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GENERAL OUTLINE AND FINANCIAL IMPACT

TheTaxation(Deficit Reduction)Bill 1993will amendvariousActs (unless
otherwiseindicatedall amendmentsreferto the IncomeTax AssessmentAct
1936)by makingthe followingchanges:

P rsonaltax cuts

Amendsthe IncomeTaxRatesAcc1986to declarethe ratesof tax
payableby bothresidentsandnonresidentsfor the 1993-94and
subsequentincomeyears.

Dateof effect: 1 November1993

Proposalannounced:1993-94Budget,17 August1993

FinancialCost: 93/94 94/95 95/96 96i97

$1,660m $2,900m $3,120m $3,450m

Fring BenefitsTax

Rat s of tax
• AmendstheFringe BenefitsTaxAct /986toincreasetherateof fringe

benefitstax from 48.25%to 48.4%.

Dateof effect: 1 April 1994

Proposalannounce& 1993-94Budget,17 August1993

Financial Gain: 93-94 94-95 95-96 96-97
- $9m $8m $8m

ExcessDomesticTravel
• AmendstheFringe BenefitsTax AssessmentAct 3986to createan Excess

DomesticTravel AllowanceFringeBenefit. Deniesadeductionfor travel
expensesin excessof areasonableamount.
Both measuresrelateonly to travelwithin Australia.

Daleof effect: 1 April 1994



GeneralOutline and Financial Impact

Proposalannounced: 1993-94 Budget, 17 August1993

FinancialGain: 93-94 94-95 95-96 96-97
- $óOm $45m $45m

Non-deductibteExpenses

Allowsdeductionsfor expensesrelatingto theprovisionof entertainment,
club fees,leisurefacilities,travelexpensesof accompanyingrelatives,
HigherEducationContribution SchemepaymentsandStudentFinancial
SupplementSchemepaymentsincurredby employersinproviding fringe
benefitsto theiremployees.

• MakesreciprocalamendmentstotheFringe BenefitsTaxAssessmentAct
1986 (FBTAA) to ensurethosefringebenefitsprovided to the employees
are subjectto fringe benefits tax under the FBTAA.

Dateof effect: 1 April 1994

Proposalannounced:1993-94Budget. 17 August 1993

FinancialGain: 93-94 94-95 95-96 9647
- $435m $240m $240m

Car Parking deductions

• Deniesa deductionfor carparking expensesfor certainnon-employees.

Dateof effect: 1 July 1994

Proposalannounced: 1993-94Budget, 17 August 1993

FinancialGain: 93-94 94-95 95-96 96-97

- - $70m $35m
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GeneralOutline and FinancialImpact

Rebatefor low-income taxpayers
• Provides for a rebateof up to $100tolow-incometaxpayerswhose

taxable incomeis lessthan$23,200.

Dale of effect: Assessmentsfor 1993-94and subsequentyearsof income

Proposalannounced: 1993-94Budget, 17 August 1993

Financial Cost: 93/94 94/95 95/96 96/97
$340ih $330m $320m

Unused annual leave and unused long service leave payments

• Removesthe concessionaltax treatmentthat applies to lump sum
paymentsof unusedannual leaveandunusedlong serviceleavemadeon
termination of employmentsothat, with two exceptions,suchamounts
are included in full in a taxpayer’s assessableincome. Theexceptionsare:

• taxpayersaged55 or more on 17 August 1993will retainthe
currentconcessionaltreatmentthat appliesto that portionof
unusedlong serviceleavewhich accruedprior to 16 August1978;
and

• taxpayers(including taxpayersaged 55 or more on 17 August
1993)who receivepaymentsin respectof unusedannualleaveor
unusedlong serviceleaveand whose termination of employment is
asa consequenceof bona fide redundancy or invalidity or is under
an approvedearly retirement schemewill retainthe existingtax
treatmentfor both unusedannualleaveand unusedlong service
leave.

Dateof effect: Paymentsin respectof unusedannual leaveand unused
long serviceleave,made on or after18 August 1993.

Proposalannounced: 1993-94Budget, 17August 1993

Financial Gain: 93/94 94/95 95/96 96-97
$150m $325m $280m $290m
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GeneralOutlineandFinancialImpacç

Credit Unions- Removal of exemption for Interest receiv d from
non”corporate members and taxatIon as co-operatives or
companies

• Providesfor thephasingout of theexemption for incomein the natureof
interestreceivedby creditunionsfrom theirnon-corporatememberson
loansmadetothosemembersandallowscreditunionsto betaxedasco-
operatives.

Dateofeffect: Forlargecreditunions(thosewith totalassetsin excess
of $30 million), the exemptionwill be removedwith effectfrom the 1994-95
yearof income( subjectto a concessionalrate of 20% for the 1994-95,1995-
96 and 1996-97yearsof income); and for all other creditunions, the
exemptionwill be removedwith effectfrom the 1995-96yearof income
(subjectalsoto a concessionalrate of 20% for the 1995-96and 1996-97years
of income). All creditunions will be liable for the full corporaterateof tax
with effectfrom the 1997-98yearof incomeandall later yearsof income.

ProposalAnnounced:Budget 1993-94,17 August 1993.

FinancialCain: 93/94 94/95 95/96 96-97

- - $25m $30m

Incomelax RatesAct 1986

• Providesforcreditunionstobetaxedattheconcessionalrateof 20%
following the removalof the exemptionfrom taxof incomein the nature
of interestreceivedby creditunionsfrom theirnon-corporatememberson
loansmadeto thosemembers.

Dateofeffect: For large creditunions (thosewith total assetsin excessof
$30 million), the concessionalrate will apply for the 1994-95,1995-96and
1996-97yearsof income; and for all other creditunions, the concessional
rate will apply for the 1995-96and 1996-97yearsof income. The full
corporate rate of tax will apply to all creditunions for the 1997-98yearof
incomeand all later yearsof income.

Proposalannounced: Budget 1993-94,17 August 1993.
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GeneralOutline and Financial Impact

Taxation of Friendly Societies and Other Registered
Organisations

Income Tax Rates Act 1956

• Therateof tax paidby friendly societiesandotherregistered
organisatiOflson theirlife insuranceandothersimilarly taxed businessis
tobebroughtinto line, on an incrementalbasis,with the rate of tax
applicableto thesamcbusinessundertakenby life companies.

Dateofeffect: increaseto 33%for the 1994-95incomeyear
increaseto 36% for the 1995-96incomeyear;
increaseto39% from the 1996-97incomeyearsand
subsequentyears.

Proposalannounced: Budget1993-94,17 August1993

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

- - $30ni $75m

IncomeTax Assessment Act 1936

. Allows deductionsto frien&y societiesarid otherregisteredorganisations
for expensesthey incur in gaining the investmentcomponentof life
insurancepremiums.

Date of effect: 1 July 1994.

Proposalannounced: Budget 1993-94,17 August 1993

Financial Cost: 93-94 94-95 95-96 96-97
- - $Sm $Sm

• Increasesthe rebatecurrentlyapplyingto assessablebonuseson life
policiesissuedby friendly societiestoreflect the changein tax ratespaid
by friendly societies.

Dateof effect: Therebateis to be increasedto 33% from 1 July1995, to
36% from 1 July 1996,and to 39% from 1 July 1997.

Proposalannounced: Budget1993-94,17 August1993

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

- - - Sim
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GeneralOutline andFinancial Jnzpact

Changes to the Medicare levy threshold levels

Medicare Levy Act 1986
• Amends the MedicareLevyAct 1986 to increasethe taxable income

levelsbelowwhich personsare exemptfrom the levy.

• the new levels compare with the old as follows:

Taxpayer 1992-93 1993-94

Indjyjduth 4_ 1.887 !11~26RR1
Marriedeouples/soleparents I $20070 I 121.3MJ

Dateof effect: 1 July 1993

Proposalannounced:1993-94Budget, 17 August 1993.

PinancialCost: 93-94 94-95 95-96 96-97
$30m $60m $45m $45m

Sales Tax: General Rate Increases

Sales Tax (Exemptions and Classifications) Act 1992
• Increasesexistingsalestax ratesby one percentagepointfrom 10% to

11%, 15% to l6%,20%to2l%and3Q%to3l%.

Dateof effect: 18 August 1993

• Increasessales tax rates by a further one percentage point from 11% to
12%, 16% to 17%, 21% to 22%and 31% to 32%.

Date of effect: 1 July1995

Proposalsannounced: 1993-94Budget, 17 August 1993.

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

$435rn $585m $l207m $l345m
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GeneralOutline andFinancial Impact

Sates Tax on Wine, Cider and Other Similar Beverages

• Increasesthe rate of salestaxon alcoholic wines from 20% to 31%.The
rateof tax on thoselow alcoholwinesthat aretaxableat 10% will
increaseto21%.

Dateof effect: 18 August1993

Proposalannounced: 1993-94Budget,17 August1993.

Financial Gain: 93/94 94-95 95-96 96-97
$lOrn $95rn $105m $1 1Cm

Sates Tax on Luxury Motor Vehicles

• Changestheeffective rate of salestax on luxury motorvehicles,sothat:

(a) theportionof thewholesalevaluethatdoesnotexceedthe luxury
thresholdwill betaxedat the rateof salestax applicableto that
kind of motorvehicle (ie. either16%or 21%,dependingon the
classificationof thevehicle);and

(b) a newrateof 45% will apply to theexcess.

Dateof effect: 18 August1993

Proposalannounced: 1993-94Budget,17 August 1993.

Financial Gain: 93/94 94-95 95-96 96-97
$Srn $lOm $lOm $IOm
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CHAPTER ONE Personal Tax RateCuts

Swnmwyof amendments 9
Backgroundto the legislation9
Explanationofamendment 10

Summaryof amendments

1.1 Purposeof wnendnient: To bring forwardthe 1994-95taxcuts io
1 November1993 anddefer the tax cuts which weretoapply from
1 January1996(Clause3.1.

1.2 DateofEffect: 1 November1993

Background to the legislation

1.3 In the 1993Budget,it wasannouncedthat theratesof tax
scheduledto commenceon 1 July 1994would be brought forwardto I
November1993. Further,the taxratesscheduledto commenceon 1 January
1996would bedeferred.

1.4 Thecurrentandproposedfuturepersonalincometax scalesfor
residents from 1 November1993wiil be asshown in the Table below -

1.5 CurrentandFutureIncomeTax Rate Scales for Residents
Current

Taxable Marginal
Income Rate
(Spa) (To)

From 1 Nov 1993

Taxable Marginal
Income Rate
(Spa) (To)

0-5400 0
5400-20700 20

20700-36000 38

36000-50000 46
Over 50000 47

0-5400 0

5400-20700 20

20700-38000 34

38000-50000 43

Over50000 47

I



Personal Tax RateCuts

1.6 The rates of tax for non-residentswill be asshown in the above
tablewith theexceptionthat atax rateof 29% applies to taxable income in
the range$0 to $20,700.

1.7 Becausethe 1994-95tax cuts are beingbroughtforwardto I
November1993,the Bill will alsodeclarecompositeratestoapply, for both
residentsand non-residents,in respectof taxable incomefor the 1993-94year
of income.The compositerates for residents,basedon the ratesbeforeand
after! November1993asshownin theabovetable,will beasfollows -

LB Composite Income Tax Rate Scales for 1993-94
Taxable
Income
(Spa)

Marginal
Rate
(To)

0-5400
5400-20700

20700-36000
36000-38000
38000-50000

Over50000

0
20

35.33

38
44
47

1.9 Therates of tax for non-residentsfor the 1993-94incomeyearwill
be as shown in the abovetable with the exceptionthat a tax rate of 29% will
apply to taxableincomein therange$0 to$20,700.

