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Overview of the Governmentsdeficit reduction
packageof legislation

Thedeficit reductionpackagecomprises8 Bills, whichwill giveeffectto changesto

thetax law announcedin the 1993-4Budget

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

This Bill will makethe amendmentsnecessaryto giveeffectto the following

ntaswes:

- increasethe Medicarelow incomethresholds;

- remove theconcessionalIreatnient that applies to the taxation ofunused
annual and long service leave;

- changesto the taxationtreatmentofexcessdonrstictravel allowancesand
expenses,andofcertainnon-deductibleexpenses;

- denial of incometaxdeductionsforcarparking expensesfor self-employed

persons;

- changesto the taxation treatmentof creditunions.

This Bill will commenceon the dateon which it receiv~theRoyal Assent

Taxation(Deficit Reduction)Bill (Nt 2) 1993

This Bill containsamendmentsto giveeffect to thefollowing 2 measures:

- increasethe rateoffringebenefitstax;

- changethetaxationtreatmentoffriendly societies,includingbringingtherate
of taxon their life insumncebusinessinto line with therateoftaxon similar
businessundertakenby life companies.

This Bill will conuitnceon thedateonwhich it receivestheRoyalAssent.

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

This Bill will containtheamendmentsnecessaryto:

- bring forwardthefirst roundofpersonaltaxcuts, andto deferthesecond
round;and

- introducethe$150low incomerebate.



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

SalesTax (Customs)(Deficit Reduction)Bill 1993

SalesTax (Excise) (Deficit Reduction) Bill 1993

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

SalesTax (General) (Deficit Reduction)Bill 1993

Eachof theseBills will modify theSalesTax(ExemptionsandClassifications)
Act 1992 to the extentnecessaryto giveeffectto the following changesto the
salestax laws:

- the generalpercentageincreasesin salestax rates;

- the changeof rates on wine;

- the changesto the tax treatmentof luxury motor vehicles.

TheseBills will be takento havecomeinto operationon 18 August 1993,for
thosemeasuresannouncedto takeeffect from that date.

SalesTax AssessmentAmendment (Deficit Reduction)Bill 1993

This Bill will makethe consequentialchangesto the SalesTaxAssessmentAct
1992 that are necessaryto giveeffect to thechangesto the taxationtreatment of
luxury motor vehicles.

This Bill will betakento havecomeinto operation on 18 August 1993.



GENERAL OUTLINE AND FINANCIAL IMPACT

TheTaxation (Deficit Reduction)Bill (No. 2)1993will amendvariousActs
(unlessotherwise indicated all amendmentsrefer to theIncomeTax
AssessnientAct1936)by making the following changes:

Fringe Benefits Tax

Rates of tax
Amends the Fringe BenefitsTaxAct1986 to increasethe rate of fringe
benefits tax from 48.25%to 48.4%.

Dateofeffect: 1 April 1994

Proposalannounced:1993-94Budget, 17 August 1993

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

- $9m $8m $8m

Taxation of Friendly Societies and Other Registered
Organisations

Income Tax Rates Act 1986
• The rate of taxpaid by friendly societiesandother registered

organisationson their life insuranceandother similarly taxedbusinessis
to be brought into line, on anincremental basis,with the rate of tax
applicable to the samebusinessundertakenby life companies.

Dateofeffect: increaseto 33% for the 1994-95income year;
increaseto 36% for the 1995-96incomeyear;
increaseto 39% from the 1996-97incomeyearsand
subsequentyears.

Proposalannounced: Budget 1993-94,17 August 1993

FinancialGain: 93-94 94-95 95-96 96-97
- - $3Orn $75m



GeneralOutlineandFinancialImpact

Income Tax Assessment Act 1936

• Allows deductionsto friendly societiesandotherregisteredorganisations
for expensestheyincur ingaining the investmentcomponentof life
insurancepremiums.

Dateof effect: 1 July1994.

Proposal announced: Budget 1993-94,17 August 1993

Financial Cost: 93-94 94-95 95-96 96-97
- $5m $5m

• Increasesthe rebatecurrentlyapplying to assessablebonuseson life
policiesissuedby friendly societiesto reflectthe changein tax rates paid
by friendly societies.

Date of effect: The rebateis tobe increasedto 33% from 1 July 1995,to
36% from 1 July 1996,andto 39% from 1 July 1997.

Proposal announced: Budget 1993-94,17 August1993

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

- - $lm
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Fringe BenefitsTax

CHAPTER ONE Fringe Benefits Tax

RATES OF FET TAX

Summaryofamendments 3
Explanationofamendment 3

Summary of the amendments

1.1 Purpose of the amendments: To amendtheFringe BenefitsTaxAct
1986(FBTA) to increasethe rate of fringe benefitstax from 48.25%to
48.4% (Clause3J.

