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A new approach to taxing fringe
benefits

Recommendation
5.1 Transfer of tax liability for fringe benefits to employees

Fringe benefits to count as employee income

�D� 7KDW�DOO�HPSOR\HH�IULQJH�EHQHILWV��ZLWK�WKH�H[FHSWLRQ�RI

HQWHUWDLQPHQW�DQG�RQ�SUHPLVHV�FDU�SDUNLQJ��SURYLGHG�WR�DQ

LQGLYLGXDO�HPSOR\HH�EH�WD[HG�WR�WKDW�HPSOR\HH��ZLWK�WKDW�WD[�EHLQJ

FROOHFWHG�XQGHU�WKH�3$<*�V\VWHP�

Date of effect

�E� 7KDW�WR�IDFLOLWDWH�WKH�QHFHVVDU\�UHQHJRWLDWLRQ�RI�UHPXQHUDWLRQ�DQG

HPSOR\PHQW�DJUHHPHQWV��WKLV�FKDQJH�EH�LPSOHPHQWHG�IURP��DQG

LQFOXGLQJ��WKH���������LQFRPH�\HDU�

7KH�WD[DWLRQ�RI�IULQJH�EHQHILWV�RQ�WKH�HPSOR\HU��UDWKHU�WKDQ�WKH�HPSOR\HH��DW

WKH�WRS�PDUJLQDO�UDWH�IRU�LQGLYLGXDO�WD[SD\HUV�LV�VHHQ�E\�EXVLQHVV�DV�FRPSOH[�

DGPLQLVWUDWLYHO\�EXUGHQVRPH�DQG�GLVFULPLQDWRU\�DJDLQVW�ERWK�HPSOR\HHV�RQ

OHVV�WKDQ�WKH�WRS�UDWH��DV�ZHOO�DV�H[SDWULDWH�HPSOR\HHV���$V�D�UHVXOW��WKH�5HYLHZ

UHFRPPHQGV�D�PDMRU�RYHUKDXO�RI�WKH�WD[DWLRQ�RI�IULQJH�EHQHILWV�WKDW�GHOLYHUV�D

PRUH�HTXLWDEOH�DQG�HIILFLHQW�RXWFRPH��ZKLOH�PDLQWDLQLQJ�UHYHQXH�IURP�WKH

WD[LQJ�RI�EHQHILWV�

7KH�NH\�WD[�UHIRUP�RSWLRQ�IRU�IULQJH�EHQHILWV�SXW�IRUZDUG�IRU�FRQVLGHUDWLRQ�LQ

$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������ZDV�WR�GLVSHQVH�ZLWK�IULQJH�EHQHILWV

WD[DWLRQ��)%7��DQG�DWWULEXWH�WKH�WD[DEOH�YDOXH�RI�IULQJH�EHQHILWV��ZLWK�WKH

H[FHSWLRQ�RI�HQWHUWDLQPHQW�DQG�RQ�SUHPLVHV�FDU�SDUNLQJ��WR�WKH�UHOHYDQW

HPSOR\HH���7KH�ZLGHVSUHDG�VXSSRUW��DOEHLW�QRW�XQDQLPRXV��IURP�DOO�VHFWRUV�RI

EXVLQHVV�IRU�WKLV�RSWLRQ�GXULQJ�WKH�FRQVXOWDWLRQ�SURFHVV�KDV�UHLQIRUFHG�WKH

5HYLHZ·V�SRVLWLRQ�RQ�WKLV�LVVXH�

&RXQWLQJ�IULQJH�EHQHILWV�DV�HPSOR\HH�LQFRPH�ZRXOG�EH�LQ�OLQH�ZLWK�WKH�FKDQJHV

DQQRXQFHG�LQ�$�1HZ�7D[�6\VWHP��ZKLFK�KDYH�UHVXOWHG�LQ�IULQJH�EHQHILWV�EHLQJ

WDNHQ�LQWR�DFFRXQW�LQ�LQFRPH�WHVWV�XVHG�WR�DVVHVV�D�WD[SD\HU·V�OLDELOLW\�IRU

YDULRXV�SD\PHQWV�DQG�OHYLHV�DQG�DFFHVV�WR�FHUWDLQ�EHQHILWV���,W�ZRXOG�DOVR�EH

FRQVLVWHQW�ZLWK�RWKHU�FKDQJHV�UHFRPPHQGHG�E\�WKH�5HYLHZ�ZKLFK�ZLOO�HQVXUH

WKDW�DOO�IULQJH�EHQHILWV�SURYLGHG�WR�PHPEHUV�RI�HQWLWLHV��LQ�WKHLU�FDSDFLW\�DV

PHPEHUV��ZLOO�EH�D�SHUVRQDO�LQFRPH�WD[�OLDELOLW\�UDWKHU�WKDQ�DQ�)%7�OLDELOLW\�IRU

WKH�HQWLW\�
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7D[LQJ�LQ�WKH�KDQGV�RI�WKH�HPSOR\HH�ZLOO�PDNH�IULQJH�EHQHILWV�VXEMHFW�WR�WKH