Explanation of the Amendments

1.10 TheBill will amendthe IncomeTaxRatesAct 1986 to bring
forwardthe 1994-95personal tax cuts to 1 November1993. The
amendmentswill alsodefer the tax cuts which wereto commenceon 1
January 1996. Thereductions in personalincometax ratesaffect the
marginalrates of personalincometax that now apply in the income rangeof
$20,700to $50,000.
1.11 The Bill will declarethe rates of personalincometax which wilt

apply, to bothresidentsandnon-residents,for assessmentsin respectof:

• the 1993-94yearof income(Clause5);

• the 1994-95andsubsequentyearsof income(Clause6J.

1.12 tn addition, theBill will declare the rates of tax to apply to a future
prescribedyearof income(after 1994-95)and yearsof incomeafter that
prescribed year(Subelanse2(3)andClause7].

Page JO



Personal Tax Rate Cuts

1.13 The amendmentswill alsorepeal the Tax LegislationAmendment
Act1992which wasenactedlastyearto declarethe rates of tax to apply for
the 1994-95and subsequentyearsof income(Clauses9].
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CHAPTER TWO Fringe BenefitsTar

Rages oftar 13
ExcessDomesticTravelAllowance14
Non-deductible Expenses 1?
Car parkingdeductions 20

RATES OF FBT TAX

Summaryofamendments 13
Explanationofamendment 13

Summary of the amendments

2.1 Purposeof theamendments:Toamendthe Fringe BenefitsTaxAc:
1986 (FBTA) toincreasetherateof fringe benefitstax fmm 48.25% to
48.4% (Clause 101.

2.2 Dateofeffect: 1 April 1994 (Clause131

Explanation of the amendments

2,3 The Bill will increase the rate of fringe benefits tax in section 6 of
theFBTA from the existing 48.25%to 48.4%. This brings the fringe
benefits tax rate in line with the top marginaltax rate(including medicare
levy) for individuals. (Clause12]



FringeBenefitsTax

EXCESSDOMESTIC TRAVEL ALLOWANCE

Swnmaryofamendments 14
Bachgmund to thekgislationl4
Explanation of amendment 1$

Summary of Amendments

2.4 Purposeoftheamendment~To amendtheFringe BenefitsTax
AssessmentAc:1986 (FBTAA) to create an Excess DomesticTravel
AllowanceBenefitwherea relevantallowanceis in excessof a prescribed
amount(Clause15). TheBill will alsoamendthe IncomeTaxAssessment
Ac: 1936(ITAA) to deny a deductionfor travelexpensesin excessof a
prescribed amount Both measuresrelate only to travel within Australia
(Clause31).

2,3 The Bill inserts a newDivision7A into theFBTAA. Subdivision
A of thenew Division setsout what constitutesa domestictravel allowance
andwhat constitutesanexcessdomestictravelallowancebenefit.
SubdivisionB of thenew Division setsoutwhat isthe taxable valueof an
excess domestic travel allowancefringebenefit.

2.6 The Bill inserts newsectionSlAM into the ITAA to deny
deductionsto employees for excess domestic travel expenses. The Bill also
inserts newsectionSiAN into the ITAA to deny deductions to persons other
than employees ftr excess domestictravel expenses.

2.7 Daleofeffect: The amendmentsto the FBTAAare to apply to FliT
assessmentsfrom andincluding the FBT tax yearcommencing on 1 April
1994 (Clause 18].

2.8 The amendments to the ITAA are to apply to expenses incurred on
or after I April 1994 (Clause36).

Background to the legIslation

2.9 A deductionundersubsection51(1)of the ITAA is availablefor
expenditureincurredon the costof food,drink, accommodationor
incidentalson employment-relatedtravel. Thisdeduction,however,is
subject to the substantiation provisions of the ITAA being satisfied.The
relevantsubstantiationprovisionsaresectionsS2KZand82KZA.

Page 14



FringeBenefitsTax

2.10 In the case of domestic travel, subsection82KZ(4) providesrelief
from the substantiation requirements containedin subsections82KZ(2) and
82KZA where the taxpayer has received an allowance in respectof those
expenses (whether or not the allowance was paid under an industrial
instrument) and the following conditionsare satisfied:

• theexpenditure incurred doesnotexceedthe allowance;and

• the Commissionerof Taxation considerstheallowanceto be reasonable.

2.!! The Commissionerprovidesguidelineson what he considersto be
a reasonabletravelling allowanceby wayof rulings, the mostrecentbeing
Taxation Ruling TR 93/22issuedon 15 July 1993.

2.12 Wherea taxpayer claimsexpenditure on food,drink,
accommodationand incidentals in excessof a reasonabletravel allowance
and/or the travel allowancereceivedby the taxpayer exceedswhat the
Commissionerconsidersto be reasonable,a deductionwill be denied for all
of the expenditure where theamountsare not fully substantiated.

2.13 Under the existing law, there is no limit imposed asto the amount
of expenditure a taxpayercan claim with regardto theseexpenses.A
taxpayerwill be entitled to a deduction for expenditure incurred which is in
excessof what theCommissionerconsidersreasonableprovided the
substantiationrequirements (asoutlined above)aresatisfied.

Explanation of the amendments

Fringe Benef Us Tax Assessment Act 1986

2.14 NewDivision 7A of theFBTAA provides for a new typeof fringe
benefit- an excessdomestictravelallowancefringebenefit(Clauses16and
17).

2.15 TheBill definesa domestictravel allowancein termssimilar to the
substantiationprovisionsdefinition of travel allowancein subsection
82KT(I) of the ITAA. The three main conditions for such an allowanceto
exist are:

• the travelmust beaway from the employee’s ordinaryplace of residence;

• the travel must be undertaken in the course of performing the employee’s
duties; and

• the travel must be within Australia. (New subsection 31A(1))
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FringeBenefitsTax

216 An excessdomestic travel allowancebenefitis that partof a
domestictravel allowancewhich exceedsa limit which is to be prescribed by
Regulation.(Newsubsection31A(2)J

2.17 Thetaxablevalueof anexcessdomestictravelallowancefringe
benefitisthe amountof thedomestictravelallowancewhich exceedsthe
prescribed limit. (New section318)

incomeTax AssessmentAct 1936
2.18 NewsectionsSlAMandSiAN operate to deny a deductionto
taxpayerswho claim domestictravel expensesthat are in excessof a
prescribed limit (Clause 32).

2.19 Wherean employee would otherwisebe entitled to a deduction for
domestic travel expenses, that partof the deduction which exceeds a limit
which is to be prescribed by Regulation will no longer be allowable.
(NewsubsectionSIAM(2))

2.20 Where a personotherthananemployeewouldotherwisebe
entitled to a deduction fordomestic travel expenses,that partof the deduction
which exceeds a limit which is to be prescribedby Regulation will no longer
be allowable. (NewsubsectionSIAN(2))

2.21 NewsectionStANapplies to a traveller who is a naturalperson,a
partnerwho is a naturalperson,or a trustee who is a natural person.
(NewsubsectionS1ANQ))

2.22 The Bill definesdomestic travel expensesin termssimilartothe
definition of travel allowancein the substantiation provisionsof subsection
82KT(l) of the ITAA, i.e. the expenseswereincurredin respectof travel:

• away from the person’sordinary placeof residence;

• undertaken for employment(sectionSlAM) or other income-producing

(sectionSIAN) purposes;and
• within Australia. (New subsection S1AM(3) and subsection

SIAN(3)J

2.23 The Bill will alsoamendsubsection221A(1)of the ITAA sothat
the excessdomestic travelallowanceisexcludedfrom thedefinition of
“salaryand wages”. (Clauses 34 and351
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FringeBenefitsTax

NON-DEDUCTIBLE EXPENSES

Swnrnaryofamen4menes 17
Backgroundtothe legislationl7
Explanationofamendment 19

Summary of amendments

2.24 Purposeofamendment: Toamendthe IncomeTaxAssessmentAct
1936 (ITAA) toallow deductionsfor expensesrelatingto theprovisionof
entertainment, club fees,leisurefacilities,travelexpensesof accompanying
relatives, Higher Education Contribution Scheme (HECS) payments and
Student Financial Supplement Scheme (SFSS) payments incurred by
employers in providing fringe benefits to their employees. The Bill will also
make reciprocal amendments to the Fringe Benefits Tax AssessmentAct 1986
(FBTAA) to ensure those fringe benefits provided to the employees are
subject to fringe benefits tax under the FBTAA(Clause19).

2.25 Subsection 51(6), subsection SIAB(4), subsection SIAE(4),
subsection 5IAG(l) andsubsection 54(3) of the 1TAA deny deductibility for
relevant expenses which would otherwise be deductible. The Bill will insert
into section 51, section SlAB, section SlAB, section SlAG and section 54 of
the ITAA, a new subsection which will allow deductibility of those expenses
where the expense was incurred in providing a fringe benefit (Clause41).

2.26 As a result of these amendments to the ITAA, section 64, section
MA, section 65 andsome definitions in subsection 136(1) of the FBTAA
will have no further application. The Bill repeals these redundant provisions
(Clauses 20 and 21]. The Bill also rcpeals section 65CAA and amends a
number of other sections to delete reference to that section (Clauses 23 to 26)

2.27 Dateofeffect: The amendments to the FBTAAare to apply to FBT
assessments from and including the FBTtax year commencing on 1 April
1994.

2.28 The amendments to the ITAA are to apply in relation to fringe
benefits provided on orafterl April 1994.
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FringeBenefitsTax

Background to the legislatIon

2.29 An employer’scostsincurred in providing fringe benefits to an
employee (or an associateof anemployee)aregenerallyallowable
deductions under subsection 5 1(1) of the ITAA.

2.30 However, there are certain benefits where the cost to the employer
of providing those benefits to the employee is not allowable as a deduction
under subsection 51(1) of the ITAA. While these benefits are included as
fringe benefits for purposes of the FBTAA, the taxablevalue of the benefits
are nil as their value is reduced to the extent to which they are non-deductible
for incometax purposes.

2.31 The following types of fringe benefits are subject to these
arrangements:

2.32 Entertainment Expenses

• Subsection SIAE(4) operates to deny deductions to the extent to which
the relevant loss or outgoing is in respect of the provision of
entertainment. Section 64 of the FBTAAoperates so that the taxable
value in respectof the entertainment component of relevant fringe
benefits is reduced by the amount of “eligible entertainment expenditure”.

2.33 Clubfeesandexpenditurerelating toleisurefacilities

• Section 65 of the FBTAAapplies to reduce the taxable value of these
fringe benefits where the amount of any expenditure incurred by the
employer on the benefit is expenditure in respectof which a deduction is
denied under section SlAB or subsection 54(3) of the 1TAA.

2.34 Expenditureon Higher Education Contribution/Students Financial
SupplementScheme

• SectionMAof the FBTAAapplies to reduce the taxable value of these
fringe benefits where the amount of any expenditure incurred by the
employer on the benefit is expenditure in respectof which a deduction is
denied under subsection 5 1(6) of the ITAA. Payments affected by
subsection 5 1(6) include both HECSpayments andSFSSpayments.