1.2 Dateof effect: 1 April 1994(Clause61

ExplanatIon of the amendments

1.3 The Bill will increasethe rate of fringe benefitstax in section6of
the FBTAfrom the existing48.25%to 48.4%.This brings the fringe
benefitstaxratein linewith the top marginaltax rate(including medicare
levy) for individuals.(Clause51
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TaxationofFriendly SocietiesandOtherRegisteredOrganisadons

CHAPTER TWO Taxationof Friendly SocietiesandOther
RegisteredOrganisations

Summary ofamendments 4
Backgroundto thelegislationS
Explanationofamendment 6

Summary of amendments

2.1 Purpose of theamendments:The proposalsiii this Bill concerning
friendly societiesandotherregisteredorganisationswill basicallyput thelife
insuranceand similarly taxed businessof thoseorganisationson thesame
taxationfooting asthatapplyingto similarbusinessconductedby life
companies(Clauses8 and12j

Increase in rate of tax paid by registered organisations
2.2 At present,the rate of taxapplicableto the eligible insurance
businessof registeredorganisationsis 30%. Therateof taxpaidby life
companieson the samebusinessis 39%). The rates are to be brought into
line on an incremental basisover 3 yearssothat both will be paying the same
rate from the 1996-97year of income. The rateof tax applicable is provided
for in paragraph 23(4)(b)of the IncomeTaxRatesAct 1986(Clauses17-20).

Deductionsfor expenses Incurred in gaining certain premiums
2.3 With thealignment of registered organisation and life company tax
rates, registered organisationsareto be allowed deductions, in the sameway
as life companies,for the expensesthey incur in gaining the investment
componentof ordinary life insurancepremiums (Clause8.~.Newsection
116HAA is to be insertedto permit thisdeduction from 1 July 1994.

Increase in rebate for assessable friendly societies bonuses
2.4 The rebateprovidedfor by sectionI6OAAB in respectof friendly
societylife insurancebonusesincludedin apolicy holder’s assessableincome
is to be increasedon acommensuratebasiswith the increasedtax ratesfor
friendly societies(Clause12j However,the increasedamount of rebatewill
apply only from 1 Julyafter the yearof incomein which an increasedrateof
tax applies to friendly societies.
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TaxationofFriendlySocietiesandOtherRegisteredOrganisations

Background to the legislation

2.5 Two amendmentswhich arecontainedin theBill relateto friendly
societiesand other registered organisations. Thesemeasuresare intended to
bring the taxation of the life insurancebusiness,andother similarly taxed
business,of thosebodiesinto line with that applying to the samebusiness
conductedby life insurancecompanies. Mother amendmentwill increase
the rebateavailable to friendly societylife insurancepolicy holderswho are
assessedon relevant bonuses.

2.6 The firstof the two amendmentsapplicableto registered
organisationswill incrementallyincreasethe rateof taxpresentlyapplying to
their eligible insurancebusinesssothat it will eventually equal thetax rate
paid by life companieson similarbusiness.The increaseis to be introduced
over3 yearsat the rate of 3 percentagepointsperyearcommencingwith the
1994-95incomeyear,sothatbothbodieswill pay the sameratefrom the
1996-97incomeyear. Theamendmentinvolveschangesto paragraph
23(4)(b)of the IncomeTaxRatesAct1986.

2.7 Deductionsareavailableto life companiesforthe expensesthey
incur in getting in certainordinary life insurancepremiums. These
deductionshave not been available to registered organisationsbecauseof
their lower tax rate. With the alignment of rates, an amendmentis necessary
to allow registered organisationsto deduct theft expensesof getting in similar
insurancepremiums in the samewayaslife companiesareallowed such
deductions. Basically,the premiumsinvolved arethosethat, when invested,
produce incomewhich is subject to Australian incometax in the handsof the
policy issuer. The provision, newsection1L6HAA, which is in the same
terms assectionslilA, 111AA and 116HA of theIncomeTaxAssessment
Act 1936,will allow the samesort of deductions. It will apply to costsof
geuing in premiums suchas commissionsandcostsof promoting the
particular kind of insurance.

2.8 The final amendmentconnectedwith thesemeasureswill increase
the rebateprovided by section16OAAB to policy holderswho include in their
assessableincome, amountsin respectof bonusesreceivedon life policies
issuedby friendly societies.Section26AH dealswith certainlife policy
bonusesreceivedwithin 10 yearsandsetsout which bonusesare to be
included in assessableincome.

2.9 Section26A11may apply to most bonusespaid on any life
assurancepolicy, regardlessof what type of body issuedthe policy.
However, the body which issuedthepolicy would havepaid tax on the
incomeout of which thebonus waspaid. To compensatepolicy holdersfor
that taxwhen abonusis included in assessableincome, section16OAAB
provides a rebateat the rate of tax paid by the bodywhich issuedthepolicy.
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TaxationofFriendlySocietiesandOtherRegisterSOrganications

The rebateis allowedto ensuretax is not paidtwiceonthe incomewhich
gaveriseto the bonus;oncein the handsof thefriendly societyandasecond
timewhenthe amountof thebonusis includedin the policy holder’s
assessableincome. The increasedrebateis tobe commensuratewith the
increasedrateof taxpaidby friendlysocieties,butan increasedrebateis to
beavailableonly from 1 July afterthe yearof incomein which an increased
taxrateappliesto friendlysocieties.