VDPH�WD[�UDWHV�DV�RWKHU�FRPSRQHQWV�RI�HPSOR\HH�UHPXQHUDWLRQ�DQG�WKH�VDPH

DGPLQLVWUDWLYH�DUUDQJHPHQWV���7KLV�ZLOO�GHOLYHU�DGPLQLVWUDWLYH�HIILFLHQFLHV�IRU

HPSOR\HUV�DQG�WKH�$XVWUDOLDQ�7D[DWLRQ�2IILFH��$72����,W�ZLOO�DOVR�LPSURYH

HTXLW\��EHFDXVH�HPSOR\HHV�ZRXOG�EH�WD[HG�DW�WKHLU�PDUJLQDO�WD[�UDWHV��DQG

DGGUHVV�D�ORQJ�KHOG�FRQFHUQ�RI�EXVLQHVV�WKDW�HPSOR\HUV�VKRXOG�QRW�EH�OHJDOO\

OLDEOH�IRU�D�WD[�WKDW�UHODWHV�WR�WKH�LQFRPH�RI�HPSOR\HHV�

,Q�DGGLWLRQ��WD[LQJ�LQ�WKH�KDQGV�RI�HPSOR\HHV�ZLOO�RYHUFRPH�D�IRUP�RI�GRXEOH

WD[DWLRQ�IDFHG�E\�H[SDWULDWHV�ZRUNLQJ�LQ�$XVWUDOLD�IRU�IRUHLJQ�ILUPV���7D[DWLRQ

DXWKRULWLHV�LQ�D�QXPEHU�RI�FRXQWULHV�LQFOXGH�WKH�UHFHLSW�RI�IULQJH�EHQHILWV�LQ

WKHLU�DVVHVVPHQW�RI�H[SDWULDWHV·�LQFRPH�WD[DWLRQ�OLDELOLW\��\HW�GR�QRW�SURYLGH�D

FUHGLW�IRU�WKH�)%7�EXLOW�LQWR�H[SDWULDWHV·�VDODU\�SDFNDJHV�EHFDXVH�$XVWUDOLDQ

)%7�LV�FXUUHQWO\�D�WD[�RQ�HPSOR\HUV���,W�LV�DOVR�QRW�IHDVLEOH�WR�UHOLHYH��WKURXJK

WKH�$XVWUDOLDQ�WD[�WUHDWLHV�ZLWK�RWKHU�QDWLRQV��WKH�GRXEOH�WD[DWLRQ�WKDW�DULVHV

IURP�WKH�WZR�GLIIHUHQW�EDVHV�RI�WD[DWLRQ���7KHVH�WUHDWLHV�ZRXOG��KRZHYHU�

DGGUHVV�WKLV�SUREOHP�LI�WKH�EHQHILWV�ZHUH�EDVHG�RQ�LQFRPH�RI�WKH�HPSOR\HH�

Implementation issues

)RU�EXVLQHVV��LPSOHPHQWLQJ�WKLV�UHFRPPHQGDWLRQ�ZLOO�UHSUHVHQW�RQO\�D�VPDOO

DGGLWLRQ�WR�WKH�DGPLQLVWUDWLYH�UHTXLUHPHQWV�IRU�IULQJH�EHQHILW�UHSRUWLQJ

DQQRXQFHG�LQ�$�1HZ�7D[�6\VWHP���)RU�WKH�ILQDQFLDO�\HDU�HQGLQJ����-XQH������

EXVLQHVV�ZLOO�DOUHDG\�KDYH�EHHQ�UHTXLUHG�WR�UHSRUW�IULQJH�EHQHILWV�RQ

HPSOR\HHV·�JURXS�FHUWLILFDWHV�ZKHQ�WKH�YDOXH�RI�EHQHILWV�LV�LQ�H[FHVV�RI��������

8QGHU�WKH�5HYLHZ·V�UHFRPPHQGDWLRQ�WKHUH�ZLOO�EH�D�VRPHZKDW�JUHDWHU�OHYHO�RI

UHSRUWLQJ�RQ�JURXS�FHUWLILFDWHV�EHFDXVH�WKH��������GH�PLQLPLV�OHYHO�ZLOO�QRW

DSSO\���%XW�WKLV�VKRXOG�QRW�EH�D�PDMRU�LVVXH�VLQFH�UHFRUGV�RI�DOO�EHQHILWV�KDYH�WR

EH�NHSW�LQ�PDQ\�FDVHV�WR�HQVXUH�WKH�GH�PLQLPLV�OHYHO�LV�QRW�H[FHHGHG���)XUWKHU��DV

QRZ��HPSOR\HUV�ZLOO�QRW�KDYH�WR�UHFRUG�HPSOR\HH�IULQJH�EHQHILWV�RI�D�WULYLDO�RU

¶PLQRU·�QDWXUH�RQ�JURXS�FHUWLILFDWHV�EHFDXVH�WKH�FXUUHQW�SURYLVLRQV�WKDW�H[HPSW

¶PLQRU�EHQHILWV·�ZLOO�UHPDLQ�LQ�SODFH���)RU�H[DPSOH��D�&KULVWPDV�JLIW�WR�DQ

HPSOR\HH�XS�WR�D�YDOXH�RI�������VDIHW\�DZDUGV�XS�WR������DQG�WD[L�WUDYHO

SURYLGHG�DIWHU�DQ�HPSOR\HH�KDV�ZRUNHG�RYHUWLPH�ZLOO�DOO�FRQWLQXH�WR�EH�H[HPSW

IURP�WD[�DQG�WKHUHIRUH�QRW�UHSRUWDEOH�RQ�JURXS�FHUWLILFDWHV�

,W�KDV�EHHQ�VXJJHVWHG�WKDW�LPSOHPHQWLQJ�WKLV�UHFRPPHQGDWLRQ�ZLOO�LQFUHDVH

FRPSOLDQFH�FRVWV�XQQHFHVVDULO\�VLQFH��IRU�WKH�VDPH�OHYHO�RI�WD[�UHFHLSWV��WKH�WD[

FROOHFWLRQ�WDVN�LQ�HIIHFW�ZRXOG�VZLWFK�IURP�D�UHODWLYHO\�VPDOO�QXPEHU�RI

WD[SD\HUV��HPSOR\HUV��WR�D�PXFK�ODUJHU�JURXS��DOO�HPSOR\HHV�LQ�UHFHLSW�RI�IULQJH

EHQHILWV����7KLV�LV�EDVHG�RQ�D�PLVFRQFHSWLRQ���,W�LV�LPSRUWDQW�WR�DSSUHFLDWH�WKH

GLIIHUHQFH�EHWZHHQ�WKH�HIIHFW�RI�D�WUDQVIHU�LQ�WD[�OLDELOLW\�DQG�WKH�PHWKRG�RI�WD[

FROOHFWLRQ�

,W�LV�FRUUHFW�WKDW�WKLV�FKDQJH�WR�IULQJH�EHQHILWV�WD[DWLRQ�ZLOO�UHVXOW�LQ�D�WUDQVIHU

RI�OHJDO�OLDELOLW\�IURP�HPSOR\HUV�WR�DOO�HPSOR\HHV�LQ�UHFHLSW�RI�IULQJH�EHQHILWV�
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7KH�WD[�FROOHFWLRQ�WDVN��KRZHYHU��ZLOO�UHPDLQ�ZLWK�WKH�HPSOR\HU�ZKR�ZRXOG

VLPSO\�UHPLW�WD[�RQ�HPSOR\HH�IULQJH�EHQHILWV�YLD�WKH�3$<*�V\VWHP�LQVWHDG�RI

WKH�VHSDUDWH�)%7�V\VWHP���7KLV�ZLOO�UHGXFH�WKH�DGPLQLVWUDWLYH�EXUGHQ�

(PSOR\HUV�ZLOO�FDOFXODWH�WKH�YDOXH�RI�EHQHILWV��DV�QRZ��DQG�UHSRUW�WKHVH�RQ

HPSOR\HHV·�JURXS�FHUWLILFDWHV��ZKLFK�ZLOO�DSSO\�LQ�DQ\�FDVH�IURP�WKH�ILQDQFLDO

\HDU�FRPPHQFLQJ���-XO\�������

7KXV��LQ�SUDFWLFH�WKHUH�ZRXOG�EH�OLWWOH�H[SDQVLRQ�RI�FRPSOLDQFH�ORDG�IRU�PRVW

HPSOR\HUV���)RU�PDQ\��WKHUH�ZRXOG�EH�D�UHGXFWLRQ��DV�D�UHVXOW�RI�WKH�UHPRYDO�RI

VHSDUDWH�)%7�V\VWHPV���7KHUH�ZRXOG�EH�QR�H[WUD�FRPSOLDQFH�FRVWV�IRU

HPSOR\HHV���7KH�PHDVXUH�ZLOO�WKHUHIRUH�HVVHQWLDOO\�RQO\�FKDQJH�WKH�QDPH�RI�WKH

WD[�UHPLWWHG�E\�WKH�HPSOR\HUV���,W�ZRXOG�QRW�UHVXOW�LQ�DQ\�LQFUHDVH�LQ�WKH

QXPEHU�RI�SHUVRQV�UHPLWWLQJ�WD[�

Revenue implications

,PSOHPHQWLQJ�WKLV�UHFRPPHQGDWLRQ�DORQH�ZRXOG�UHGXFH�WD[DWLRQ�UHYHQXH

EHFDXVH�DOO�EHQHILWV�ZRXOG�EHFRPH�WD[DEOH�DW�WKH�HPSOR\HH·V�PDUJLQDO�UDWH�

ZKLFK��HVSHFLDOO\�ZLWK�WKH�QHZ�SHUVRQDO�PDUJLQDO�UDWH�VFDOH��IRU�PDQ\

HPSOR\HHV�ZLOO�EHFRPH�ORZHU�WKDQ�WKH������SHU�FHQW�)%7�UDWH���+RZHYHU��WKHUH

DUH�VWURQJ�JURXQGV�WR�EHOLHYH�WKDW��DKHDG�RI�WKLV�FKDQJH��HPSOR\HHV�RQ�OHVV

WKDQ�WKH�WRS�PDUJLQDO�WD[�UDWH�ZLOO�DOUHDG\�KDYH�VRXJKW�WR�KDYH�WKHLU�IULQJH

EHQHILWV�HIIHFWLYHO\�WD[HG�DV�LQFRPH�DW�WKHLU�PDUJLQDO�UDWH�WKURXJK�WKH�XVH�RI

HPSOR\HH�FRQWULEXWLRQV����7KH�WD[DEOH�YDOXH�RI�IULQJH�EHQHILWV�FDQ�EH�UHGXFHG

E\�WKH�DPRXQW�RI�DQ\�RIIVHWWLQJ�SD\PHQW�PDGH�E\�DQ�HPSOR\HH�IURP�WKHLU

DIWHU�WD[�LQFRPH�WR�WKH�HPSOR\HU���7KH�$72�LV�DGYLVLQJ�WD[SD\HUV�RI�WKLV

PHFKDQLVP�LQ�LQIRUPDWLRQ�SURYLGHG�RQ�WKH�UHSRUWDEOH�IULQJH�EHQHILWV

UHTXLUHPHQWV�DSSO\LQJ�XQGHU�$�1HZ�7D[�6\VWHP��

Transition process

(PSOR\PHQW�FRQWUDFWV�ZLOO�QHHG�WR�EH�UHQHJRWLDWHG�LQ�VRPH�LQVWDQFHV�DV�D

UHVXOW�RI�WUDQVIHUULQJ�WD[�OLDELOLW\�WR�HPSOR\HHV���,Q�RUGHU�WR�IDFLOLWDWH�D�VPRRWK

WUDQVLWLRQ��WKHUH�ZRXOG�EH�PHULW�LQ�JLYLQJ�HPSOR\HHV�DQG�HPSOR\HUV�WZR�\HDUV

SULRU�QRWLFH�RI�WKH�FKDQJH���7KLV�WLPH�SHULRG�ZLOO�DOVR�DOORZ�ERWK�HPSOR\HUV

DQG�HPSOR\HHV�WR�HVWDEOLVK�DQG�VHWWOH�GRZQ�WKH�IULQJH�EHQHILWV�UHSRUWLQJ

UHTXLUHPHQWV�LQVWLWXWHG�E\�$�1HZ�7D[�6\VWHP�EHIRUH�KDYLQJ�WR�GHDO�ZLWK�WKLV

DGGLWLRQDO�FKDQJH�

Recommendation

5.2 Business entertainment expenses

Non-deductibility of business entertainment expenses

�D� 7KDW�EXVLQHVV�HQWHUWDLQPHQW�H[SHQVHV�LQFXUUHG�E\�WD[DEOH

HPSOR\HUV�EH�UHPRYHG�IURP�IULQJH�EHQHILWV�FRYHUDJH�DQG�PDGH
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QRQ�DVVHVVDEOH�LQ�HPSOR\HHV·�KDQGV�DQG�QRQ�GHGXFWLEOH�WR

