to be taxed as co-operatives or
companies, witheffect from the1994-95year ofincome, subjectto a
concessionaltax rateof 20% for the1994-95,1995-96and1996-97yearsof
income.

3.3 The amendmentswill removethe exemption for all other credit
unionsand allowthemto be taxedasco-operativesor companies,with effect
from the 1995-96year ofincome,subjectto aconcessionaltax rate of20%
for the 1995-96 and 1996-97 years of income.

Background to the legislation

3.4 Section230of thePrincipalAct currently provides thatincomein
the nature ofinterestreceivedby an approvedcredit unionfrom its non-
corporate membersin respectof loansmade tothosemembersis exempt
from incometax.

3.5 Section230was enacted toovercomethe decisionin Sydney
WaterBoardEmployeesCredit UnionLtd v. It ofT73ATC 4129 wherethe
High Court held that theprinciple of mutuality did not apply to interestpaid
to the credit union by its membersin respectof loansmade to themby the
creditunion,andthat theinterestwas assessableincomein the hands ofthe
credit union.

Page38



Credit Unions

3.6 Thisstatutoryexemptionwasjustified on thebasisthatcredit
unions satisfiedasocialneedforfinancenotprovidedat thattime by other
financialinstitutions. However,sincefinancial deregulation,this justification
is no longervalid. The range ofpersonal financial services providedby
creditunionsis provided alsoby awide rangeof otherbodieswhichreceive
no taxconcessions.

3.7 In order toensureequity andconsistencyof tax treatmentwith
other financialinstitutions,thelawwill beamendedto remove the
exemption. In addition,thelawwill be amendedto allowcreditunionsto be
taxedasco-operativesif they satisfythe requirementsof section117of the
Principal Act.

3.8 Theproposedamendmentsinitially will reducethe competitive
advantageenjoyedbycredit unionsby taxingthem asco-operativesor
companiesat aconcessionalrate of20% until andincluding the1996-97year
of income,afterwhich they will be taxed at thefull corporate rate.

3.9 Largecreditunions(those with totalgrossassets greaterthan$30
million as at 30 June1993)will be liable topaytax atthe concessionalrateof
20% with effect from the 1994-95year ofincome. All other credit unions
will be liable to paytax at theconcessionalrate of20%with effect from the
1995-96year ofincome. This will allow smallercredit unionsan additional
year to prepare for theintroductionof taxation. All creditunionsthen will be
liable for the full corporatetax rate forthe 1997-98year ofincomeandall
later yearsof income.

Explanation of proposed amendments

3.10 Division 7 of Part 3 theBill will amendsection 6[Clause39],
section236[Clause41], section117[Clause42] and section119
[Clause43] of the PrincipalAct andwill introducenew section 6H
(Clause40] into the Principal Act.

ObjectofDivision

3.11 The object of the proposed amendments is to phase out the special
tax treatment of credit unions. [Clause38]
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Interpretation

3.12 Subsection 6(1) of the Principal Act is amendedby insertinga
definition for‘transitionalcreditunion’ [Clause39]. Thatterm is defined as
having the meaning given by newsection6H of thePrincipalAct, andit is
used inamended sections236and117of thePrincipalAct andin amended
section 23 of theIncome TaxRatesAct1986.

Whatis a ‘transitionalcreditunion’?

3.13 For thepurposesof the PrincipalAct, a creditunionis a
transitionalcreditunion in relation toayear ofincomeif the year ofincome
is the1994-95year ofincome,the 1995-96yearof incomeor the1996-97
yearof incomeand it is adesignatedlargecredit union.[Newparagraph
6H(JXa)J[Clause40]

3.14 Thismeansthatcreditunionswith totalgross balance sheetassets
of more than$30million as at30 June1993will be liable to pay tax at the
concessionaltax rateof20% for the 1994-95,1995-96and 1996-97yearsof
incomeandwill beliable to paythe full corporate rate of tax for the1997-98
year of income and all later years of income.

3.15 A credit unionis alsoatransitionalcredit unionin relation toa
year of income if the year of income is the1995-96or the 1996-97 yearof
incomeandit is notadesignatedlargecredit union.[Newparagraph
6H(1)(b)] (Clause40]

3.16 This means that a credit union with total gross balance sheet assets
of $30 million or lessas at30 June1993,or acredit unionthat wasnot in
existenceasat 30 June1993,will be liable to pay tax at the concessional rate
of 20% forthe 1995-96and1996-97yearsof income,and will beliable to
paythe full corporate rate of tax for the1997-98year of income andall later
yearsof income.