2.35 Travelexpensesofaccompanyingrelatives

• Section65of the FBTAAapplies to reduce the taxable value of these
fringe benefits where the amount of any expenditure incurred by the
employer on the benefit is expenditure in respect of which a deduction is
denied under SlAG of the ITAA.
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FringeBenefitsTax

Explanation of the amendments

2.36 TheBill ensuresthat subsection5 1(6),subsectionS1AB(4),
subsection5IAE(4), subsection5IAG(1) and subsection54(3)of theLTAA
whichdenydeductibilityforexpensesrelatingto theprovisionof
entertainment,club fees,leisurefacilities, travel expenses of accompanying
relatives,HECSpaymentsandSFSSpaymentsdonotapplywherethe
expense wasincurredin providingafringebenefit.(Newsubsection52(M),
newsubsectionSJAB(SA),newsubsection SIAR(14A), new subsection
SIAG(IA) and newsubsection 54(3A)J (Clauses42 to 46)

2.37 TheBill alsorepealssection64,sectionMA, andsection65of the
FBTAA. As the expensesincurredin providinga fringe benefit relating to
entertainment, club fees, leisure facilities, travel expenses of accompanying
relatives, }LECS payment andSFSS payments are no longer subject to
subsection 51(6), subsection 51AB(4), subsection 5IAE(4), subsection
5IAG(1) and subsection 54(3)of the 1TAA, these FBTAA provisions are
redundant. (Clause20)

2.38 As a consequence of these amendments, the taxable value of fringe
benefits providedin the formof entertainment, club fees, leisure facilities,
travel expenses of accompanying relatives, HIECS payments andSF55
payments will no longer be subject to any reduction. The taxable value of the
relevant fringe benefit will, therefore, be subject to fringe benefits tax in the
usual manner.
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Fringe Benefits Tax

CAR PARKING
Summaryof amer4mergts 20
Backgroundtothe legislation2O
Explanationofamendnwnz 21

Summary of amendments

2.39 Purposeof theamendment:To amendtheIncomeTax AssessmentAct
1936 (ITAA) to denya deductionforcarparkingexpensesfor certainnon-
employees(Clause37).

2.40 TheBill will inserta newsection51A68into the ITAA. Thenew
section,which appliesto certainnon-employees,deniesa deductionfor car
parkingexpenseswhereconditionssimilar to thosein section39A of the
Fringe BenefitsTaxAssessmentAct 1986(FBTAA) apply. While theamount
of thedeductiondeniedis theactualamountof theexpenseincurredin
providingthecarparkingfacilities,ataxpayermayelectto choosean
alternateamountbasedon eitherthecommercialparkingstationmethodof
valuation or the market value methodof valuation.

2.41 Dale ofeffect: The amendmentsareto apply to carparking
expenses incurred by taxpayers on or after 1 July 1994(Clause40].

Background to the legislation

2.42 From 1 July 1993, car parkingbenefitsprovidedundercertain
circumstances by an employer to an employee were made subject to Fringe
BenefitsTax (FBI). To ensurethat theoveralltax effect of providing either
a carparkingbenefitor an allowanceto an employeeto covercarparking is
substantiallysimilar, sectionSIAGA of the 1TAA wasinsertedto deny a
deduction to employees who incur carparkingexpensesundersimilar
circumstancesto thosethatgive risetoan FBT liability.

2.43 Under thesearrangements,personsotherthanemployeesaremore
favourably treatedbecausetheyareableto claim an incometax deductionfor
car parking.

2.44 The rationale for imposingFBT,anddenyinga tax deductionto
employees, for car parking under certain circumstances is equallyrelevant to
personsotherthanemployees.It isinequitablethat somepersonsreceivea
tax deductionfor the cost of carparking facilities while othersmust bearthe
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FringeBenefitsTax

costof equivalentfacilities withouttax relief. Accordingly,theamendment
in thisBill is requiredtorestoreequity in relationto thetaxationtreatmentof
theseexpenses.

Explanation of the amendments

Denial of deduction for certain non-employees
2.45 NewsectionSJAGEwill operateto denyadeductionfor certain
car parkingexpenses to non—employees (Clause38).

Application
2.46 Thedenialof deductionsundersection5IAGA of theJTAA
applies only to employees who incur expenditure in providing carparking
facilities to themselves. This amendment extends that denial of deduction for
carparkingfacilities to anyothertaxpayer(anon-employee)who incurs
expenditureon providingcarparkingfacilities to themselves,including
partnersandtrustees.(Newparagraph5IAGB(I)(b)]

2.47 The new section will only apply if the conditions set out in new
subsectionSJAGB(I) apply. They are:

• a deduction for expenditure incurredin theprovisionof carparking
facilities is, apartfrom this section,deductible;

• thepersonto whomthecazparkingexpensesrelateis a naturalperson,a
partnerwhois a naturalperson,or atrusteewhois a naturalperson,and
that personhasa primaryplace of self-employment;

• a permanentcommercialcarparkingfacility availablefor all-dayparking
is locatedwithin 1 kilometreof the premises where the car isparked;

• thecaris parked at, or in the vicinity of, the primaiyplaceof self-
employmentand is parkedat thatplaceformorethan four hours during
the period between 7.OOam and 700pmon that day;

• theexpenditureisin respectof theprovisionof the relevantcarparking
facilities;

• thecaris used on that day to commute between the person’splaceof
residenceandtheir primaryplace of self-employment;

• theprovisionof carparkingfacilities isnotexcludedby Regulation;and

• theday thecaris parkedis on orafter 1 July1994.
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Valuation
2.48 Thevalueof theamountof deductiontobedeniedis, unlessthe
taxpayermakesanelection,theactualamountspenton theprovisionof the
carparkingfacilities (NewsubsectionSIAGB(2)j.

2.49 Whereanelectionismadeby thetaxpayer,adeductionfor the
actualamountspenton theprovisionof carparkingfacilitiesis notdeniedin
total. Theactualamountthat would bedeductiblebut fornewsection
5IACIB is reduced by either;

• the commercialparking station amount;or

• the market value amount (NewsubsectionSIAGB(3)).

Thecommercialparking rtationamount

2.50 Thecommercialparkingstationamountis thelowest fee for all-
dayparkingchargedby anycommercialparkingstationoperatorwithin a 1
kilometreradiusof thecarparkingfacilities.(NewsubsectionSIAGB(4))

2.51 TheBill specifiesthatthe 1 kilometredistancebetween the
commercial parkingstationandthepremiseson which thecaris parkedis
measuredby theshortestpracticableroute. Thismutecanbetravelledby
foot, car,train,boat,etc.,whicheverproducestheshortestmute. TheI
kilometredistancestartsfrom thecarentrypointatparkingpremisesand
extendstothecarentrypoint atthecommercialparkingstation.
(NewsubsectionflAGS(S)]

2.52 TheBill alsoprovidesaformulaforconvertinglongerterm
parkingratesinto daily rate equivalents for thepurposeof determiningthe
commercial parking stationamount. [NewsubsectionSIAGB(9)J

Themarketvalueamount

2.53 The marketvalue amount is calculated on an arm’slength
valuation andneeds tobe based on a report from a suitably qualified valuer.
(NewsubsectionSJAGB(7)j Thereportmustberetainedfor five yearsafter
itsreceipt(Clause39].

Anti-avoidance
2.54 The Bill includesanti-avoidanceprovisionswhich will ensurethat
the commercialparking station amount is not undervalued.
(NewsubsectionStAGS(10)]
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Summary of amendments

3.1 Purposeof theamendments; ToamendtheIncomeTaxAsressment Act
1936 to providea rebateof up to$100to taxpayerswhosetaxableincomeis
below$23,200(Clause28]. Thefull rebateentitlementwill beavailableto
taxpayerswhosetaxableincomedoesnotexceed$20,700. Therebate
reducesat the rateof 4 cents for each $1 of taxable income above $20,700.

3.2 DateofEffect: Assessmentsfor the 1993-94and lateryearsof income.

Background to the legislation

3.3 In the1993-94Budget,it wasannouncedthattherewould bea
rebateon assessment,in the1993-94and later years of income,for taxpayers
whose taxable income is below $23,200. Taxpayers with a taxableincomeof
up to $20,700 will be entitled to a $100 rebate. Taxpayers with taxable
incomes between$20,700 and $23,200 will have the $100 rebatereducedat
the rate of 4 cents foreach$1 of taxableincomein excessof $20,700. There
will be no entitlement to the rebate where taxable income is $23,200 or
greater.

Explanation of the amendments

3.4 The Bill will introduce new section159Ninto the incomeTax
Assessment Act 1936 to give effectto the rebatefor low-income taxpayers
which wasannounced in the 1993 Budget. Taxpayers whose taxable income
on assessment is below $23,200 will be entitled to the rebateon assessmentin
the 1993-94 and laterincomeyears(Clauses29 and30).

3.5 Taxpayers with a taxable incomes of up to $20,700 will be entitled
to a rebateof $100on asseisment. The rebatewill bereducedat the rate of 4
centsforeachdollarof taxableincomeinexcessof $20,700
(Newsubsection159N(2)].
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Example

3.6 A taxpayerwith taxableincomeof $22,000for the1993-94year
of incomewill beentitledto alow-incomerebate,calculatedon assessment
as follows:

(a) Rebatebeforereduction: $100

(b) Reductionin rebate[(22,000-20,700)x .04]; $ 52

(c) Rebate entitlementon assessmentfor 1993-94Ra)-(b)]: $ 48
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Summary of amendments

4.1 Purposeoftheamendments: To amendthe IncomeTaxAssessment Act
1936 toremovetheconcessionaltaxtreatmentthatappliesto lumpsum
paymentsof unusedannualleaveand unusedlongserviceleavemadeon
terminationofemploymentsothat,with two exceptions,suchamountsare
includedin full in a taxpayer’sassessableincome. Theexceptionsare:

• taxpayersaged55 or moreon 17 August1993will retainthecurrent
concessionaltreatmentthat appliesto that portionof unusedlongservice
leavewhichaccruedprior to 16 August1978;and

• taxpayers(includingtaxpayersaged55or moreon 17 August1993)who
receivepaymentsin respectof unusedannualleaveor unusedlong
serviceleaveandwhoseterminationof employmentis asaconsequence
of bonafide redundancyor invalidity or is underan approvedearly
retirementschemewill retaintheexistingtax treatmentfor both unused
annualleaveand unusedlongserviceleave.

4.2 Thepurposeof theproposedamendmentsis toensurethat the tax
systemdoesnotdiscouragetaxpayersfrom usingtheir leaveentitlementsfor
their intendedpurpose.Theproposedamendmentswill ensurethatleave
paymentswill betaxednodifferentlyif they arereceivedduringemployment
than if they arereceiveduponterminationof employment.However,they
recognisethat sometaxpayerswill havelessflexibility thanothersin using
accruedleaveentitlementsfor theirintendedpurpose.

4.3 Dateofeffect: The amendmentswill apply to paymentsin respectof
unused annualleave and unusedlong serviceleavemadeon or after
18 August 1993.
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Background to the legislation

Payments In respect of unused annual leave

Whatis annualleave?