HPSOR\HUV�DV�IURP��DQG�LQFOXGLQJ��WKH���������LQFRPH�\HDU�

Definition of business entertainment expenses

�E� 7KDW�WKLV�WUHDWPHQW�

�L� DSSO\�WR�EXVLQHVV�UHODWHG�HQWHUWDLQPHQW�H[SHQVHV�LQ�UHODWLRQ

WR�UHVWDXUDQW�DQG�FDWHUHG�PHDOV��DGPLVVLRQV�WR�IXQFWLRQV�DQG

WKH�SURYLVLRQ�RI�YHQXHV�DQG�DVVRFLDWHG�FRVWV�IRU

EXVLQHVV�UHODWHG�IXQFWLRQV��DQG

�LL� H[FOXGH�SULYDWH�IXQFWLRQV�VXFK�DV�ZHGGLQJV��DQQLYHUVDULHV�

ELUWKGD\V�DQG�WKH�OLNH��ZLWK�D�QRQ�H[KDXVWLYH�OLVW�RI�WKHVH

SULYDWH�IXQFWLRQV�WR�EH�LQFRUSRUDWHG�LQWR�WKH�WD[�ODZ�³�ZLWK

VXFK�IULQJH�EHQHILWV�WD[DEOH�WR�HPSOR\HHV�DQG�GHGXFWLEOH�WR

HPSOR\HUV�

Entertainment allowances to be employee income

�F� 7KDW�HQWHUWDLQPHQW�DOORZDQFHV�SURYLGHG�WR�HPSOR\HHV�LQ�DGYDQFH

RI�H[SHQGLWXUH�EH�WUHDWHG�DV�DQRWKHU�IRUP�RI�UHPXQHUDWLRQ�DQG�EH

GHGXFWLEOH�WR�HPSOR\HUV�DQG�WD[DEOH�WR�HPSOR\HHV�

Treatment of exempt bodies

�G� 7KDW��IRU�DGPLQLVWUDWLYH�VLPSOLFLW\��WKH�WUHDWPHQW�LQ

SDUDJUDSKV��D����E��DQG��F��DSSO\�WR�H[HPSW�ERGLHV�LQ�UHVSHFW�RI

HQWHUWDLQPHQW�ZKLFK�FXUUHQWO\�DWWUDFWV�)%7�

7ZR�H[FHSWLRQV�ZLOO�QHHG�WR�EH�PDGH�³�KDYLQJ�VLJQLILFDQW�FRPSOLDQFH

EHQHILWV�³�WR�WKH�JHQHUDO�UHFRPPHQGHG�DSSURDFK�RI�WD[LQJ�IULQJH�EHQHILWV�LQ

WKH�KDQGV�RI�WKH�HPSOR\HH���7KH�ILUVW�UHIHUV�WR�WKH�WUHDWPHQW�RI�HPSOR\HH�FRVWV

DVVRFLDWHG�ZLWK�HQWHUWDLQLQJ�EXVLQHVV�FOLHQWV�

7KH�FRPSOLDQFH�FRVWV�DVVRFLDWHG�ZLWK�WKH�IULQJH�EHQHILWV�WUHDWPHQW�RI

HQWHUWDLQPHQW�DUH�ZLGHO\�UHFRJQLVHG�DV�RQHURXV�DQG�WKH�FRQVXOWDWLRQ�SURFHVV

HYLQFHG�VWURQJ�VXSSRUW�IURP�DOO�TXDUWHUV�IRU�VLPSOLI\LQJ�FXUUHQW�DUUDQJHPHQWV

IXUWKHU���$WWULEXWLQJ�D�VKDUH�RI�HQWHUWDLQPHQW�FRVWV�WR�LQGLYLGXDO�HPSOR\HHV

ZRXOG�RQO\�H[DFHUEDWH�FRPSOLDQFH�FRVWV�³�DV�LV�DOUHDG\�UHFRJQLVHG�LQ�WKH

GHVLJQ�RI�WKH�UHSRUWLQJ�UHTXLUHPHQWV�LQ�$�1HZ�7D[�6\VWHP���8QGHU�WKHVH

UHTXLUHPHQWV��HQWHUWDLQPHQW�E\�ZD\�RI�IRRG�DQG�GULQN�RU�KLUH�DQG�OHDVH�RI

HQWHUWDLQPHQW�IDFLOLWLHV�LV�H[FOXGHG�IURP�WKH�JURXS�FHUWLILFDWH�UHSRUWLQJ

PHDVXUH�EHFDXVH�RI�WKH�KLJK�FRPSOLDQFH�FRVWV�LQYROYHG�

$�PXFK�VLPSOHU�DOWHUQDWLYH�³�5HFRPPHQGDWLRQV�����D��DQG��E��³�LV�WR

UHPRYH�EXVLQHVV�HQWHUWDLQPHQW�IULQJH�EHQHILWV�IURP�IULQJH�EHQHILWV�FRYHUDJH

DQG�WR�WUHDW�FOLHQW�DQG�HPSOR\HH�HQWHUWDLQPHQW�H[SHQVHV�LQ�D�FRQVLVWHQW

PDQQHU�E\�PDNLQJ�ERWK�QRQ�GHGXFWLEOH�EXVLQHVV�H[SHQVHV�IRU�HPSOR\HUV���,Q
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HVVHQFH��WKH�5HYLHZ�UHFRPPHQGV�D�UHWXUQ�WR�WKH�WUHDWPHQW�RI�HQWHUWDLQPHQW

WKDW�DSSOLHG�EHIRUH��������%XW�D�QHHG�KDV�EHHQ�LGHQWLILHG�WR�EH�PRUH

SUHVFULSWLYH�LQ�JXDUGLQJ�DJDLQVW�H[SORLWDWLRQ�RI�FRQFHVVLRQDO�WUHDWPHQW�RI

SULYDWH�HQWHUWDLQPHQW��HIIHFWLYH�WD[DWLRQ�DW�WKH�HPSOR\HU·V�UDWH�UDWKHU�WKDQ�WKH

HPSOR\HH·V��WR�PLQLPLVH�WKH�HIIHFWV�RQ�JRYHUQPHQW�UHYHQXH�

7KH�DSSURDFK�UHFRPPHQGHG�E\�WKH�5HYLHZ�LV�D�FRPSURPLVH�ZKLFK�DOORZV

HPSOR\HUV�WR�GHDO�LQ�D�FRQVLVWHQW�PDQQHU�ZLWK�WKH�HQWLUH�FRVWV�RI�D�ZLGH�UDQJH

RI�EXVLQHVV�UHODWHG�HYHQWV���)RU�H[DPSOH��LI�EXVLQHVV�LV�FRQGXFWHG�ZLWK�FOLHQWV

LQ�D�UHVWDXUDQW��WKH�ERDUGURRP�RU�LQ�D�FRUSRUDWH�ER[��RU�DV�SDUW�RI�D�FDWHUHG

SURPRWLRQDO�ODXQFK�LQ�D�PDUTXHH��QRQH�RI�WKH�PHDO�DQG�RWKHU�HQWHUWDLQPHQW

FRVWV�ZLOO�EH�UHJDUGHG�DV�IULQJH�EHQHILWV���$V�DQ�RIIVHW��QR�GHGXFWLRQ�ZLOO�EH

DOORZHG�WR�WKH�HPSOR\HU�DJDLQVW�LQFRPH�WD[�IRU�DQ\�RI�WKH�FRVWV�

7KLV�DSSURDFK�UHPRYHV�DQ\�QHHG�IRU�HPSOR\HUV�WR�NHHS�UHFRUGV�RI�DWWHQGDQFH

DW�IXQFWLRQV�DQG�WR�VHSDUDWH�WKH�GLIIHUHQW�FRVW�FRPSRQHQWV���7KLV�ZLOO

VLJQLILFDQWO\�UHGXFH�FRPSOLDQFH�FRVWV�IRU�EXVLQHVV�DQG�VLPSOLI\�WKH

DGPLQLVWUDWLRQ�RI�WKH�WD[DWLRQ�V\VWHP���([DPSOHV�RI�WKH�FXUUHQW�DQG

UHFRPPHQGHG�WUHDWPHQW�RI�HQWHUWDLQPHQW�H[SHQVHV�IRU�WD[DEOH�HQWLWLHV�DUH�VHW

RXW�LQ�7DEOH�����EHORZ�

5HFRPPHQGDWLRQ�����E��LL��ZLOO�JLYH�ULVH�WR�D�OLVW�RI�SULYDWH�IXQFWLRQV�WR�EH

H[FOXGHG�IURP�EHLQJ�QRQ�WD[DEOH�IULQJH�EHQHILWV���6XFK�D�OLVW�ZLOO�PDNH�LW�HDVLHU

IRU�EXVLQHVV�DQG�WKH�$72�WR�LGHQWLI\�WKH�ERXQGDU\�EHWZHHQ�EXVLQHVV�UHODWHG

HQWHUWDLQPHQW�DQG�HQWHUWDLQPHQW�WKDW�LV�HVVHQWLDOO\�RI�D�SULYDWH�QDWXUH�

8QGHU�5HFRPPHQGDWLRQ�����F���HQWHUWDLQPHQW�DOORZDQFHV�SURYLGHG�DKHDG�RI

DQ\�H[SHQGLWXUH�WR�HPSOR\HHV�ZLOO�EH�WD[HG�OLNH�RWKHU�IRUPV�RI�LQFRPH�RI�WKH

HPSOR\HH���7KLV�ZLOO�JXDUG�DJDLQVW�HPSOR\HHV�VZLWFKLQJ�VDODU\�LQWR�DQ

HQWHUWDLQPHQW�DOORZDQFH�LQ�RUGHU�WR�EHQHILW�IURP�DQ\�GLIIHUHQFH�EHWZHHQ�WKHLU

PDUJLQDO�WD[�UDWH�DQG�WKH�ORVV�RI�GHGXFWLELOLW\�RI�HQWHUWDLQPHQW�H[SHQVHV�WR�WKH

HPSOR\HU���+DYLQJ�HPSOR\HHV�VHHN�UHLPEXUVHPHQW�RU�UHTXLULQJ�WKH�HPSOR\HU�WR

SD\�GLUHFW�ZLOO�FUHDWH�D�PRUH�WUDFHDEOH�UHFRUG�RI�EXVLQHVV�UHODWHG�HQWHUWDLQPHQW

H[SHQVHV�WKDQ�ZRXOG�RFFXU�ZLWK�WKH�XVH�RI�HQWHUWDLQPHQW�DOORZDQFHV�

)RU�WKLV�PHDVXUH�LW�LV�QHFHVVDU\�WR�DSSO\�D�RQH�\HDU�LPSOHPHQWDWLRQ�GHOD\

FRPSDUHG�WR�WKH�5HYLHZ·V�RWKHU�IULQJH�EHQHILW�UHFRPPHQGDWLRQV�LQ�RUGHU�WR

DYRLG�D�WUDQVLWRU\�KLJKHU�UHYHQXH�FRVW�LQ�WKH�ILUVW�\HDU���7KH�KLJKHU�FRVW�DULVHV

EHFDXVH�RI�WKH�FRPELQHG�HIIHFW�RI�DQ�LPPHGLDWH�UHPRYDO�RI�)%7�RQ

HPSOR\HHV�EXVLQHVV�HQWHUWDLQPHQW�H[SHQVHV�DQG�D�ODJJHG�DGMXVWPHQW�LQ

FRPSDQ\�LQFRPH�WD[�LQVWDOPHQWV�IURP�WKH�UHPRYDO�RI�GHGXFWLELOLW\�RQ�IULQJH

EHQHILW�HQWHUWDLQPHQW�
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Table 5.1 Treatment of entertainment expenses —  some examples
Situation Current treatment Recommended

Employee takes two clients
to lunch in a restaurant —
cost $150

FBT applies to employee‘s
portion ($50) and is
tax-deductible.  Clients‘
portion is non-deductible.