Explanation of the amendments
•1

increase In rate of tax paid by registered organisatlons
2.10 Division2of Part4 of the Bill dealswith changesin the tax rates
applicableto registeredorganisations(Clause17j SubdivisionsB, C andD
proposeamendmentsto paragraph23(4)(b)of the Principal Act (thatis the
IncomeTaxRatesAct1986)to increasethe rate of tax in respectof the
eligible insurancebusinesscomponent(‘BIB component’)of the taxable
incomeof aregistered organisation.That componentbasicallycomprisesthe
taxablelife insuranceandaccidentanddisabilitybusinessof registered
organisations,the similarbusinessof which is taxedat 39% in thehands of
life companies.

2.11 Subdivision B provides for the rate of tax for the EIB component
to be increasedto 33% for the 1994-95yearof income(Clause18).
SubdivisionCprovidesfor therate of tax for the BIB componentto be
increasedto 36% for the 1995-96yearof income(Clause19). SubdivisionL
providesfortherateof tax fortheFIB componentto beincreasedto 39% for
the 1996-97andsubsequentyearsof income(Clause20).

Deductions for expenses incurred In gaining certain premiums
2.12 Division 2 of Part3 of the Bill proposesthe insertionof asection,
newsection116HAA, into the PrincipalAct (the IncomeTaxAssessmentAct
1936)to allow registeredorganisationsadeductionfor theft expensesof
gettingin certainlife insurancepremiums,in the sameway aslife companies
areallowedthosedeductions(Clause101. The Division alsoproposesthe
insertionof anumber of definitionsnecessaryfor the operation of the new
section(Clause9). Theproposednewsectionis to applyto expenditure
incurredby a registered organisation onor after 1 July 1994(Clause111.

2.13 Proposednew section116HAAis in similar termsto sections
lilA, lllAAand I16RA. NewsectionIi6HAAwillallowthesamesort
of deductions;it will applyto costsof gettingin premiumssuchas
commissionsand costsof promotingthe particularkind ofinsurance.
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TaxationofFriendlySocietiesandOtherRegisteredOrganisations

2.14 Newsubsection116HAA(l) limits thetype ofpremiumswhich
areintendedto comewithin newsection116HAA. Only premiumsreceived
by registeredorganisationswhich,wheninvested,produceincomewhich is
liable to Australiantaxareintendedto comewithin thesection,providedthey
arenotdealtwith elsewhere.Consequently,newsubsection116HAA(l)
excludes:

• superannuationpremiums(atparagraph(a)) asthey aredealtwith under
section116HA

• premiumsreceivedin respectofeligible policies (atparagraph(b))as
theydo notproduceassessableincome;

• specifiedroll-overamounts(atparagraph(c)); and

premiumsthatareexemptfrom taxundersection23AH (atparagraph

(d)) astheydonotproduceincomewhich is assessablein Australia.

2.15 Newsubsection116HAA(2) deemsthepremiumsto whichthe
sectionappliesto beassessableincomesolelyforthepurposeof determining
thedeductionsallowableto registeredorganisations.As indicatedabove,
expensesof gettingin premiumsintendedto bedeductibleunderthesection
arelimited to costssuchascommissionsandcostsofpromotingthe
particularkindof insurance.

2.16 Newsubsection116JL4A(3)providesthat thesectiondoesnot
applyto premiumsderivedby aregisteredorganisationunlessthe
organisationobtainsacertificatefromanauthorisedactuary. The certificate
will needto beobtainedbeforethedateoflodgmentoftheorganisation’s
relevantreturnof income,orwithin suchfurthertime asthe Commissioner
allows,andto certify theamountofthe investmentcomponentofpremiums
to whichproposednewsubsection116HAA(1) will apply. Thecertificate
will needto be retainedfor5 yearsasrequiredby section262A~

2.17 An ‘authorisedactuary’ is definedin newsubsectionI16HAA(4)
to meanaFelloworanAccreditedMemberoftheInstituteofActuariesof
Australia.

increase in rebate for assessable friendly society bonuses
2.18 Division 3 of PartSof the Bill proposesto increasethecurrent
levelof rebateprovided by section16OAAB in respectof friendly society
bonusesincludedin assessableincomeundersection26/ill (Claw:” .12). The
increaseis to be commensuratewith theproposalsin theBill for increased
taxratesfor friendly societies.However,anincreasedratewill notbe
availableuntil 1 July aftertheyearofincomeaftertheyearof increasefor
friendlysocieties.
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