4.4 Annual leaveisdefinedin subsection26AC(4)of theIncome Tax

AssessmentAct /936to mean:

• leavedescribedasannualleave,recreationleaveorannualholidays which
a personhasan entitlementto undertheconditionsof employment
specifiedin:

• a law of theCommonwealthorof a Stateor Territory;

• anaward,determinationor industrialagreementin forceunderany

such law;
• a contractof employment;or

• thetermsof appointmentto an office;

• leavenotdescribedasannualleave,recreationleaveorannualholidays
which a personhasan entitlement to under the relevantconditionsof
employment but which is essentially the same as annualleave,recreation
leaveor annualholidays;and

• leavethat is grantedasa privilege(ratherthan an entitlement) which is
determined by referenceto matterssimilar to those to which entitlements
to annual leave, recreationleaveorannualholidaysareordinarily
determined.

I-low are payments in respect of unusedannual leavetaxedunderthe
current law?

4.5 Lump sum payments made on or after 16 August 1978 in
consequence of termination of employment in respect of unused annual leave
are included in a taxpayer’s assessable income under section26AC.

Whatraceoftax appliestounusedannualleavepayments?

4.6 A rebate is available under section 159SA to ensurethat payments
in respect of unused annual leave included in a taxpayer’s assessable income
under section 26AC aretaxedat a rate not exceeding 30% plus medicare
levy
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Howarepaymentsofthis naturetaxedon the death of an employee?

4.7 if a paymentof this nature is made on the death of an employee,
no tax is payable on the amount received directly by a beneficiary or by the
trusteeof the deceased’s estate (subsection lOlA(2)).

Whatis the rate oftax instalmentdeductionson thesepayments?

4~8 Subsection221C(IAB) allows for tax instalmentdeductions to be
takenoutat specialrateson amountsrepresentingunusedannualleave.
Regulation80of the IncomeTaxRegulationsspecifiesthat taxinstalment
deductionsaretobetakenoutof theseamountsat a rateof 3 1.25%.

Payments In respect of unused long service leave

Whatis longserviceleave?

4.9 Long serviceleaveisdefinedin subsection26AD(8) to mean:

• longserviceleave,long leave,furlough,extendedleaveor leaveof a
similarkind(howeverdescribed)to which a personhasan
entitlementundertheconditionsof employmentspecifiedin:

• a law of the Commonwealthorof aStateorTerritory;

• an award, determination or industrialagreementin force under any
suchlaw;

• a contractof employment;or

• the termsof appointmentto anoffice;

• leave(otherthanannualleave)to which a personhasanentitlement
undera schemeorarrangementwhich hasallowedtheemployerto secure
anexemptionfrom obligationstocomply with a law of the
Commonwealthorof a StateorTerritory relatingto long serviceleave,
long leave,furlough,extendedleaveor leaveof a similarkind (however
described);and

• leavethat is grantedas aprivilege(ratherthananentitlement)which is
determinedby referenceto matterssimilarto thoseto whichentitlements
tolong serviceleave,longleave,furlough,extendedleaveor leaveof a
similarkind (howeverdescribed)areordinarily determined.

Howarepaymentsin respect of unusedlongserviceleavetaxedunderthe
current law?

4.11) Lump sumpaymentsmadeon or after 16 August 1978 in
consequenceof terminationof employmentin respectof unusedlong service
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leaveareincludedin a taxpayer’sassessableincomeundersection26AD.
Theamountincludedin assessableincomedependson whetheror not the
eligibleserviceperiodto whichthe longserviceleaverelatescommencedon
orafter 16August1978.

What is the eligible service period?

4.11 Broadly speaking,eligibleserviceperiodis definedin
subsection26AD(7) to mean:

• if the taxpayerhasnotusedanylongserviceleaveprior toretirement-
the periodby referenceto which thelumpsumamountis calculated; or

• if the taxpayerhasusedsomeof hisor herlongserviceleaveprior to
retirement- theperiodby reference to which the long serviceleaveused
by the taxpayerwascalculatedandtheperiodon which the lump sum
amountis calculated.

Howmuch of an unused long service leave paymentis includedin assessable
incomeif the eligible service period commenced on or after /6 August /978?

4.12 If a taxpaye?seligible serviceperiodcommencedon orafter
16 August1978, thewholeamounthe or shereceiveson terminationof
employmentin respectof unusedlongserviceleaveis includedin his or her
assessableincome(subsection26AD(2)).

Howmuch ofan unusedlong service leavepaymentis includedin assessable
income {f theeligible service period commenced before 16 August 1978?

4.13 If ataxpayer’seligible serviceperiodcommencedbefore
16 August1978:

• thewholeamountheorshereceiveson terminationof employmentin
respectof unusedlong serviceleavethat accruedon orafter
16 August1978is includedin hisor herassessableincome
(subsectionZ6AD(3) andsubsection26AD(4)); and

• 5%of anyamountheorshereceiveson terminationof employmentin
respectof unusedlong serviceleavethat accruedbefore16 August1978
is includedin his or herassessableincome(subsection26AD(5)).

What rate of tax applies to unused long service leave payments?

4.14 Ordinaryratesof tax applyto 5% of that partof any paymentin
respectof unusedlongserviceleavethataccruedbefore16 August1978
which is includedin a taxpayer’sassessableincomeundersubsection
26AD(5).
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4.15 A rebateis available under section IS9SA to ensurethat payments
in respectof unusedlongserviceleavethat accruedon orafter
16 August1978 which axeincludedin a taxpayer’sassessableincomeunder
subsections26AD(2),(3) or (4) aretaxedat aratenotexceeding3(1% pIus
medicarelevy.

Howarepaymentsofthis naturetaxed on the death of an employee?

4.16 If a paymentof this natureismadeon thedeathof anemployee,
notax is payableon the amountreceiveddirectlyby a beneficiaryor by the
trusteeof thedeceased’sestate(subsectionlOlA(2)).

What is therate oftax instalment deductions on these payments?

4.17 Subsection221C(lAR) allows for tax instalmentdeductionsto be
takenoutatspecialrateson assessableretirementamounts.Assessable
retirementamountsaredefinedin paragraph221A(2)(a) tobe anyamount
includedina taxpayer’sassessableincomeundersection26AD. Theamount
includedinassessableincomeundersection26AD is 5% of anyamount
accruedbefore16 August1978andthewholeof theamountaccruedon or
after 16 August1978. Regulation80 of the IncomeTax Regulations
specifiesthat tax instalmentdeductionsareto be takenoutof theseamounts
at a rateof 31.25%.

Explanation of the amendments

Unused annual leave payments
4.18 Lumpsumpaymentsmadeon or after18 August1993in
consequenceof terminationof employmentin respectof unusedannualleave
will continueto be includedin a taxpayer’sassessableincomeunder
section26AC.

4.19 in mostcircumstancesunusedannualleavepaymentswill be
includedin a taxpayer’sassessableincomeandtaxedat ordinaryrates.

4.20 However, if thepaymentis a bonafideredundancyamount,an
early retirementschemeamounroran invalidity amountthe rateof tax
payableon unusedannualleave paymentswill be limited toa maximumof
30%plusmedicarelevy. [Clause50; amendeddefinition ofeligible
assessableincomein section15951
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Bonafideredundancyamounts

4.21 A paymentwill bea bonafideredundancyamountif it is paid to a
personbecauseof his or herdismissalfrom employmentwhere:

• thedismissalwasbecauseof thebonatideredundancyof theperson.
Bonatideredundancyhasthe samemeaningasin section2W. Broadly
speaking,dismissalcarrieswith it theconceptthat theterminationof
employmentisinvoluntaryon theemployeespart - that is, it will be
instigatedby theemployer.However,it alsoincludesthenotionof
constructivedismissalwhereanemployerplacesanemployeein a
positionin which the employeehaslittle option butto tenderhisor her
resignation.Redundancyis thesituationwhereanemployerno longer
requiresemployees to carryoutworkof a particularkind or to carryout
workof a particularkind atthe samelocation. Redundancydoesnot
extendtothedismissalof anemployeeforpersonalor disciplinary
reasonsorbecausetheemployeehasbeeninefficient;

• the terminationtime wasbeforethe lastretirementdate in relation to the
employment. The last retirementdate is defined in subsection 27A(1) to
meanthe time that, underthe conditionsof employment,theemployee’s
servicewould haveordinarily terminatedor theemployee’s65th birthday,
whicheveris earlier;and

• atthe timeof dismissaltherewasno agreementbetweenthepersonand
theemployeror betweentheemployerandanotherpersonto
subsequentlyemploythe person.

(Clause 50J

Early retirementschemeamounts

4.22 A paymentwill be an early retirement scheme amount if it is paid
to apersonon the terminationof employmentwhere:

• the terminationwasin accordancewith anapprovedearlyretirement
schemein termsof section2W; and

• the terminationtimewasbeforethelastretirementdatein relation tothe
employment. The last retirement date is defined in subsection 27A(1) to
meanthe timethat, undertheconditionsof employment,theemployee’s
servicewouldhaveordinarily terminatedor theemployee’s65thbirthday,
whicheverisearlier;and

• atthe timeof dismissalthere is no agreementbetweenthe personandthe
employer or between the employer and another person to subsequently
employtheperson.

[Clause501
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Invalidity amounts

4.23 A payment made to a personbefore 1 July 1994 will be an
invaiidiiy amount if it is paid to the personon termination of employment
where that person’s employment is tenninatedbecause of physical or mental
incapacity to engage in thatemployment.

4.24 A different rule applies if the payment is madeon or after
I July 1994. In this casethe person’s employment must beterminated
becauseof disability arid two legally qualified medicalpractitioners have
certifiedthatthedisability is likely toresultin thepersonbeingunableever
to beemployedin acapacityfor whichheorsheis reasonablyqualified
becauseof training,educationorexperience.

4.25 In eithercase,the terminationtimemustbe beforethe last
retirementdate(asdefinedin subsection27A(1)) in relationto the
employment.That is, theemploymentmustbeterminatedbeforethedateon
which theperson’semploymentwould necessarilyhaveendedbut for the
invalidity.

[Clause 50J

Unused long service leave payments
4.26 Lumpsumpaymentsmadeonor after18 August1993in
consequence of termination of employment in respectof unusedlongservice
leavewill be includedina taxpayer’sassessableincomein full unlessthe
paymentis anage 55 or special termination amountand theeligibleservice
periodin relationto theunusedlongserviceleavecommencedbefore
16 August1978. [Clause49; amendedparagraph26AD(2Xb)J

4.27 An age55 orspecialtermination amountis anamountthat:

• is paid to a taxpayerwho wasaged55 ormoreon 17 August 1993;or

• is a bonafideredundancyamount,anearlyretirementschemeamountor
an invalidityamountwithin themeaningof section159S (seeparagraphs
4.21 to 4.25for anexplanationof theseterms).

(Clause49; newsubsection26A0(14)J

4.28 If the payment is an age 55 or special termination amount andthe
eligible serviceperiodin relation to theunusedlongserviceleave
commencedbefore16 August 1978,thepaymentwill continueto bebroken
into itspre-16August1978andpost-ISAugust 1978components.The
amountincludedin the taxpayer’sassessableincomewill be:
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• thewholeamountheorshereceiveson terminationof employment in
respectof unusedlongserviceleavethat accruedon or after
16 August1978 (subsection26AD(3) andsubsection26AD<4));and

• 5% of anyamountbeor shereceiveson terminationof employmentin
respectof unusedlongserviceleavethat accruedbefore 16 August1978
(subsection26AD(5)).