Whatis a ‘designatedlarge creditunion’?

3.17 A designated largecredit unionis acreditunionwith totalgross
balance sheetassetsasat 30 June1993 of more than $30million. Total gross
assets are to bedeterminedon thebasis ofthe amountof total gross assets
that wouldhave been disclosedin theauditedbalance sheetofacredit union
for the last ordinaryaccountingperiod thatendedbefore1 July 1993if its
accountshad beenprepared inaccordancewith generallyacceptedaccounting
principles.[Newsubsection6H(2)]fClause40]

3.18 In other words,if the unauditedaccountsofacredituniondisclose
totalgrossissetsof $30million or less and theauditedaccountsindicate that
total grossassetsactually exceed$30million, the credit unionwill be a
designatedlargecredit union for thepurposesof the Principal Act.
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Definitions

3.19 Proposed newsection6H usesthe terms‘accounts’, ‘accounting
period’ and‘credit union’. A definitionof each of these termsforthe
purposesof the newsection isincludedin the proposedamendments[New
subsection6H(3)] [Clause40].

3.20 The term ‘accounts’, in relation to a credit union referred to in new
section6H, is defined tomeanacconntspreparedby or on behalf of acredit
unionforthe purpose of providing anannualreport to theshareholdersof the
credit union.

3.21 Theterm ‘accountingperiod’, in relation to a creditunion referred
to in new section 6H, is defined to mean the end of its ordinary accounting
period whenthe balanceofits accountsis stmck.

3.22 Theterm ‘credit union’ is defined tohavethe same meaning given
to it in section 230 of the Principal Act.

Removalofexemptionof interestreceivedbycredit unions

3.23 Section236 of the Principal Act is amended to provide that
subsection236(2)doesnot apply to acredit unionin relationto ayear of
incomeif the credit unionis atransitionalcreditunionin relation to that year
of income,or if theyearof incomeis later than the1996-97year ofincome.
(Newsubsection23G(2A)J[Clause41]

3.24 This meansthatif a credit unionis a transitionalcredit unionin
relationto a year ofincome,it will no longerbeentitled to theexemption
providedundersection230 of the PrincipalAct.

Credit unions to be allowed to betaxedasco-operativesor companies

3.25 Section 117 of the Principal Act is amended to provide that
subsection117(2)will not apply to acredit unionin relation to a year of
incomeif thecompanyis atransitionalcredit unionin relationto that year of
incomeor if the year ofincomeis later thanthe 1996-97year ofincome.
[Newsubsection117(3)][Clause42]

3.26 Subsection117(2)of the PrincipalAct currently provides that
credit unions which enjoy the exemption provided for by section 236 of the
PrincipalActarenot eligible to betaxedas co-operativecompanies.
However,when theexemptionno longerappliesto acreditunion, it will be
allowedto be taxedas a co-operative ifit satisfies the requirements specified
in subsection117(1).
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Applicationofthe muualityprinciple to interest received by creditunions in
respectofloans tomembers

3.27 Section 119 of the Principal Act will be amended to provide that if
a creditunionreceivesapaymentof, or in thenatureof interest,the payment
is taken tobe for therenderingof services(Newsubsection 119(2)]
[Clause43]. Newsubsection119(2) is not intended to limit thegeneralityof
subsection119(1).[Newsubsection 119(3)][Clause43]

3.28 It is clearfrom the HighCourt’s decision in the SydneyWater
Board EmployeesCredit Union case thatinterest receivedby acredit union
from its members inrespectof loans made tothosemembersis not mutual
incomeand isassessableincomeof the creditunion. Nevertheless,the
proposedamendmentto section119of the PrincipalAct is intended to put
beyonddoubtthat anypaymentsof, or in the natureofinterest, receivedby
anycreditunionin respect ofloansto itsmembers is assessable income.

Applicationofthe amendment to section 119

3.29 Proposednewsubsection119(2) is expressedto applyonly to
assessments in respectof the1994-95year of incomeand lateryearsof
income [Clause 44]. This is to ensure thattheprovisioncannot be construed
as having effect in relation to any year of income prior to the enactment of
subsection117(2).
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Amendments to Income Tax Rates Act 1986

Summary of proposed amendments

3.30 Purposeofamendments:To provideaconcessionaltax rate of20%
for a credit union in the years of income in which it is a transitional credit
union.

3.31 Date of effect: The amendments will come into effect from the date
upon which the Bill receives Royal Assent andwill apply to a credit union
which is atransitionalcredit unionin respectof the 1994-95,1995-96or
1996-97yearsof income.