All $150 treated as a
non-deductible business
expense.  No fringe benefit
treatment.

Employer provides
employees, clients and
associates with theatre
tickets

FBT applies to employee and
associates‘ share and is tax
deductible.  Client share is
non-deductible.

Non-deductible.  No fringe
benefit treatment.

Employer provides food and
drink during working hours at
a social function for
employees and associates in
office

Employee share is
non-deductible while FBT
applies to associates‘ share
and is tax deductible

Non-deductible.  No fringe
benefit treatment.

Employee has meal in an
’in-house‘ canteen or in a
restaurant while travelling on
business

Exempt from FBT and tax
deductible

Still not a fringe benefit and
so tax deductible

Tax-exempt bodies

&XUUHQWO\�)%7�DSSOLHV�WR�UHPXQHUDWLRQ�LQ�WKH�IRUP�RI�HQWHUWDLQPHQW�SURYLGHG

WR�HPSOR\HHV�RI�WD[�H[HPSW�ERGLHV���7KLV�WUHDWPHQW�ZDV�GHVLJQHG�SULRU�WR�����

WR�DFKLHYH�VRPH�FRPSDUDELOLW\�LQ�WKH�WUHDWPHQW�RI�HQWHUWDLQPHQW�EHWZHHQ

H[HPSW�DQG�WD[DEOH�HQWLWLHV���3ULRU�WR�������WD[�RQ�UHPXQHUDWLRQ�E\�WD[DEOH

HPSOR\HUV�LQ�WKH�IRUP�RI�HQWHUWDLQPHQW�ZDV�DFKLHYHG�WKURXJK

QRQ�GHGXFWLELOLW\���,QFRPH�WD[�H[HPSW�HPSOR\HUV��OLNH�6WDWH�*RYHUQPHQW

GHSDUWPHQWV�DQG�LQVWUXPHQWDOLWLHV��FRXOG�QRW�EH�WD[HG�E\�WKDW�PHDQV�EHFDXVH

WD[�GHGXFWLRQV�KDG�QR�UHOHYDQFH�WR�WKHLU�ILQDQFLDO�RXWFRPHV�DQG�VR�WKH�)%7

ZDV�DSSOLHG�WR�HQWHUWDLQPHQW�EHQHILWV�SURYLGHG�WR�WKHLU�HPSOR\HHV�

5HFRPPHQGDWLRQ�����G��KDV�EHHQ�LQFOXGHG�EHFDXVH�WKH�5HYLHZ�KDV�MXGJHG�WKDW

LW�ZRXOG�EH�WRR�DGPLQLVWUDWLYHO\�GLIILFXOW�DQG�LQHTXLWDEOH�WR�WUHDW

EXVLQHVV�UHODWHG�HQWHUWDLQPHQW�XQGHUWDNHQ�E\�HPSOR\HHV�RI�H[HPSW�ERGLHV�LQ

WKH�VDPH�PDQQHU�DV�LV�UHFRPPHQGHG�IRU�RWKHU�IULQJH�EHQHILWV�³�WKDW�LV��WR

DOORFDWH�WR�WKH�LQGLYLGXDO�HPSOR\HH�DQG�FRXQW�DV�HPSOR\HH�LQFRPH�

$OWHUQDWLYHO\��WKH�FRVW�DQG�FRPSOH[LW\�LQ�UHWDLQLQJ�D�YHVWLJLDO�)%7�ZRXOG

RXWZHLJK�WKH�����PLOOLRQ�RI�WD[�UHYHQXH�FXUUHQWO\�JHQHUDWHG�IURP�WKLV�VRXUFH�

Recommendation

5.3 On-premises car parking

7KDW�FDU�SDUNLQJ�SURYLGHG�¶RQ�SUHPLVHV·�RU�LQ�DVVRFLDWHG�EXLOGLQJV

FRYHUHG�XQGHU�OHDVLQJ�RU�UHQWDO�DUUDQJHPHQWV�EH�UHPRYHG�IURP�IULQJH

EHQHILWV�FRYHUDJH�DV�IURP��DQG�LQFOXGLQJ��WKH���������LQFRPH�\HDU�

7KH�VHFRQG�H[FHSWLRQ�WR�WKH�JHQHUDO�UHFRPPHQGHG�DSSURDFK�RI�WD[LQJ�IULQJH

EHQHILWV�LQ�WKH�KDQGV�RI�WKH�HPSOR\HH�UHODWHV�WR�¶RQ�SUHPLVHV·�FDU�SDUNLQJ�
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/LNH�HQWHUWDLQPHQW��LW�LV�DOUHDG\�UHFRJQLVHG�WKDW�FDU�SDUNLQJ�IULQJH�EHQHILWV

�RWKHU�WKDQ�FDU�SDUNLQJ�H[SHQVH�SD\PHQWV��FDQQRW�EH�HDVLO\�DWWULEXWHG�WR

HPSOR\HHV���7KHVH�IULQJH�EHQHILWV�DUH�H[FOXGHG�IURP�WKH�JURXS�FHUWLILFDWH

UHSRUWLQJ�UHTXLUHPHQWV�DQQRXQFHG�LQ�$�1HZ�7D[�6\VWHP�

8QGHU�WKH�FXUUHQW�)%7�UHJLPH��VPDOO�EXVLQHVV�LV�DOUHDG\�H[HPSW�IURP

¶RQ�SUHPLVHV·�FDU�SDUNLQJ�DQG�QRQ�&%'�SDUNLQJ�LV�ODUJHO\�H[HPSWHG�EHFDXVH�RI

D�GH�PLQLPLV�YDOXH�UXOH���6R�H[HPSWLQJ�DOO�¶RQ�SUHPLVHV·�FDU�SDUNLQJ�ZLOO�PDNH�WKH

WUHDWPHQW�RI�WKLV�H[SHQVH�FRQVLVWHQW�DFURVV�DOO�IRUPV�RI�EXVLQHVV�DV�ZHOO�DV

UHGXFLQJ�FRPSOLDQFH�FRVWV�

$Q�LVVXH�UDLVHG�LQ�WKH�FRQVXOWDWLRQ�SURFHVV�LV�WKDW�LQ�PDQ\�&%'�DUHDV��FDU

SDUNLQJ�LV�QRW�SURYLGHG�VWULFWO\�¶RQ�SUHPLVHV·���%HFDXVH�RI�EXLOGLQJ�OHDVLQJ

DUUDQJHPHQWV��WKH�5HYLHZ�UHFRJQLVHV�WKH�H[HPSWLRQ�VKRXOG�DSSO\�WR�FDU

SDUNLQJ�SURYLGHG�LQ�DVVRFLDWHG�EXLOGLQJV�FRYHUHG�XQGHU�OHDVLQJ�UHQWDO

DUUDQJHPHQWV�

Recommendation

5.4 Valuation of car benefit

Schedular approach to replace statutory formula

�D� 7KDW�LQ�RUGHU�WR�PDLQWDLQ�UHYHQXH�QHXWUDOLW\�IURP�IULQJH�EHQHILW

UHIRUPV�

�L� WKH�FXUUHQW�VWDWXWRU\�IRUPXOD�IRU�FDUV�EH�UHSODFHG�ZLWK�D

VFKHGXODU�DSSURDFK�XQGHU�ZKLFK����SHU�FHQW�EXVLQHVV�XVH�LV

GHGXFWHG�IURP�D�VFKHGXOH�RI�UXQQLQJ�FRVWV�WR�GHWHUPLQH�WKH

WD[DEOH�YDOXH�RI�DQ�HPSOR\HH·V�FDU�EHQHILW�

�LL� WKH�VFKHGXOH�EH�EDVHG�RQ�WKH�SXEOLVKHG�VXUYH\V�FRQGXFWHG

E\�PRWRULQJ�RUJDQLVDWLRQV�RI�DJJUHJDWH�UXQQLQJ�FRVWV��ERWK

IL[HG�DQG�YDULDEOH��RI�YHKLFOHV��DQG

�LLL� LI�WKH�HPSOR\HU�RU�HPSOR\HH�ZLVKHV�WR�VSHFLI\�D�EXVLQHVV

XVDJH�H[FHHGLQJ�WKH�SUHVFULEHG�SHUFHQWDJH��DQ�REOLJDWLRQ�WR

VXEVWDQWLDWH�WKH�FODLP�EH�LPSRVHG�

Application only to new car leasing arrangements

�E� 7KDW�WKH�VFKHGXODU�DSSURDFK�EH�SKDVHG�LQ�DV�FXUUHQW�FDU�OHDVLQJ

DUUDQJHPHQWV�H[SLUH�IURP��DQG�LQFOXGLQJ��WKH���������LQFRPH�\HDU�

'HWHUPLQLQJ�WKH�WD[DEOH�YDOXH�RI�FDU�EHQHILWV�IURP�WKH�VWDWXWRU\�IRUPXOD

SURYLGHV�VLJQLILFDQW�FRQFHVVLRQDOLW\�IRU�D�ODUJH�SURSRUWLRQ�RI�FDU�IULQJH�EHQHILW

FDVHV���$�PRUH�UDWLRQDO�VWDWXWRU\�YDOXDWLRQ�ZLOO�VHUYH�WKH�GXDO�SXUSRVHV�RI

HOLPLQDWLQJ�VRPH�DQRPDOLHV�LQ�WKH�LPSDFW�RI�WKH�FXUUHQW�IRUPXOD�DQG�RI
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EDODQFLQJ�WKH�RYHUDOO�UHYHQXH�LPSDFW�RI�WKH�5HYLHZ·V�IULQJH�EHQHILW