(Clause49J

4.29 In mostcircumstancestheassessablepartof unusedlong service
leavepaymentswill be includedin a taxpayer’sassessableincomeandtaxed
at ordinaryrates. This will alwaysbe the casefor that partof an unusedlong
serviceleavepayment of which only 5% is assessable (that is, amountsthat
areincludedin assessableincomeundersubsection26AD(5))

4.30 However,if thepaymentis abonafideredundancyamount,an
early retirementschemeamountoran invalidity amountthe rateof tax
payable on that part of the unusedlongserviceleavepaymentthat is included
in assessableincomein full undersubsection26AD(2), (3) or (4) will be
limited to a maximum of 30% plusmedicarelevy. Theconditions for a
payment to qualify as a bonafideredundancyamount,an early retirement
schemeamountor an invalidity amountare describedin paragraphs 4.21 to
4.25. (Clause50; amendeddefinition ofeligibleassessableIncomeIn
section1595]

Application of the proposed amendments
4.31 The amendmentsmade by Clause49 apply to amountpaidonor
after18 August 1993. Subject to the transitional arrangementsin Clause52,
theamendmentsmadeby Clause 50 apply to assessments for the 1993-94
yearof incomeand all lateryearsof income(Clause51].

4.32 Clause52amendsthedefinition of eligible assessableincome in
section159S,in respectof assessmentsfor the 1993-94yearof income,so
that the section159SA rebateappliesto anamountpaidbefore 18 August
1993that is includedin a person’sassessableincomein full in respectof
unusedannualleaveundersection26ACor in respectof unusedlong service
under subsections26AD(2),(3) and (4). It alsoapplies to such an amount
paidon orafter 18 August1993only if the amountis a bonafideredundancy
amount,an early retirementschemeamowu,or an invalidityamount.

Summary of tax treatment of unused leave payments
4.33 Taxpayersaged55 ormoreon 17 August 1993who receivea
paymentin respectof unusedannualleaveorunusedlong serviceleavepaid
on terminationof employment(apartfrom thosewho receivea bonafide
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redundancyamount,anearlyretirement schemeamountor an invalidity
amount)will betaxedasfollows:

• the wholeamountof anyunusedannualleavepaymentswill be included
in assessableincomeandtaxedatmarginalrates;

• 5%of thepre-l6August1978componentof anyunusedlongservice
leavepaymentwill be includedinassessableincomeandtaxedat
marginalrates;and

• thewholeamountof thepost-ISAugust1978componentof any unused
longserviceleavepaymentwill beincludedinassessableincomeand
taxedatmarginalrates.

Example

4.34 Nicholasretiresfrom hisemploymentat theageof 60 on
16 February1994. He receivesa paymentin respectof unusedannual leave
of $2 500 anda payment in respectof unusedlong serviceleaveof $40000.
He hasnot usedany long serviceleavein thepast. Nicholashasbeen
workingfor the sameemployerfor 35 years.Therefore,hehas19 yearsand
6monthsserviceprior to 16August 1978. As Nicholaswasagedover55on
17 August1993,hewill retainthe concessionaltreatmentthat applies to the
pre-16August 1978 componentof his unusedlongserviceleavepayment.
However,he will notbeentitledto arebateto limit themaximumrateof tax
payableon the amountincludedin his assessableincomein full to 30% plus
medicarelevy. Nicholaswill include the following amountsin his assessable
incomefor the 1993-94year:

Unusedannualleave $2 500

Unusedlongserviceleave

5%x$22286(ie,19.5/35x$40000) $1 114

($40000422286) $17714

4.35 Taxpayerswho receivea payment in respectof unusedannual
leaveor unusedlong serviceleavepaid on termination of employmentwhich
includesa bonafideredundancyamount,an early retirementschemeamount
or an invalidity amount(including taxpayersaged55 or moreon
17 August1993)will be taxedasfollows:

• thewholeamountof anyunusedannualleavepaymentswill beincluded
in assessableincomeandtaxedsubjectto a maximumrateof 30%plus
medicarelevy;
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• 5% of the pre-l6 August 1978componentof any unused long service
leavepaymentwill be included in assessableincomeand taxedat
marginalrates;and

• the whole amountof thepost-ISAugust1978componentof any unused
longserviceleavepaymentwill beincludedinassessableincomeand
taxedsubjectto amaximumrateof 30% plus medicarelevy.

Example

4.36 Abiona acceptsan offer from her employerunder an approved
earlyretirementscheme. Sheleavesher employmenton 16 August 1994and
receivesapaymentin respectof unusedannual leaveof $4 000 and a
paymentin respectof unused long serviceleaveof $28000. Shehas not
usedanylong serviceleave in thepast. Abiona,whoturned55 yearsof age
in July 1993,has beenworking for the sameemployerfor 26 years.
Therefore,shehas 10 yearsserviceprior to 16August 1978. As the amounts
paid to Abionain respectof unusedannualleaveandunusedlongservice
leaveareearly retirementschemeamounts,shewill retain the concessional
treatmentthatappliesto thepre-16August1978componentof herunused
longserviceleavepaymentandwill alsobeentitledto arebateto limit the
maximumrateof tax payableon the amountincludedin herassessable
incomein full to 30% plusmedicarelevy. Abiona will include the following
amountsin herassessableincomefor the 1993-94year:

Unusedannualleave $4 000

Unusedlong serviceleave

5% x $10 769 (Ic, 10/26x $28000) $538

($28 000-$l0769) $17 231

4.37 Abiona will be entitled to a section 159SA rebate so that the rate
of tax payable on the $21 231 included in her assessable income in full in
respectof unusedannualleave andunused long serviceleave will not exceed
31.4%.

4.38 All other taxpayerswho receivea payment in respectof unused
annualleaveor unusedlong serviceleave paid on termination of employment
will be taxed asfollows:

• the wholeamount of any unusedannual leavepaymentswill be included
in assessableincomeandtaxedat marginalrates;

• the whole amountof any unusedlong serviceleavepayment will be
includedin assessableincomeandtaxedat marginal rates.
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Example

4.39 Saulresignsfromhisemploymenton 25 June1994. lIe receivesa
paymentin respectof unusedannualleaveof $3 000and a payment in
respectof unusedlongserviceleaveof $16000. He hasnotusedany long
serviceleavein thepast.Saulis45 yearsof ageandhasbeenworkingfor
the sameemployerfor 20 years(includingsomeserviceprior to
16 August 1978). The whole of theamountreceivedby Saulwill be included
in his assessableincomein full. Therefore,Saulwill includethe following
amountsin hisassessableincomefor the 1993-94year:

Unusedannualleave $3 000

Unusedlongserviceleave $16000

4.40 Tax instalment deductionswill continue to be taken out of these

amountsat specialrates.

4.41 If a payment of this natureis made on the death of an employee,it
will continue to be tax free in the hand’s of thebeneficiaryor the tusteeof
the deceased’sestate.
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Summary of proposed amendments

5.1 Purpose of amendments: To phaseout the currentexemptionfrom tax
provided by section230of the incomeTaxAssessmentAct (the Principal
Act) for incomein the nature of interest paid to credit unions by their non-
corporatemembersin respectof loansmadeto thosemembersandto allow
credit unionsto betaxedasco-operatives.

5,2 Date of effect: The amendmentswill come into effectfrom thedate
upon which theBill receivesRoyalAssent. They will removethe exemption
for large credit unions (those with total grossassetsin excessof $30 million
as at 30 June 1993)andallow them to be taxedasco-operativesor
companies,with effectfrom the1994-95yearof income,subject to a
concessiortaltaxrateof 20%for the 1994-95,1995-96and 1996-97yearsof
income.

5.3 The amendmentswill removethe exemptionfor all other credit
unions and allow them to be taxed asco-operativesor companies,with effect
from the 1995-96yearof income,subject to a concessionaltax rate of 20%
for the 1995-96and 1996-97yearsof income.

Background to the legislation

5.4 Section230of the Principal Act currently provides that incomein
the nature of interest received by an approved credit union from its non-
corporatemembersin respectof loansmadeto thosemembersisexempt
from incomeLax.

5.5 Section230 wasenactedto overcomethedecisionin Sydney
Water BoardEmployees Credit Union Ltd v. FC of T 73 ATC 4129where the
High Court held that the principle of mutuality did not apply to interest paid
to the credit union by its members in respectof loansmadetothem by the
credit union, and that the interest was assessableincomein the handsof the
credit union.
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5.6 This statutoryexemptionwasjustifiedon thebasisthat credit
unions satisfied a socialneedfor financenotprovided at that time by other
financialinstitutions. However,sincefinancialderegulation,thisjustification
is no longervalid. The rangeof personalfinancialservicesprovidedby
creditunionsis providedalsoby a widerangeof otherbodieswhichreceive
no tax concessions.

5.7 In order to ensureequity and consistencyof tax treatmentwith
otherfinancialinstitutions,the law will be amendedto removethe
exemption. In addition, the law will beamendedtoallowcreditunionstobe
taxed asco-operativesif theysatisfy the requirementsof section 117 of the
Principal Act.

5.8 Theproposedamendmentsinitially will reducethecompetitive
advantageenjoyedby creditunionsby taxing themasco-operativesor
companiesat aconcessionalrateof 20% until andincludingthe 1996-97year
of income,afterwhich theywill be taxed at the full corporaterate.

5.9 Largecreditunions (those with total grossassetsgreater than$30
million as at30 June1993)will be liable to paytax attheconcessionalrateof
20%with effect fromthe 1994-95yearof income. All other creditunions
will be liable to pay tax at the concessionalrate of 20% with effectfrom the
1995-96year of income. This will allow smaller creditunions an additional
yeartopreparefor the introduction of taxation,All creditunions then will be
liable for the full corporatetax ratefor the 1997-98year of incomeand alt
lateryearsofincome.

Explanation of proposed amendments

5.10 Division 10 of Part6 the Bill will amendsection6 [Clause 62J,
section236 (Clause64J,section 117 [Clause65Jand section119
(Clause66Jof the Principal Act andwill introducenewsection6H
(Clause63Jinto the Principal Act.

ObjectofDivision

5.11 The object of theproposedamendmentsis tophaseout the special
tax treatmentof credit unions (Clause 61J.
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Interpretation

5.12 Subsection6(l) of thePrincipalAct is amendedby inserting a
definition for ‘transitional creditunion’ [Clause62). Thattermis definedas
having themeaninggiven by new section6Hof thePrincipal Act,and it is
usedin anendedsections236and 117 of the PrincipalAct and in amended
section23 ofthe IncomeTaxRates Act 1986.

Whatis a ‘transitional creditunion’?

5.13 Forthepurposesof thePrincipalAct,a creditunion is a
transitionalcreditunionin relationto a yearof incomeif theyearof income
is the1994-95yearof income,the1995-96yearof incomeor the 1996-97
yearof incomeandit isadesignatedlargecreditunion[Newparagraph
6H(I)(a)J [Clause63).

5.14 Thismeansthatcreditunionswith totalgrossbalancesheetassets
of morethan $30 million as at30 June1993will be liable topaytax at the
concessionaltax rateof 20% for the 1994-95,1995-96and 1996-97yearsof
incomeandwill be liable to pay the full corporaterateof tax for the 1997-98
yearof incomeandall lateryearsof income.