Explanation of proposed amendments

3.32 Division 2 of Part 4 of the Bill will amend section23 of the
Income TaxRates Act 1986 (the Principal Act).

Objectofthe Division

3.33 Theobject of this Divisionis to provide aconcessionalrate oftax
forcreditunionsduringthe transitional periodafter whichtheybecomeliable
to pay tax at the fnll corporaterate.[Clause46]

Rates of taxpayablebycompanies

3.34 Section23 of the PrincipalAct will be amendedto includea
reference to a‘transitional creditunion’. [New paragraph23(2)(e)]
(Clause 47]

3.35 Section23 of the PrincipalAct will beamendedalsoto provide
that the rate of taxpayableby acompany(other than aregistered
organization or a life assurance company) that is a transitional credit union in
relation to the year of income is 20%. [Newsubsection23(4E)][Clause47]

3.36 This means that during the relevant transitionalperiod,a credit
unionwill be liable totax at theconcessionalrate of 20%.
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CHAPTER FOUR MedicareLevyLow IncomeThresholds

Summaryofamendments 44
Backgroundto thelegislation...44
Explanationoftheamendments45

Summary of amendments

4.1 Purposeoftheamendment:To amendtheMedicareLevyAct 1986 (thi
Act) to raisethe lowincomethresholdsfor individuals,marriedcouples and
soleparents(Clause48]. Personswith a taxableincomebelowthe Medicare
levy low income thresholds are not required to pay the levy.

4.2 Date of effect: 1 July 1993.[Clause 52]

Background to the legislation

4.3 Medicarelevy appliesto aperson’staxable incomeatarate
prescribed in the Act (section 6). Since 1 July 1993 the rate has been 1.4%.

4.4 Each year theGovernmentreviewsthelow incomethresholdsand
decideswhether it isappropriateto vary them.

4.5 The levyis not payableif aperson’staxableincomedoesnot
exceed theamountprescribed inthe Act (subsection7(1)). The present
amount(thatis, the low incomethresholdfor individuals) is $11,884.
However,if a person’s income is greaterthan the lowincomethreshold,but
doesnot exceed $12,680,theamountof levy payableis 20%of the excess
(subsection 7(2)).

Example

4.6 A taxpayer’staxableincomein 1992-93 was$12,433.Theamount
of levypayableis $109.20[20% of ($12,433-$11,887)].

4.7 At the “shading-in point”of $12,680,theamountof levy
calculatedat20% of theexcessis the sameasif theMedicarelevy had been
appliedat the thennormalrate of1.25%to theperson’staxable income.
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4.8 Additionally, the levy ispayableif aperson’sfamily income
exceeds the“family incomethreshold”and:

the person is married (or in a defacto relationship)on the last day of the
incomeyear; or

the person is entitledto a rebate for a child-housekeeper, a sole parent
rebate or a housekeeper rebate.

4.9 The relevant “family income” is the sum of the taxable incomes of
the person and of theperson’spartner. In other cases, it is the taxable income
of theperson.

4.10 The family income threshold is prescribed as $20,070 plus $2,100
for each dependent child or student (subsection 8(5)).

Explanation of the amendments

4.11 The low income threshold for individuals is to be increased to
$12,688(upfrom $11,887).(Clause 50.7

4.12 The range of taxable income over which the levy is shaded in will
be raised. The new range will be income exceeding$12,688but not
exceeding$13,643(up from $11,887and $12,680respectively).[Clause 50]

4.13 The familyincomethresholdwill bechangedby increasingthe
baseamountto $21,366(upfrom $20,070)[ClauseSi]. Therewill beno
change to the amount for each dependent child or student.

Page 45



MedicareLevyLowIncome Thresholds

4.14 The 1993-94low incomethresholdsandshading-inrangeswill
therefore be as shown in the following table:
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Table Medicarelevy low incomethresholds andshading-in ranges
Category of
taxpayer

No levy if
taxable (or

family) income
doesnot exceed

Reducedlevy if taxable
(or ftmily) income is

within the range

Ordinaryrateof
levywhere
taxable (or

family) income
exceeds

Individualtaxpayer $12,688 $12,689.$13.643 $13.643

Marriedtaxpayer
with no
child/students $21,366 $21,367422.974 $22974

Marriedtaxpayer
with:
1 child/student $23,466 $23.467-$25.232 $25232

2 children/students $25,566 $25,567-$27.490 $27,490
3 children/students $27,666 $27,667-$29.748 $29,748

4children/students $29,766* $29,767*.$32,006# $32.006
For eachadditionalchild or studentadd:

$2;ioo*

$Z258#
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