UHFRPPHQGDWLRQV�LQ�WKH�VKRUW�WR�PHGLXP�WHUP�

%HFDXVH�WKH�WD[DEOH�YDOXH�RI�WKH�EHQHILW�XQGHU�WKH�FXUUHQW�IRUPXOD�DFWXDOO\�IDOOV

E\�VXEVWDQWLDO�VWHSV�DV�WRWDO�NLORPHWUHV�ULVH��WKHUH�FDQ�EH�D�VLJQLILFDQW�LQFHQWLYH

WR�WUDYHO�XQQHFHVVDU\�NLORPHWUHV�WRZDUG�WKH�HQG�RI�WKH�IULQJH�EHQHILWV�\HDU���,Q

FRQVXOWDWLRQV��PHQWLRQ�ZDV�PDGH�RI�WKH�¶0DUFK�&RUSRUDWH�5DOO\·��D�WHUP�XVHG

WR�GHVFULEH�WKH�H[FHVVLYH�FDU�WUDYHO�WKDW�WDNHV�SODFH�DURXQG�WKH�HQG�RI�0DUFK

HDFK�\HDU���7KH�SURSRVHG�VFKHGXODU�DSSURDFK�HVWDEOLVKHV�D�PRUH�UDWLRQDO

DSSURDFK�EHFDXVH�LW�SURYLGHV�D�FORVHU�WUDFNLQJ�RI�DFWXDO�FRVWV�

7KH�5HYLHZ·V�UHFRPPHQGHG�DSSURDFK�IRU�YDOXLQJ�FDU�EHQHILWV�ZLOO�EH�DOPRVW�DV

VLPSOH�DV�XVLQJ�WKH�FXUUHQW�IRUPXOD�DQG�VKRXOG�QRW�SUHVHQW�FRPSXWDWLRQDO

GLIILFXOW\�IRU�HPSOR\HUV�

7R�DOORZ�WLPH�IRU�HPSOR\HUV�DQG�HPSOR\HHV�WR�UHQHJRWLDWH�UHPXQHUDWLRQ

DUUDQJHPHQWV��ZKHUH�QHHGHG��WKH�FKDQJH�LQ�WKH�YDOXLQJ�RI�FDU�EHQHILWV�ZLOO�EH

SKDVHG�LQ�DV�FXUUHQW�FDU�OHDVLQJ�DUUDQJHPHQWV�H[SLUH�

Impact on car sales

$W�WKH�UHFRPPHQGHG����SHU�FHQW�OHYHO�RI�SUHVXPHG�EXVLQHVV�XVH��FDU�IULQJH

EHQHILWV�ZLOO�VWLOO�DWWUDFW�D�VXIILFLHQW�GHJUHH�RI�FRQFHVVLRQDOLW\�WR�UHPDLQ�DQ

DWWUDFWLYH�IRUP�RI�UHPXQHUDWLRQ�IRU�PRVW�HPSOR\HHV���7KH�GRPHVWLF�FDU

LQGXVWU\�KDV�DUJXHG�WKDW�DQ\�WLJKWHQLQJ�RI�WKH�IRUPXOD�ZRXOG�GDPDJH�LWV�VDOHV

DQG�HQFRXUDJH�HPSOR\HHV�WR�FKRRVH�FKHDSHU��LPSRUWHG��FDUV���7KH�5HYLHZ�LV

QRW�FRQYLQFHG�WKDW�WKH�FDU�LQGXVWU\�ZLOO�VXIIHU�DV�EDGO\�DV�LW�VXJJHVWV���3ULFH

UHODWLYLW\�DSSHDUV�QRW�WR�EH�WKH�PDMRU�FRQVLGHUDWLRQ�DW�SUHVHQW���$QG�WR�WKH

H[WHQW�WKDW�UHODWLYH�FRVWV�GR�LQIOXHQFH�WKH�FKRLFH�RI�FDU��WKH�SURSRVHG�VFDOH�ZLOO

LQ�IDFW�HURGH�WKH�FRVW�DGYDQWDJH�RI�VRPH�ORZ�SULFHG�LPSRUWHG�FDUV�

7R�LOOXVWUDWH�ERWK�WKHVH�SRLQWV��150$�EXVLQHVV�UXQQLQJ�FRVW�ILJXUHV�LQGLFDWH

WKDW�DQ�HPSOR\HH�RQ�WKH�WRS�PDUJLQDO�UDWH�ZLWK�D�IULQJH�EHQHILW�FDU�SUHVHQWO\

PXVW�JLYH�XS�DIWHU�WD[�LQFRPH�RI�DERXW��������SHU�DQQXP�IRU�D�ORFDOO\

SURGXFHG�VL[�F\OLQGHU�FDU�GRLQJ��������NLORPHWUHV��ZKLOH�WKH�DPRXQW�IRU�D

SRSXODU�LPSRUWHG�PRGHO�LV����������6R�WKH�LPSRUWHG�PRGHO�ZRXOG�DSSHDU�WR�EH

���SHU�FHQW��RU���������FKHDSHU�WKDQ�WKH�ODUJHU�ORFDO���'HVSLWH�WKLV�ODUJH�UHODWLYH

DQG�DEVROXWH�FRVW�GLVDGYDQWDJH��ORFDO�PHGLXP�ODUJH�FDUV�VWLOO�GRPLQDWH�WKH

EXVLQHVV�IOHHW�PDUNHW�

7KH�SURSRVHG�VWDWXWRU\�IRUPXOD�ZLOO�QDUURZ�ERWK�WKH�SHUFHQWDJH�DQG�DEVROXWH

JDS�EHWZHHQ�WKH�ORFDO�DQG�LPSRUWHG�FDUV�LQ�WKLV�H[DPSOH��VHH�7DEOH��������)RU

WKRVH�RQ�WKH�WRS�PDUJLQDO�WD[�UDWH��WKH�ORFDO�FDU�ZLOO�UHTXLUH�DQ�DIWHU�WD[�VDODU\

VDFULILFH�RI��������ZKLOH�WKH�VDFULILFH�QHHGHG�IRU�WKH�LPSRUWHG�FDU�ZLOO�EH

���������7KH����SHU�FHQW�DGYDQWDJH�RI�WKH�LPSRUWHG�FDU�ZLOO�KDYH�EHHQ

PDUJLQDOO\�UHGXFHG�WR����SHU�FHQW�DQG�WKH�SULFH�JDS�IDOOV�E\������
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)RU�WKRVH�RQ�OHVV�WKDQ�WKH�WRS�PDUJLQDO�WD[�UDWH��WKH�SULFH�JDS�ZLOO�IDOO�HYHQ

IXUWKHU���7KLV�LV�EHFDXVH�WKH�HIIHFW�RI�D�VZLWFKLQJ�WR�WD[LQJ�EHQHILWV�LQ

HPSOR\HHV·�KDQGV�RIIVHWV�WKH�UHGXFWLRQ�LQ�WKH�FRQFHVVLRQDO�WUHDWPHQW�RI�FDU

EHQHILWV���$W�WKH������SHU�FHQW�PDUJLQDO�LQFRPH�WD[�UDWH��IRU�H[DPSOH��WKH�JDS

EHWZHHQ�WKH�LPSRUWHG�DQG�WKH�ODUJHU�ORFDOO\�SURGXFHG�FDU�ZLOO�GHFOLQH�E\�������

LQ�IDYRXU�RI�WKH�ORFDOO\�SURGXFHG�FDU�

Table 5.2 Comparison of salary packaging costs(a)

Marginal effective
tax rate

Imported
1.5 litre car valued
at around $14000

‘Family six’ valued
at around

$30500

Additional cost
of ‘family six’ over

imported car

48.5% marginal tax rate

Current formula with FBT

Proposed formula and
taxing in employees‘ hands

$4,810

$5,240

$8,785

$8,845

$3,975

$3,605

43.5% marginal tax rate

Current formula with FBT

Proposed formula and
taxing in employees‘ hands

$5,280

$5,390

$9,640

$9,100

$4,360

$3,710

31.5% marginal tax rate

Current formula with FBT

Proposed formula and
taxing in employees‘ hands

$6,400

$5,755

$11,685

$9,710

$5,285

$3,955

(a) After-tax income required to be sacrificed in one year for cars covering 15,000 kilometres
per annum for different marginal effective tax rates.

After-tax income sacrifice for the current formula is equal to vehicle running costs
plus FBT x (1 - effective marginal tax rate).  After-tax sacrifice for the proposed formula is
equal to vehicle running costs x (1 - effective marginal tax rate) plus vehicle running costs
x (55 per cent presumed private use x effective marginal tax rate).  Vehicle running costs
based on NRMA Vehicle Operating Costs, June 1998 and December 1998.