5.15 A creditunionisalso a transitionalcreditunion in relationto a
yearof incomeif theyearof income is the 1995-96or the 1996-97yearof
incomeand it is notadesignatedlargecredit union[Newparagraph
6H(IXb)J [Clause63).

5.16 Thismeansthat acreditunionwith totalgrossbalancesheetassets
of $30 million or lessasat 30June1993,or acreditunion thatwas not in
existenceasat 30June 1993,will be liable to paytax attheconcessionalrate
of 20% for the1995-96and 1996-97yearsof income,andwill be liable to
pay the full corporaterateof tax for the 1997-98yearof incomeandall later
yearsof income.

Whatis a ‘designated large credit union’?

5.17 A designatedlargecreditunionis a creditunionwith totalgross
balancesheetassetsasat 30June1993 of morethan$30million. Total gross
assetsaretobe determinedon thebasisof theamountof total grossassets
that would have been disclosed in the auditedbalancesheetof a credit union
for the lastordinaryaccountingperiodthat endedbefore1 July 1993if its
accountshadbeenpreparedinaccordancewith generallyacceptedaccounting
principles[Newsubsection611(2))[Clause63)

5.18 In otherwords,if theunauditedaccountsof acredit uniondisclose
total grossassetsof $30million or lessand the auditedaccountsindicatethat
total grossassetsactuallyexceed$30 million, thecreditunionwill bea
designatedlargecreditunion for thepurposesof thePrincipal Act.
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Definitions

5.19 Proposednewsection6H usesthe terms‘accounts’,‘accounting
period’and ‘credit union’. A definitionofeachof theseterms for the
purposesof thenewsectionis includedin theproposedamendments[New
subsection 6H(3)J [Clause63).

5.20 Theterm‘accounts’,in relationto a creditunion referredto in new
section611, isdefinedto meanaccountspreparedby or on behalfof acredit
union for thepurposeof providingan annualreportto theshareholdersof the
creditunion.

5.21 Theterm‘accountingperiod’,in relation to acreditunionreferred
to in newsection611, is defined to mean the end of its ordinaryaccounting
periodwhenthebalanceof its accountsisstruck.

5.22 Theterm ‘credit union’ is definedto havethesamemeaninggiven
to it in section236of thePrincipal Act.

Removalof exemptionof interest received by credit unions

5.23 Section23(3 of thePrincipalAct is amendedto providethat
subsection23G(2)doesnotapply to acredit union inrelation to a yearof
incomeif the creditunion isa transitionalcreditunion in relation to that year
of income,or if theyearof incomeis laterthanthe 1996-97yearof income
(Newsubsection23G(2A)J[Clause64).

5.24 Thismeansthat if acreditunionis a transitionalcreditunionin
relationto a yearof income,it will no longerbeentitledto theexemption
providedundersection23Gof thePrincipal Act.

Credit unionsto be allowed to be taxed as co-operatives or companies

5.25 Section117 of thePrincipalAct is amendedtoprovidethat
subsection117(2)will notapply to acreditunionin relationto a yearof
incomeif thecompanyis a transitional creditunionin relationto that yearof
incomeor if theyearof incomeis laterthanthe 1996-97yearof income
[Newsubsection117(3))[Clause65!.

5.26 Subsection117(2)of thePrincipalAct currently providesthat
creditunionswhich enjoy theexemptionprovidedfor by section236of the
PrincipalAct arenoteligible to betaxedasco-operativecompanies.
However, when the exemption no longer applies to a creditunion,it will be
allowedto be taxedasa co-operativeif it satisfiestherequirementsspecified
in subsection 117(1).
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Application of the mutuality principle to interest received by credit unions in
respectof loans tomembers

5.27 Section119 of thePrincipal Act will beamendedtoprovidethat if
a creditunionreceivesapaymentof, or in thenatureof interest,thepayment
is takentobe for therenderingof services(Newsubsection119(2)1
(Clause661. Newsubsection119(2)is not intendedto limit thegeneralityof
subsection119(1)[New subsection119(3))[Clause66).

5.28 it is clearfrom theHigh Courtsdecisionin theSydneyWater
BoardEmployeesCredit Union casethatinterestreceivedby a creditunion
from its membersin respectof loansmadeto thosemembersisnotmutual
incomeandis assessableincomeof thecreditunion. Nevertheless, the
proposedamendmentto section 119 of the PrincipalAct is intendedto put
beyonddoubt thatany paymentsof, or in thenatureof interest,receivedby
anycreditunion in respectof loansto its membersis assessable income.

Application of theamendment to section 119

5.29 Proposednew subsection119(2)isexpressedto apply only to
assessmentsin respectof the 1994-95yearof incomeandlateryearsof
income[Clause 671. This is to ensure that theprovisioncannotbeconstrued
ashavingeffect in relationto any yearof incomeprior to theenactmentof
subsection117(2).
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Amendments to Income Tax Rates Act 1986

Summary of proposed amendments

5.30 Purposeofamendments;To provideaconcessionaltax rateof 20%
for a creditunionin theyearsof incomein which it is a transitional credit
union.

5.32 Dateofeffect: The amendmentswill comeinto effectfrom thedate
upon which theBill receivesRoyal Assentandwill apply toa creditunion
which is a transitionalcreditunionin respectof the 1994-95,1995-96or
1996-97yearsof income.

Explanation of proposed amendments

5.33 Division 3 of Part7 of the Bill will amendsection23 of the
IncorneTaxRatesActi9so(thePrincipalAct).

Object of the Division

5.34 Theobjectof thisDivision is toprovidea concessionalrateof tax
for credit unionsduringthe transitionalperiodafterwhich they becomeliable
to pay tax atthe full corporaterate(Clause73).

Ratesof tarpayableby companies

5.35 Section23 of thePrincipalAct wilt beamendedto includea
referenceto a ‘transitionalcreditunion’ (Newparagraph23(2Xe)J
[Clause74).

5.36 Section23 of the PrincipalAct will beamendedalsotoprovide
that the rateof taxpayableby atransitionalcreditunion in relation to the
yearof incomeis 20%[New subsection23(4E)J[Clause74).

5.37 This meansthatduring the relevanttransitionalperiod, a credit
unionwill be liable totax at theconcessionalrateof 20%.
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CHAPTER SIX Taxation ofFriendly Societiesand Other
RegisteredOrganisations

Swnmaryofamendments 43
Backgroundto the Iegthlation44
Explanationof amendment 45

Summary of amendments

6.1 Purposeof theamendments:Theproposalsin this Bill concerning
friendly societiesarid otherregisteredorganisationswill basicallyput the life
insuranceandsimilarly taxedbusiness of thoseorganisationson the same
taxationfootingasthat applyingto similarbusinessconductedby life
companies[Clause 57).

Increase in rate of tax paid by registered organisations
6.2 At present,the rateof taxapplicableto theeligible irtsurance
businessof registeredorganisationsis 30%. Therateof tax paidby life
companieson thesamebusinessis 39%[Clause69J. The rates are to be
broughtintoline on an incrementalbasisover3 yearssothat bothwill be
payingthe sameratefrom the 1996-97yearof income.Therateof tax
applicableis providedfor in paragraph23(4)(b)of the IncomeTax RatesAct
1986.

Deductions for expenses Incurred in gaining certain premiums
6.3 With thealignmentof registeredorganisationand life company tax
rates,registeredorganisationsareto bealloweddeductions,in the sameway
aslife companies,for the expensesthey incur in gainingthe investment
componentof ordinarylife insurancepremiums[Clause53), Newsection
II6HAA is to be insertedtopermit this deductionfrom 1 July 1994.

Increase In rebate for assessable friendly societies bonuses
6.4 Therebateprovidedfor by sectionI6OAAB in respectof friendly
societylife insurancebonusesincludedin a policy holder’sassessableincome
is to be increasedon a commensuratebasiswith the increasedtax ratesfor
friendly societies(Clause57). However,the increasedamountof rebatewill
applyonly from 1 July after theyearof incomein which an increasedrateof
tax appliesto friendly societies.
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Backg round to the legislation

6.5 Twoamendmentswhich arecontainedin theBill relateto friendly
societiesandotherregisteredorganisations.Thesemeasuresareintendedto
bring thetaxationof thelife insurancebusiness,andothersimilarly taxed
business,of thosebodiesintoline with that applyingtothe samebusiness
conductedby life insurancecompanies.Anotheramendmentwill increase
the rebateavailabletofriendly societylife insurancepolicy holderswho are
assessedon relevantbonuses.

6.6 Thefirst of the two amendmentsapplicableto registered
organisationswill incrementallyincreasethe rateof tax presentlyapplying to
their eligible insurancebusinesssothat it will eventuallyequalthe tax ratc
paid by life companieson similarbusiness.Theincreaseis to be introduced
over3 yearsatthe rateof 3 percentagepointsperyearcommencingwith the
1994-95incomeyear,so that bothbodieswill pay the sameratefrom the
1996-97incomeyear. Theamendmentinvolveschangestoparagraph
23(4)(b) of the IncomeTaxRates Act 1986.

6.7 Deductionsare availableto life companiesfor theexpensesthey
incur in gettingincertainordinarylife insurancepremiums.These
deductionshavenotbeenavailableto registeredorganisacionsbecauseof
theirlower taxrate. With thealignmentof rates,an amendmentis necessary
to allow registeredorganisationsto deducttheir expensesof getting in similar
insurancepremiumsin thesamewayas life companiesareallowedsuch
deductions.Basically, the premiumsinvolved are thosethat,when invested,
produceincomewhich is subjectto Australianincometax in the handsof the
policy issuer. Theprovision,newsection1 I6HAA, which is in thesame
tennsassectionslilA, lllAA and 1161-IA of the IncomeTaxAssessment
Act 1936,will allow thesamesort of deductions.It will apply to costsof
gettingin premiumssuchascommissionsandcostsof promotingthe
particularkind of insurance.

6.8 Thefinal amendmentconnectedwith thesemeasureswill increase
therebateprovidedby section16OAAB to policy holderswho includein their
assessableincome,amountsin respectof bonusesreceivcdon life policies
issuedby friendly societies.Section26AH dealswith certain life policy
bonusesreceivedwithin 10 yearsandsetsout which bonusesare to be
includedin assessableincome.

6.9 Section 26AH may apply tomostbonusespaidon any life
assurancepolicy, regardlessof whattypeof body issuedthe policy.
However,thebodywhich issuedthe policy would havepaid tax on the
incomeoutof which thebonuswaspaid. To compensatepolicy holdersfor
that tax when a bonusis included inassessableincome,section I6OAAB

Fovidesa rebateat the rateof tax paid by thcbody which issuedthe policy.
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Therebateis allowedto ensuretax is notpaid twice onthe incomewhich
gaveriseto thebonus;oncein thehandsof the friendly societyanda second
timewhenthe amountof thebonusisincludedin thepolicy holder’s
assessableincome. Theincreasedrebateis to becommensuratewith the
increasedrateof tax paidby friendly societies,butan increasedrebateis to
beavailableonly from 1 Julyafter theyearof incomein which an increased
tax rateappliesto friendly societies.

S

Explanation of the amendments

Increase in rate of tax paid by registered organisations
6.10 Division 2 of Pan7 of theBill dealswith changesin the taxrates
applicabletoregisteredorganisations.SubdivisionsB, C andD propose
amendmentstoparagraph23(4)(b) of thePrincipal Act (that is the Income
TaxRatesAct 1986) to increasethe rateof tax in respectof theeligible
insurancebusinesscomponent(‘EIB component’)of the taxableincomeof a
registeredorganisation.That componentbasicallycomprisesthe taxablelife
insuranceand accidentanddisability businessof registeredorganisations,the
similarbusinessof which is taxedat 39%in thehandsof life companies.

6.11 SubdivisionB providesfor therateof tax for the EIB component
to be increasedto 33%for the 1994-95yearof income(CIause7OJ.
SubdivisionC providesfor the rateof taxfor theEIB componentto be
increasedto 36%for the1995-96yearof income(Clause71.1. SubdivisionD
providesfor the rateof tax for the E~componentto be increasedto 39% for
the 1996-97and subsequentyearsof income(CIause7ZJ.

Deductions for expenses incurred in gaining certain premiums

6.12 Division 8 of Part6 of theBill proposesthe insertion of a section,
newsectionII6HAA, into thePrincipalAct (the IncomeTax AssessmentAct
1936)to allow registeredorganisationsadeductionfor their expensesof
gettingin certainlife insurancepremiums,in the sameway as life companies
areallowedthosedeductions(Clause55/. TheDivision alsoproposesthe
insertionof a numberof definitionsnecessaryfor theoperationof thenew
section(Clause.54], Theproposednew sectionis to apply to expenditure
incurredby a registeredorganisationon or after 1 July 1994(Clause56].

6.13 Proposednewsection1 16HAA isin similar termsto sections
lilA, IIIAA and 1I6HA. Newsection1I6HAA will allow thesamesort
of deductions;it will apply to costsof getting in premiumssuchas
commissionsandcostsof promotingtheparticularkind of insurance.
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6.14 NewsubsectionII6HAA(I) limits the typeof premiumswhich
are intended to come within new section 1161-IAA. Only premiums received
by registeredorganisationswhich, when invested,produce incomewhich is
liable to Australian tax are intendedto comewithin thesection,provided they
are notdealt with elsewhere.Consequently,newsubsectionII6HAA(1)
excludes:

• superannuationpremiums (at paragraph (a))as they are dealtwith under
section116t-IA;

• premiums receivedin respectof eligiblepolicies (at paragraph (b)) as
they do notproduce assessableincome;

• specifiedroll-over amounts(at paragraph(c)); and

• premiums receivedin respectof eligible non-residentpolicies or which
are exempt from tax under section23AH (at paragraphs (d) & (e)
respectively)as theywould not produce incomewhich is assessablein
Australia.

6.15 NewsubsectionII6HAA(2) deemsthe premiums to which the
sectionapplies to be assessableincome solelyfor the purposeof determining
the deductionsallowable to registeredorganisations. As indicated above,
expensesof getting in premiums intended to be deductibleunder thesection
are limited to costssuchascommissionsandcostsof promoting the
particularkind of insurance.

6.16 Newsubsection116HAA(3) provides that the sectiondoesnot
apply to premiums derived by a registeredorganisation unlessthe
organisation obtains a certificate from an authorised actuary. The certificate
will needto be obtained before the dateof lodgmentof the organisation’s
relevantreturnof income,or within such further time as the Commissioner
allows, andto certify the amountof the investmentcomponent of premiums
to which proposednew subsection1161-IAA(1) will apply. Thecertificate
will needto be retained for 5 yearsasrequired by section262A.

6.17 An ‘authorised actuary’ is defined in new subsectionII6HAA(4)
to mean a Fellowor an Accredited Member of the Institute of Actuaries of
Australia.

Increase In rebate for assessable friendly society bonuses

6.18 Division 9 of Part6 of the Bill proposesto increasethecurrent
level of rebate provided by section 16OAAB in respectof friendly society
bonusesincluded in assessableincomeunder section26AH. The increaseis
to be commensuratewith theproposalsin the Bill for increasedtax rates for
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friendly societies. However,an increasedratewill not be available until I
July after the year of incomeafter the year of increasefor friendly societies.

6.19 Theamount of rebateto be allowed in respect ofpolicies issuedby
friendly societiesis presently setout in paragraph (a) of thedefinition of
‘statutory percentage’in subsectionI6CAAB( 1). Subdivision B of Division 9
of the Bill increasesthe amount to 33% from 1 July 1995(ClauseS8!and
subdivision C increasesthe amountto 36% from 1 July 1996 ICiauseS9).
Subdivision D omits thedefinition of ‘statutory percentage’and increasesto
39% the amount of rebate applicable to friendly societybonusesfrom 1 July
1997[Clause 60]. Consequently,the definition is no longer required. Any
referencesin sectionI6OAAB to ‘the statutory percentage’are alsoomitted
and replacedwith ‘39%’

Page 47





CHAPTERSEVEN MedkateLevyLow Income Thresholds

Swnmaryof amendments 49
Backgroundto thelegislation...49
Exploitationof the amendments50

Summary of amendments

7.! Purposeoftheamendment:ToamendtheMedicareLevyAct 1986 (the
Act) to raisethe low incomethresholdsfor individuals,marriedcouplesand
soleparents[Clause75J. Personswith ataxableincomebelowtheMedicare
levy low income thresholdsare not requiredto pay the levy.

7.2 Dateofeffect: I July 1993 [Clause79]

Background to the legislation

7.3 Medicarelevy isimposedon a person’staxableincomeatarate
prescribedin theAct (section6). Since 1 July 1993theratehasbeen1.4%.

7.4 EachyeartheGovernmentreviewsthe low incomethresholdsand
decideswhetherit is appropriate to review them.

7.5 Thelevy is not payable if a person’s taxable incomedoesnot
exceedthe amount prescribedin the Act (subsection7(1)). The present
amount (that is, the low income threshold for individuals) is $11,887.
However,if a person’sincomeis greater than the low incomethreshold, but
doesnotexceed$12,680,the amountof levy payable is 20%of theexcess
(subsection7(2)).

Example

7.6 A taxpayer’s taxable incomein 1992-93was$12,433. Theamount
of levy payable is$109.20[20% of ($12,433-$ll,887)}.

7.7 At the “shading-in point” of $12,680,the amount of levy
calculatedat 20%of theexcessis the sameas if the Medicare levy had been
applied at the then normal rate of 1.25% to the person’s taxable income.
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7.8 Additionally, the levy is payableif a person’sfamily income
exceedsthe “family incomethreshold” and:

• the personis married(or in a defactorelationship) on the last thy of the
income year or

• the personis entitledto a rebate for a child-housekeeper,a soleparent
rebate or a housekeeperrebate.

7.9 The relevant “family income” is the sumof the taxableincomesof
thepersonand of the person’spartner. In othercases,it is the taxableincome
of the person.

7.10 Thefamily incomethresholdis prescribedas$20,070plus$2,100
for eachdependentchild or student (subsection8(5)).

Explanation of the amendments

7.11 The low incomethresholdfor individualsis to be increasedto
$IZ,688(up from $11,887)jClause77J.

7.12 The range of taxable incomeoverwhich the levy is shadedin will
be raised. The newrange will be incomeexceeding$12,688but not
exceeding$13,643(up from $11,887and $12,680respectively)[Clause77].

7.13 Thefamily income threshold will be changedby increasingthe
baseamount to $21,366(up from $20,070)[Clause78). There will be no
changeto theamount for eachdependentchild or student.
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7.14 The1993-94low incomethresholdsandshading-inrangeswill

thereforebeasshown in the following table:

Tubin Medirnre levy low incomethresholdsand shadtn~in‘fl’~
categoryni -

taxpayer
N1ev’ if
taxable(or

family) income
doesnotexceed

Reducedlevy if taxable
(or family) incomele

within therage

~)Fdiiii7 raWW
levy where
taxable(or

family) iawee
a~t

Tnthvirt’12t trrpnyPr 512.688 $t2,689-$13,643 $13,643

Maitedtaxpayer
with no
child/students 521.366 $21,367-$22.974 $22,974

Marriedtaxpayer
with:
1 child/student 523.466 $~467.$25.2l4 525,214

c’~/”~”~’~ 523.566 ~5,567-$27454 527.454

3 ~ 527.666 527.667-529.694 $29,694

I t rhitdrrnktiulentc 529.166? $3t•934

For each additionalchild or student add:
V.100*
$2240#
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SalesTax: GeneralRateIncreasesCHAPTEREiGHT

Summaryof amendments 53
Backgroundto she legislation ... 53
£xplanaiionof ike amendments 53

Summaryof proposedamendments

8.1 Purposeofwnendmenls: To increaseexistingsalestax rates by 1%
from 18 August1993andwill be increasedby a further 1%from 1 July 1995
[Clauses 80 and 87J.

Background to the legislation

8.2 Salestax ratesareset in Schedulessothe Sales Tax (Exemptions
and Classifications) 4cr 1992 (E&C Act). ScheduleI coversgoodswhich
areexempt from salestax. Schedules2 to 5 covergoodson which sales tax is
payable.Each Schedulesets a different rate of salestax for taxable dealings
with the goodscovered by that Schedule.The rates applicableunder those
Schedulesare10%, ~ 20%, and30%respectively.

Explanation of theamendments

8.3 The following table showsthe Schedulesto the E&C Act, the
currentrates of sales taxsetby thoseschedules,the rateswhich will apply
from 18 August 1993and the rateswhich will apply from 1 July 1995.

SCHEDULE EXISTING
RATE

RATE FROM
1SAUGUST 1993

RATE FROM
1JULYt99S

SchnluleU ExemnL Exempt Exempt

crhMiIe2 10% 11% 12%

Sctwlnle 1 15% 16% 17%

SrhMiilt4 20% 21% 22%

cchsiile S 30% 31% 32%
crhriliilr 6 Not armlicable 45%



SalesTax: General Rate Increases

8.4 Each rating Schedule will be amendedto increase the rate set by
that Scheduleby one percentagepoint for taxable dealingsoccurringonor
after 18 August 1993[paragraph92(a), Clauses 93,94 and
paragraph95(a)J.

8.5 TheBill will alsoinserta new Schedule (Schedule 6)which will
apply to luxury motor vehicles.Schedule 6 will apply a 45% rate to those
vehicles (Clauses90 andNJ. However,for each taxable dealing covered by
Schedule6, the SalesTaxAssessmentAct 1992 (The AssessmentAct) will
substitutea special taxable value (proposed section 42A). That special value
will ensure that the 45% rate is only applied to that proportionof the taxable
value that exceeds the motor vehicle luxury threshuld [Clause83).

8.6 The increased rates will be further increased by another percentage
point from 1 July 1995. The rate, however, for luxury motor vehicles, will
remainat 45% (Clauses99 and100andSchedule).

8.7 AppendixA to the AssessmentAct contains examples of the
operation of the sales tax laws, including calculations of tax payable. The Bill
will amendthoseexamples sothat they reflect the increased rates proposed to
apply from 18 August 1993. A further set of amendments proposed to
commence on 1 July 1995 will adjust those examples to reflect further rate
increasesproposed to apply from that later date (Clauses 85 and99and
ScheduleJ.
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CHAPTER NINE SalesTax on Wine, Ciderand Other
Similar Beverages +

Swnmaryofamendments 55
Backgroundtothelegislation+.+56
Explanationoft/reamenthnents57

Summary of proposed amendments

9.1 Purposeofamendments:To increase the rates of tax on wine, cider and
similar beverages:

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

(b) from 20% to 31%,if the beverages do not have a low alcohol
content (more than 1.15% by volume) (Clauses80and871.