7KH�RYHUDOO�LPSDFW�RQ�WKH�ORFDO�YHKLFOH�PDUNHW�LV�GLIILFXOW�WR�HVWLPDWH�EHFDXVH

RI�RIIVHWWLQJ�LQIOXHQFHV���7KH�SRVLWLRQ�RI�ORFDO�SURGXFHUV�ZLOO�EH�LPSURYHG

UHODWLYH�WR�LPSRUWV���%XW�WKHUH�LV�D�JHQHUDO�UHGXFWLRQ�LQ�WKH�DWWUDFWLYHQHVV�RI

IULQJH�EHQHILW�DUUDQJHPHQWV�IRU�PRVW�FDUV�FRYHULQJ�PRUH�WKDQ

�������NLORPHWUHV���+RZHYHU��WKLV�LV�RIIVHW�IRU�VRPH�WD[SD\HUV�E\�WKH�IDOO�LQ�WKH

WD[�UDWH�IURP������SHU�FHQW�WR�WKHLU�SHUVRQDO�PDUJLQDO�WD[�UDWH�

Recommendation

5.5 Direct subsidies for FBT-exempt and rebatable employers

7KDW�WKH�H[HPSWLRQ�DQG�UHEDWH�RI�)%7�DYDLODEOH�WR�FHUWDLQ�HPSOR\HUV�EH

GLVFRQWLQXHG�DQG�WKH�EHQHILW�UHSODFHG�ZLWK�D�GLUHFW�VXEVLG\�SD\PHQW�

$V�UDLVHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH�������GLVSHQVLQJ�ZLWK�)%7�DQG

WUDQVIHUULQJ�WD[�OLDELOLW\�WR�UHOHYDQW�HPSOR\HHV�ZRXOG��LQ�LWVHOI��HOLPLQDWH�WKH

EHQHILW�HQMR\HG�E\�H[HPSW�DQG�UHEDWDEOH�HPSOR\HUV�IURP�SD\LQJ�HPSOR\HHV�LQ
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WKH�IRUP�RI�IULQJH�EHQHILWV���$�GLIIHUHQW�DSSURDFK�LV�UHTXLUHG�IRU�WKHVH

RUJDQLVDWLRQV�LI�WKH\�DUH�WR�EH�FRPSHQVDWHG�IRU�WKH�ORVV�RI�WKH�EHQHILW�

7KLV�EHQHILW�LV�WR�EH�FDSSHG�XQGHU�WKH�SURSRVDOV�LQ�$�1HZ�7D[�6\VWHP���([HPSW

HPSOR\HUV�VXFK�DV�FKDULWLHV�DQG�VRPH�SXEOLF�KRVSLWDOV�DUH�WR�EH�DEOH�WR�SURYLGH

XS�WR���������JURVVHG�XS�YDOXH�RI�IULQJH�EHQHILWV�WR�DQ�HPSOR\HH�ZLWKRXW

LQFXUULQJ�DQ�)%7�OLDELOLW\���5HEDWDEOH�HPSOR\HUV�³�ZKLFK�LQFOXGH�FHUWDLQ�RWKHU

KRVSLWDOV��WUDGH�XQLRQV��HPSOR\HUV·�RUJDQLVDWLRQV�DQG�FRPPXQLW\�DQG�VSRUWLQJ

FOXEV�³�DUH�WR�EH�DOORZHG�D�FRQWLQXDWLRQ�RI�WKHLU�UHEDWH�����SHU�FHQW�RI�)%7

SD\DEOH��LQ�UHVSHFW�RI�XS�WR���������JURVVHG�XS�YDOXH�RI�IULQJH�EHQHILWV���7KHVH

DUUDQJHPHQWV�DUH�QRW�DSSURSULDWH�LI�)%7�LV�HOLPLQDWHG�

:LWK�DEROLWLRQ�RI�WKH�)%7�V\VWHP�XQGHU�WKH�5HYLHZ·V�UHFRPPHQGDWLRQ��WKH

*RYHUQPHQW�PD\�ZLVK�WR�FRQWLQXH�GHOLYHULQJ�WKH�FDSSHG�OHYHO�RI�DVVLVWDQFH

WKURXJK�D�WD[DWLRQ�FRQFHVVLRQ�IRU�HPSOR\HH�IULQJH�EHQHILWV���7KH�FDSSHG�OHYHO

RI�DVVLVWDQFH�FRXOG�EH�UHSOLFDWHG�E\�DOORZLQJ�DQ�H[HPSWLRQ�GHGXFWLRQ�RI�XS�WR

�������WR�HPSOR\HHV�RI�)%7�H[HPSW�RUJDQLVDWLRQV�LQ�UHVSHFW�RI�UHSRUWHG�IULQJH

EHQHILW�LQFRPH���$Q�H[HPSWLRQ�GHGXFWLRQ�RI����SHU�FHQW�RI�IULQJH�EHQHILW

LQFRPH��XS�WR�D�PD[LPXP�RI��������RI�UHSRUWHG�IULQJH�EHQHILW�LQFRPH��ZRXOG

UHSOLFDWH�WKH�DVVLVWDQFH�IRU�HPSOR\HHV�RI�UHEDWDEOH�HPSOR\HUV�

7KH�DPRXQW�RI��������ZRXOG�FORVHO\�PLUURU�WKH�XQGHUO\LQJ�WD[DEOH�)%7�YDOXH

RI���������ZRUWK�RI�¶JURVVHG�XS·�EHQHILWV�XQGHU�SUHVHQW�DUUDQJHPHQWV���$V�WKH

¶JURVV�XS·�IDFWRU�DSSOLFDEOH�XQGHU�$�1HZ�7D[�6\VWHP�LV�DSSUR[LPDWHO\�������WKH

XQGHUO\LQJ�WD[DEOH�YDOXH�RI�WKH�EHQHILW�OLPLW�EHFRPHV�������������� ��������

8QGHU�D�UHJLPH�RI�WD[LQJ�EHQHILWV�LQ�WKH�KDQGV�RI�HPSOR\HHV��WKH�FRQFHSW�RI

JURVVLQJ�XS�KDV�QR�ORJLFDO�SODFH���7KH�OLPLW�RQ�WKH�EHQHILW�QHHGV�WR�EH�GHILQHG

LQ�WHUPV�RI�WKH�XQGHUO\LQJ�WD[DEOH�YDOXH�³�ZKLFK�ZRXOG�EH�WKH�YDOXH�WR�DSSHDU

RQ�DOO�HPSOR\HHV·�JURXS�FHUWLILFDWHV�

+RZHYHU��WKH�5HYLHZ�LV�FRQFHUQHG�WKDW�LQ�D�YHU\�VKRUW�WLPH��LW�FDQ�EH�H[SHFWHG

WKDW�YLUWXDOO\�DOO�HPSOR\HHV�RI�WD[�H[HPSW�ERGLHV�ZRXOG�EH�UHPXQHUDWHG�WR�WKH

IXOO�YDOXH�RI�WKLV�FRQFHVVLRQ��UHJDUGOHVV�RI�ZKHWKHU�LW�LV�SURYLGHG�XQGHU�FXUUHQW

)%7�DUUDQJHPHQWV�RU�XQGHU�WKH�5HYLHZ·V�UHFRPPHQGHG�DEROLWLRQ�RI�)%7��

7KH�5HYLHZ�XQGHUVWDQGV�WKDW�XQGHU�WKH�DUUDQJHPHQWV�SULRU�WR�$�1HZ�7D[

6\VWHP�PDQ\�WD[�H[HPSW�ERGLHV�ZHUH�QRW�XVLQJ�WKH�DYDLODEOH�FRQFHVVLRQ�WR�WKH

H[WHQW�RI�WKH�SURSRVHG�OLPLW���1RZ�WKDW�LW�KDV�EHHQ�YDOLGDWHG�LW�ZLOO�EH�FOHDUO\�LQ

WKHLU�LQWHUHVWV�WR�UHGXFH�WKHLU�HPSOR\PHQW�FRVWV�E\�XWLOLVLQJ�WKH�FRQFHVVLRQ

IXOO\���7KH�5HYLHZ�LV�QRW�FRQYLQFHG�WKDW�WKH�SURSRVDO�DQQRXQFHG�LQ�$�1HZ�7D[

6\VWHP�ZLOO�EH�VXVWDLQDEOH�LQ�WKH�ORQJHU�WHUP�EHFDXVH�RI�WKH�HYHQWXDO�FRVW�WR

UHYHQXH�

:KHUH�WKH�WD[�H[HPSW�ERG\�LV�HQJDJHG�LQ�EXVLQHVV�DFWLYLW\��WKLV�WD[�EUHDN�FRXOG

SURYLGH�WKHP�ZLWK�D�FRPSHWLWLYH�HGJH�RYHU�RUGLQDU\�EXVLQHVVHV�

7KH�5HYLHZ�FRQVLGHUV�WKDW�WKLV�HOHPHQW�RI�JRYHUQPHQW�DVVLVWDQFH�WR�FKDULWLHV

DQG�WKH�OLNH�VKRXOG�EH�UHPRYHG�IURP�WKH�WD[�V\VWHP�DQG�UHSODFHG�E\�D�GLUHFW
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LGHQWLILDEOH�VXEVLG\��ZKLFK�PDLQWDLQV�D�VLPLODU�OHYHO�RI�VXSSRUW���$�VXEVLG\�ZLOO