9.2 Dateof effect: The amendments will apply to dealings with goodsonor
after 18 August 1993 [Clause86).

wine, cider
similar
beverages
mood, perry.
sake
similar
fermented
beverages



Sales Tax onWine, Cider andOther Situilar BeverpEes

Background to the legislation

Low alcohol wine, cider etc.
9.3 Under theexisting law, the following low alcohol beverages:
• Australian-madewine and cider, and beverages similar to wine and cider

(such as wine coolers); and

• inead, perry, sake and other similar fermented beverages;

are taxed at the concessional rate of 10%. Goods are taken to be low alcohol

if they contain no more than 1.15% by volume of alcohol.

9.4 Note: The expression“other similar fermented beverages” includes
fruit wines and beverages fermented from plants such as vegetables, flowers
and herbs marketed as vegetable wine etc.

9.5 Imported low alcohol wine and cider, however, is taxed at the
general rate of 20%.

9.6 The 10% concessional rate does not apply to:

• beer, spirits, liqueurs or spirituous liquors; or

• beverages that contain beer, spirits (other than spirits for fortifying wine
or other beverages), liqueurs or spirituous liquors.

Other wine, cider etc.
9.7 Under the existing law, the following alcoholic beverages:
• wine,cider and beverages similar to wine and cider (such as wine

coolers);and

• mend, perry, sake and other similar fermented beverages;

are taxed at the general rate of 20%. Goods are taken to be alcoholic if they

contain more than 1.15% by volume of alcohol.
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Explanation of proposed amendments

9.g The following table shows the range of alcoholicand low alcohol
beverages whose rates of tax are proposed to be changed by this Bill together
with the existing rates and proposed increased rates.

Rversge Alcoholicor
lowalcohol

Ansirallan
or Imported

Existing
rat.

ProposNlrate
(at iSfV9i)

Wine,cider&
similarbeverages

Alcoholic Australian&
impacted

20% 31%

wine&cider Low alcohol Atsainiian 10% 21%

Wine & cider Low alcohol tmpcuwd 20% 21%

Beveragessimilar
to witte & cideT

Low alcohol Australian&

imp0~

10% 21%

Mead.perry, sake
& othersimilar
fermented
beverages

Alcoholic Australian&
imported

20% 31%

Mead, perry, sake
& othersimilar
ret~nented
beverages

Low alcohol Australian&
imported

10% 21%

9.9 Part 10 of the Bill will amend Schedule 2 to theExemptions and
Classifications (E&C) Act by deleting Item is, which covers the following
low alcohol beverages:

• wine and cider manufactured in Australia;

• beverages similar to wine or cider; and

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

Low alcohol beverages consist of no more than 1.15% by volume of alcohol

(Clause 92).
9.10 This will have the effect of increasing the tax on those beverages
from 10% to the general race (proposed by this Bill to be 21% from
18 August 1993).

9.11 Part 10 of the Bill will also amend Schedule 5 to the E&C Act by
adding Item is, which covers the following alcoholic beverages:
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• wine, cider and beveragessimilar to wine or cider; and

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

9.12 Alcoholic beverages contain more than 1.15% by volume of

alcohol (Clause 95).
9.13 This will have the effect of increasing the tax on those beverages
from 20% to the second highest raze (proposedby this Bill to be 31% from
18 August 1993).
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CHAPTER TEN SalesTaxon Luxury Motor Vehicles

Swnnsaryof amendments 59
Backgroundto the legislation. .59
E.zplanarionof the amendments 60

Summaryof proposed amendments

10.! Purposeofamendment:To change the effective rate of sales tax on
luxury motor vehicles, so that:

(a)’the portion of the wholesale value that does not exceed the luxury
threshold will be taxed at the general rate of sales tax applicable to that
kind of motor vehicle (ie. either 16% or 21%, depending on the
classification of the vehicle); and

(b) a new rate of 45% will apply to the excess (Clauses80 and87).

10.2 Dateof effect: The change will apply to taxable dealings that occur

with luxury motor vehicles on or after 18 August 1993 (Clause97].

EXISTING LAW P1~OPOSEDLAW

Taxable

Tax Payable

Background to the legislation

10.3 Under theexisting law arrangements, luxury motor vehicles are
subject to sales lax at a rate of 30% on their full wholesale value. A luxury
motor vehicle is a passenger motor caror station wagon which has a
wholesale value in excess of the luxury motor vehicle threshold. That

Tax Payable



SalesTax on Luxury Motor Vehicles

threshold is calculated according to a formula that converts the motor vehicle
depreciation limit (under the Income Tax law) to an equivalent wholesale
value (Clause821. For the 1993-94 financial year, the luxury motor vehicle
threshold is $32,486.46.

10.4 Passenger motor cars or station wagons which have a wholesale
value below the luxury motor vehicle threshold are taxable at either 15% or
20% (depending on the classification of the motor vehicle).

10.5 However, once the wholesale value of the motor vehicle exceeds
the luxury threshold, the 30% rate is applied to the full wholesale value of the
vehicle. This has the effect of imposing an additional 15%or 10% rate of tax
(as the case may be), on the sub-luxury component of the wholesale value of
the luxury motor vehicle. For example, the sales tax payable on a passenger
vehicle with a wholesale value of $32,486 is $4,873, but if the wholesale
value is increased by $1 to $32,487, the sales tax increases to $9,746.

Explanation of proposed amendments

10.6 The purpose of introducing the split rates is to remove the sudden
increase in tax that is payable on the sub-luxury component of the wholesale
value of a motor vehicle when it exceeds the luxury threshold. The split rate
will mean that all passenger vehicles will be taxable at either 16% or21% up
to the current luxury threshold of $32,486.46. After the threshold has been
reached, each additional dollar of wholesale value will be subject to tax at the
rate of 45%. This means that where the luxury threshold is exceeded eg. by
$1, the additional tax payable will be 45 cents rather than $4,873 for 15%
vehicles or$3,249 for 20% vehicles.

10.7 The amendments will insert a new Schedule (Schedule 6) in the
Bill, which will apply sales tax at the rate of 45% on luxury motor vehicles.
These are the same motor vehicles chat are taxed under theexisting law at
30%. The Bill will also make consequential amendments to the law to reflect
the introduction of the new Schedule (Clauses89, 91,and 96]

10.8 However, for all taxable dealings with luxury motor vehicles, the
new law will substitute a special taxable value. The effect of that special
value will be to apply a split rate to luxury motor vehicles [Clause83):

• the portion of the wholesale value of the motor vehicle that does not
exceed the luxury threshold will be taxed at the general rate of sales tax
applicable to that kind of motor vehicle (ie. 16% or 21%, depending upon
the classification of the vehicle);
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the portion of the wholesale value of the motor vehicle that does exceed
the luxury threshold will be taxed at the new rate of 45%.

Example

10.9 Using the following information, the reduced taxable value method
used to calculate the taxable value proposed in theBill, and theeffective split
value method (for a motor vehicle with a pre-luxury threshold classification
which will be at a rate of 16%), can be compared.

10.10 199314 Luxury motor vehicle depreciation limit:$48,4 15.00

Taxable value threshold $32,486.46

Retail price of motor vchicle $65,000.00

Equivalent wholesale valuC $40,872.79

Split Rate
16%/45%

Reduced Taxable Value

16% of $32,486.46 $5t97.83

45% of $8,368.33 $3773.85

Tax payable $8.97! .68

Taxable Value $40,872.79

Reduction 520.93561

Reduced Taxable Value $19,931.18

Tax payable $891133

10.11 Note: There is a minor variation which arises because the
percentage figures specified in the law are rounded to the nearest third
decimal point.

10.12 The amount of the reduction in the taxable value of a luxury
vehicle will be calculated according to a formula:

• In the case of motor vehicles of a kind ordinarily taxed at 16%, the
formula will be (Clause83]:

43.242% x Motor vehkle depreclatton lImit mr the ftnanctat
year hi whIch the taxable dealing happens.

• ln the case of motor vehicles of a kind ordinarily taxed at 21% (these are
mainly off-road, four-wheel drive vehicles), the formula will be
(Clause 831:
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35.787% X Motor vehkk depredation Itrolt toe the financial
year In which the taxable dealing happen

10.13 While the more expensive luxury vehicles will not benefit from the
change, vehicles which are presently priced just above the luxury wholesale
value threshold of $32,486 will receive a significant sales tax reduction. For
example, under the amendments the sales tax payable on a passenger vehicle
taxable at thesplit rate of 16/45% which has a wholesale valueof $32,500
will fall from $9750 to $5204. Thissaving will gradually decrease as the
vehicle price increases because of the greater impact of thehigher 45% rate.
The tax benefit for a vehicle with a spilt rate of 16/45% and a wholesale
value of $45,000 will only be $2671, the sales tax being reduced from
$13,500 to $10829. The tax benefit will phase out when a vehicle has a retail
price ofjust under $100,000. Vehicles sold at prices around $100,000 will
incur more sales tax.

10.14 The percentages used to calculate the taxable value reduction for
luxury motor vehicles will change on 1 July 1995 due to the general increase
in all rates at that time. The new percentages will be 41.751% for vehicles to
be taxed at the split rate of 17(45% and 34.296% for vehicles to be taxed at
the split rate of 22145%. (Scheduleto Clause991

Luxury motor vehicles for disabled persons
20.15 There are two sales tax exemptions (Items 96 and 97, E&C Act)
that allowcertain disabled persons to purchase motor vehicles free of sales
tax. The exemption is, however, only available for vehicles with a taxable
value at or below the luxury motor vehicle threshold. Ifa person otherwise
covered by Item 96 or 97 purchases a luxury motor vehicle, tax is payable on
the vehicle. However, the taxable value of the vehicle is reduced.

10.16 Under the existing law, the effect of the reduction is to exclude,
from the amount of the tax payable on thevehicle, theamount of tax that
would be payable if thevalue of the vehicle did not exceed the luxury
threshold. In calculating that amount, the law assumes in all cases that the
vehicle would be taxed at the rate of 20%. However, inmost cases, the
vehicle would only be taxed at 15%. Consequently, a person can receive a
reduction greater than the amount of tax that would have been payable if the
vehicle had not exceeded the luxury limit.

10.17 Under the changes proposed by this Bill, the effect of the reduction
is to exclude, from the amount of tax payable, the actual amount of tax that
would have been payable if the value of the vehicle did notexceed the luxury
threshold. Effectively, the vehicle is exempted from that part of the taxable
value to which the rates of 16% and 21% apply. Tax is only payable on that
part of the taxable value that exceeds the luxury motor vehicle threshold.
The tax rate for the taxable part will be 45%. [Clause84]
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Example

10.18 An eligible person purchases a vehicle with a wholesale value of
$40,000. The wholesale taxable value for the application of the luxury motor
vehicle tax is $32,486.46 and this part of the taxable value will be exempt.
Tax will be payable at the rate of 45% on the difference between $40,000 and
the luxury tax threshold of $32,486.46. Tax payable will be $3381.09 (45%
of $7513.54).

10.19 With a split rate approach it is now possible to provide the same
benefit to all eligible persons, whether the rate is 16/45% or 2 1/45%.
Irrespective of the kind of passenger motor vehicle purchased, the first
$32,486.46 of taxable value will be treated as exempt. After that, each dollar
of taxable value will be taxable at 45%.
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