EH�PRUH�WUDQVSDUHQW�DQG�GHOLYHU�D�EHWWHU�PDWFK�EHWZHHQ�WKH�LQWHQWLRQV�RI

JRYHUQPHQW�DQG�WKH�RXWFRPH���$GGUHVVLQJ�WKLV�LVVXH�QRZ�EHIRUH�LW�EHFRPHV�D

PRUH�LQWUDFWDEOH�DQG�H[SHQVLYH�SUREOHP�ODWHU�KDV�PXFK�WR�FRPPHQG�LW�

Other issues

Alignment of tax years

7KH�5HYLHZ�UHFHLYHG�PL[HG�YLHZV�IURP�EXVLQHVV�RQ�WKH�H[WHQW�WR�ZKLFK

DOLJQPHQW�ZRXOG�VLPSOLI\�FRPSOLDQFH���6XEPLVVLRQV�YDULHG�EHWZHHQ�UHWHQWLRQ

RI�WKH�SUHVHQW�V\VWHP��IXOO�DOLJQPHQW�RU�DOORZLQJ�WKH�WD[SD\HU�WR�FKRRVH�HLWKHU

DSSURDFK���7KLV�ZRXOG�EH�D�UHOHYDQW�LVVXH�HYHQ�LQ�WKH�HYHQW�WKDW�WKH�5HYLHZ·V

UHFRPPHQGDWLRQV�IRU�DEROLVKLQJ�)%7�ZHUH�QRW�LPSOHPHQWHG�

7KH�5HYLHZ�KDV�FRQFOXGHG�WKDW�D�MXGJPHQW�RQ�ZKHUH�WKH�EDODQFH�RI�DOO�WKH

DUJXPHQWV�OLHV�FDQQRW�EH�PDGH�ZKLOH�EXVLQHVV�LV�SUHRFFXSLHG�ZLWK

LPSOHPHQWLQJ�WKH�UHSRUWDEOH�IULQJH�EHQHILWV�UHTXLUHPHQWV�LQVWLWXWHG�E\�$�1HZ

7D[�6\VWHP�³�LQ�SDUWLFXODU��WKH�DVVLJQPHQW�DQG�LQFOXVLRQ�RQ�JURXS�FHUWLILFDWHV

RI�HPSOR\HH�IULQJH�EHQHILWV�IURP�WKH�ILQDQFLDO�\HDU�FRPPHQFLQJ���-XO\������

,PSOHPHQWDWLRQ�RI�HIIHFWLYH�LQIRUPDWLRQ�V\VWHPV�IRU�WKDW�UHTXLUHPHQW�PLJKW

HDVH�FRPSOLFDWLRQV�DVVRFLDWHG�ZLWK�DOLJQLQJ�WKH�WD[�\HDUV�

$FFRUGLQJO\��WKH�5HYLHZ�VXJJHVWV�WKDW�JRYHUQPHQW�VKRXOG�UHYLVLW�WKH�LVVXH�RQFH

$�1HZ�7D[�6\VWHP�UHTXLUHPHQWV��DQG�DQ\�RWKHUV�WKDW�IORZ�IURP�WKLV�5HSRUW�

KDYH�EHHQ�VHWWOHG�GRZQ�

Specific exclusions approach

)LQDOO\��LQ�VLPLODU�YHLQ��WKH�5HYLHZ�QRWHG�WKDW�LQ�WKH�FRQVXOWDWLRQ�SURFHVV�WKHUH

ZDV�QRW�ZLGHVSUHDG�VXSSRUW�IRU�UHSODFLQJ�WKH�FXUUHQW�DSSURDFK��ZKHUHE\�)%7

DSSOLHV�WR�DOO�IULQJH�EHQHILWV�XQOHVV�WKH\�DUH�VSHFLILFDOO\�H[FOXGHG��ZLWK�D�V\VWHP

RI�VSHFLILF�LQFOXVLRQV�

7KH�5HYLHZ�KDV�QRW�EHHQ�SHUVXDGHG�WKDW�D�VSHFLILF�LQFOXVLRQ�DSSURDFK�KDV

FOHDU�DGYDQWDJHV���0RUHRYHU��LQ�UHODWLRQ�WR�WKH�FKDQJHV�UHFRPPHQGHG�IRU�WKH

WUHDWPHQW�RI�HQWHUWDLQPHQW�IULQJH�EHQHILWV��LW�KDV�EHHQ�QHFHVVDU\�IRU�UHYHQXH

SURWHFWLRQ�UHDVRQV�WR�FRQWLQXH�ODUJHO\�WR�UHO\�RQ�DQ�H[FOXVLRQ�DSSURDFK�
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Clarifying the mutuality exception

Recommendation

5.6 Mutuality principle

Statutory exclusion for 'mutual gains'

�D� 7KDW�WKH�FXUUHQW�FRPPRQ�ODZ�H[FOXVLRQ�IURP�WKH�FDOFXODWLRQ�RI

WD[DEOH�LQFRPH�RI�¶PXWXDO�JDLQV·�³�EHLQJ�JDLQV�E\�FHUWDLQ�PXWXDO

HQWLWLHV�DQG�RUJDQLVDWLRQV�IURP�VRPH�GHDOLQJV�ZLWK�WKHLU

PHPEHUV�³�EH�JLYHQ�H[SOLFLW�HIIHFW�LQ�WKH�WD[�ODZ��QRWZLWKVWDQGLQJ

WKH�JHQHUDO�SULQFLSOH�WKDW�LQFRPH�DULVLQJ�IURP�GHDOLQJV�EHWZHHQ

HQWLWLHV�DQG�WKHLU�PHPEHUV�VKRXOG�EH�LQFOXGHG�LQ�WKH�WD[DEOH

LQFRPH�RI�WKRVH�HQWLWLHV�

Apportioning expenditure between member and non-member
income

�E� 7KDW�DSSURSULDWH�SURYLVLRQV�EH�HVWDEOLVKHG�IRU�HQVXULQJ�WKDW�DOO

H[SHQGLWXUH�RI�PXWXDO�HQWLWLHV�LV�HTXLWDEO\�DSSRUWLRQHG�EHWZHHQ

H[HPSW�¶PXWXDO�JDLQV·�DQG�WD[DEOH�LQFRPH�

$OO�WUDQVDFWLRQV�EHWZHHQ�PHPEHUV�DQG�HQWLWLHV�ZLOO�EH�WUHDWHG�FRQVLVWHQWO\

DFFRUGLQJ�WR�WKH�VDPH�JHQHUDO�UXOHV�XQGHU�WKH�WD[DWLRQ�SULQFLSOHV

UHFRPPHQGHG�HOVHZKHUH�E\�WKH�5HYLHZ���:LWKRXW�VSHFLILF�H[FOXVLRQV��WKLV

ZRXOG�UHVXOW�LQ�JDLQV�WKDW�DUH�SUHVHQWO\�H[HPSW�EHFDXVH�RI�WKH�¶PXWXDOLW\

H[FHSWLRQ·�EHLQJ�LQFOXGHG�LQ�WKH�FDOFXODWLRQ�RI�WD[DEOH�LQFRPH�

7KH�¶PXWXDOLW\�H[FHSWLRQ·�LV�D�ORQJVWDQGLQJ�FRPPRQ�ODZ�UXOH��QRW�DQ�H[SOLFLW

SURYLVLRQ�LQ�WKH�FXUUHQW�WD[�ODZ��KDYLQJ�WKH�HIIHFW�WKDW�LGHQWLILHG�JDLQV�RI�VRPH

RUJDQLVDWLRQV�IURP�VRPH�GHDOLQJV�ZLWK�WKHLU�PHPEHUV�³�¶PXWXDO�JDLQV·�³�DUH

QRW�LQFRPH�IRU�WKH�SXUSRVHV�RI�WKH�SUHVHQW�LQFRPH�WD[�ODZ���8QGHU�WKH

FRPPRQ�ODZ�H[FHSWLRQ��ZKHUH�D�QXPEHU�RI�SHUVRQV�FRQWULEXWH�WR�D�FRPPRQ

IXQG�FUHDWHG�DQG�FRQWUROOHG�E\�WKHP�IRU�D�FRPPRQ�SXUSRVH��DQ\�VXUSOXV

DULVLQJ�LQ�WKH�IXQG�LV�QRW�LQFRPH�IRU�WD[�SXUSRVHV���7KLV�UXOH�DSSOLHV�WR�ERGLHV

VXFK�DV�FOXEV��IULHQGO\�VRFLHWLHV�DQG�WKHLU�GLVSHQVDULHV���7KH�SUHVHQW�ODZ

FRQWDLQV�VRPH�UXOHV�IRU�WD[LQJ�FHUWDLQ�PHPEHU�LQFRPH�RI�VRPH�RI�WKH

VXEVLGLDULHV�RI�WKHVH�ERGLHV���%XW�EH\RQG�WKDW��VRPH�JDLQV�RI�WKHVH�ERGLHV�IURP

GHDOLQJ�ZLWK�PHPEHUV�UHPDLQ�IUHH�RI�WD[�

7KHUH�LV��KRZHYHU��DQ�DQRPDO\�LQ�WKH�LQWHUDFWLRQ�EHWZHHQ�WKH�FRPPRQ�ODZ�UXOH

DQG�WKH�RSHUDWLRQ�RI�WKH�SUHVHQW�ODZ�LQ�UHODWLRQ�WR�WKH�DOORZDQFH�RI�GHGXFWLRQV�

$EVHQW�DQ�DSSURSULDWH�UXOH��WKH�SUHVHQW�ODZ��ZKLFK�ZDV�QHYHU�GHVLJQHG�WR�GHDO

ZLWK�WKH�VLJQLILFDQW�FRPPHUFLDO�DFWLYLWLHV�XQGHUWDNHQ�XQGHU�PXWXDO�SULQFLSOHV�

HIIHFWLYHO\�DOORZV�D�GLVSURSRUWLRQDWH�VKDUH�RI�GHGXFWLRQV�DJDLQVW�DVVHVVDEOH

LQFRPH��WKXV�PLQLPLVLQJ�WD[DEOH�LQFRPH�
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7R�PDLQWDLQ�WKH�FXUUHQW�WD[�VWDWXV�RI�PXWXDO�JDLQV�RI�HQWLWLHV�ZLOO�UHTXLUH�D

EDODQFLQJ�DGMXVWPHQW�WR�EH�PDGH�DW�WKH�HQG�RI�HDFK�LQFRPH�\HDU�HTXDO�WR�WKH

HQWLW\·V�PXWXDO�JDLQV�IRU�WKH�\HDU���(QWLWLHV�ZLOO�QHHG�WR�H[DPLQH�WKHLU

WUDQVDFWLRQV��DV�WKH\�GR�QRZ��VR�DV�WR�GLVWLQJXLVK�WKRVH�WKDW�DUH�PXWXDO

WUDQVDFWLRQV�ZLWK�PHPEHUV�IURP�QRQ�PXWXDO�GHDOLQJV���7KLV�HIIHFWLYHO\

UHSOLFDWHV�WKH�FXUUHQW�WD[�WUHDWPHQW���7KH�DGMXVWPHQW�IRU�PXWXDO�JDLQV�RI

HQWLWLHV�ZLOO�EH�H[SUHVVO\�VWDWHG�LQ�WKH�WD[�OHJLVODWLRQ�

$�FRUUHVSRQGLQJ�EDODQFLQJ�DGMXVWPHQW�IRU�PXWXDO�ORVVHV�LV�DOVR�UHTXLUHG���7KLV

ZLOO�DOORZ�HTXLWDEOH�DSSRUWLRQPHQW�RI�H[SHQGLWXUHV�DQG�OLDELOLWLHV�DV�ZHOO�DV

UHFHLSWV�DQG�DVVHWV�LQ�DSSO\LQJ�WKH�PXWXDO�H[FHSWLRQ�

6SHFLDO�H[FHSWLRQV�ZLOO�QRW�EH�QHHGHG�LQ�WKH�FDVH�RI�PDQ\�HQWLWLHV�ZKLFK�KDYH

DOUHDG\�EHHQ�H[SUHVVO\�H[FOXGHG�IURP�WKH�PXWXDOLW\�H[FHSWLRQ�LQ�WKH�WD[�ODZ�

7KHVH�LQFOXGH�LQVXUHUV��FR�RSHUDWLYHV�DQG�HIIHFWLYHO\�DOO�ILQDQFLDO�LQVWLWXWLRQV�

Principles for taxing government
grants
and subsidies

Recommendation

5.7 Grants and subsidies paid by the Commonwealth Government

7KDW�ZKHUH�JUDQWV�RU�VXEVLGLHV�DUH�SURYLGHG�E\�WKH�&RPPRQZHDOWK

*RYHUQPHQW��HQDEOLQJ�&RPPRQZHDOWK�OHJLVODWLRQ�PDNH�H[SOLFLW�WKDW

RQH�RI�WKH�IROORZLQJ�WUHDWPHQWV�ZLOO�DSSO\�

Permanent tax-free (non-taxable/deductible) treatment

�L� ZKHUH�D�JUDQW�RU�VXEVLG\�LV�LQWHQGHG�WR�EH�WD[�IUHH�³�WKH�DPRXQW

RI�WKH�JUDQW�RU�VXEVLG\�EH�H[HPSW�IURP�WD[��DQG�DVVRFLDWHG

H[SHQGLWXUHV�EH�GHGXFWLEOH�LQ�DFFRUGDQFH�ZLWK�WKH�QRUPDO

RSHUDWLRQ�RI�WKH�ODZ�

Tax-deferred (non-taxable/non-deductible) treatment

�LL� ZKHUH�D�JUDQW�RU�VXEVLG\�LV�LQWHQGHG�WR�SURYLGH�WD[�GHIHUUDO

EHQHILWV�³�WKH�DPRXQW�RI�JUDQW�RU�VXEVLG\�EH�H[HPSW�IURP�WD[�DQG

GHGXFWLRQV�EH�GHQLHG��ZKHWKHU�LPPHGLDWH��DPRUWLVHG�RU

FDSLWDOLVHG��ZLWK�UHVSHFW�WR�WKH�H[SHQGLWXUH�LQFXUUHG��RU
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Immediately taxed (taxable/deductible) treatment

�LLL� ZKHUH�WKH�JUDQW�RU�VXEVLG\�LV�QRW�LQWHQGHG�WR�EH�WD[�IUHH�RU�WR

SURYLGH�WD[�GHIHUUDO�EHQHILWV�³�WKH�DPRXQW�RI�JUDQW�RU�VXEVLG\�EH

WD[DEOH�LQ�WKH�LQFRPH�\HDU�LQ�ZKLFK�LW�LV�UHFHLYHG�DQG�WKH

DVVRFLDWHG�H[SHQGLWXUHV�EH�GHGXFWLEOH�LQ�DFFRUGDQFH�ZLWK�WKH

QRUPDO�RSHUDWLRQ�RI�WKH�ODZ�

Current treatment

,Q�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������WKH�5HYLHZ�GLVFXVVHG�ZKHWKHU�WKH�FRVW

EDVH�RI�DQ�DVVHW�VKRXOG�EH�UHGXFHG�E\�VXEVLGLHV�UHFHLYHG�

*RYHUQPHQW�JUDQWV�RU�VXEVLGLHV�SDLG�WR�EXVLQHVVHV�DUH�JHQHUDOO\�WD[DEOH�LQ�WKH

\HDU�WKH\�DUH�UHFHLYHG���7KLV�KDV�EHHQ�D�ORQJ�VWDQGLQJ�IHDWXUH�RI�WKH�WD[�ODZ���,W

LV�EDVHG�RQ�WKH�SULQFLSOH�WKDW�D�VXEVLG\�RU�JUDQW�LQFUHDVHV�WKH�QHW�ZHDOWK�RI�D

WD[SD\HU�DQG�KHQFH�RXJKW�WR�EH�WD[DEOH���7KH�H[LVWLQJ�ODZ�SURYLGHV�V\PPHWULFDO

WUHDWPHQW�LQ�WKDW�D�VXEVLG\�RU�JUDQW�LV�WD[DEOH�DQG�DVVRFLDWHG�H[SHQGLWXUHV�DUH

GHGXFWLEOH���7KXV�LI�WKH�VXEVLG\�RU�JUDQW�ZHUH�DSSOLHG�WR�

� DFTXLULQJ�D�GHSUHFLDEOH�DVVHW�³�WKH�H[SHQGLWXUH�ZRXOG�EH�GHGXFWLEOH�DW�WKH
DSSOLFDEOH�UDWH�RI�GHSUHFLDWLRQ�

� SD\LQJ�ZDJHV�³�WKH�H[SHQGLWXUH�ZRXOG�EH�GHGXFWLEOH�DV�LQFXUUHG��DQG

� WKH�DFTXLVLWLRQ�RI�DQ�DSSUHFLDWLQJ�DVVHW��VXFK�DV�ODQG�³�WKHUH�ZRXOG�EH�QR
GHGXFWLRQ��EXW�WKH�FRVW�EDVH�ZRXOG�QRW�EH�DGMXVWHG�E\�WKH�DPRXQW�RI�WKH

JUDQW�RU�VXEVLG\�

7KH�H[LVWLQJ�ODZ�IRU�WKH�WUHDWPHQW�RI�WD[DEOH�JUDQWV�DQG�VXEVLGLHV�FDQ�UHVXOW�

KRZHYHU��LQ�LQHTXLWDEOH�RXWFRPHV���)RU�H[DPSOH��ZKHUH�D�JUDQW�LV�PDGH�WR

HQDEOH�D�SDUWLFXODU�DVVHW�WR�EH�DFTXLUHG�VXFK�WKDW�WKHUH�LV�QR�FKDQJH�LQ�WKH

WD[SD\HU·V�QHW�FDVK�SRVLWLRQ��WKH�DFTXLUHU�PD\�QRW�EH�LQ�D�SRVLWLRQ�WR�PHHW�WKH

WD[�OLDELOLW\���$OVR��SURYLGLQJ�JUDQWV�WKDW�DUH�WD[DEOH�XS�IURQW�ZLOO�KDYH�GLIIHUHQW

WD[DWLRQ�FRQVHTXHQFHV��GHSHQGLQJ�RQ�WKH�WD[�SRVLWLRQV�RI�WKH�UHFLSLHQWV�DW�WKH

WLPH�WKH�JUDQW�LV�PDGH�

Alternative treatments

7KH�5HYLHZ�EHOLHYHV�WKDW��ZKHUH�WKH�&RPPRQZHDOWK�*RYHUQPHQW�SURYLGHV

JUDQWV�DQG�VXEVLGLHV��WKH�LQWHQGHG�WD[�WUHDWPHQW�VKRXOG�EH�PDGH�H[SOLFLW�E\�WKH

&RPPRQZHDOWK�*RYHUQPHQW�DQG�WKDW�WKH�WUHDWPHQW�KDYH�UHJDUG�WR�WKH�QDWXUH

DQG�SXUSRVH�RI�WKH�VXEVLG\�RU�JUDQW�

8QGHU�WKH�UHFRPPHQGHG�DSSURDFK�WKH�WD[DWLRQ�RI�JUDQWV�DQG�VXEVLGLHV�ZRXOG

IDOO�LQWR�WKUHH�FDWHJRULHV�

�L� 8QGHU�WKH�SHUPDQHQW�WD[�IUHH��QRQ�WD[DEOH�GHGXFWLEOH��WUHDWPHQW��JUDQWV

DQG�VXEVLGLHV�ZRXOG�EH�H[HPSW�IURP�WD[�DQG�WKH�DVVRFLDWHG�H[SHQGLWXUH
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ZRXOG�EH�IXOO\�GHGXFWLEOH�LQ�DFFRUGDQFH�ZLWK�WKH�QRUPDO�RSHUDWLRQ�RI�WKH

ODZ���8QGHU�WKLV�FDWHJRU\��WKH�JUDQW�RU�VXEVLG\�ZRXOG�EH�DFFRUGHG�WKH

VDPH�WUHDWPHQW�DV�D�JLIW�

�LL� 8QGHU�WKH�WD[�GHIHUUHG��QRQ�WD[DEOH�QRQ�GHGXFWLEOH��WUHDWPHQW��JUDQWV

DQG�VXEVLGLHV�ZRXOG�EH�QRQ�WD[DEOH�DQG�WKH�DVVRFLDWHG�H[SHQGLWXUHV

ZRXOG�QRW�EH�GHGXFWLEOH���:KHUH�D�JUDQW�RU�VXEVLG\�LV�WR�DVVLVW�D�EXVLQHVV

WR�FDUU\�RQ�QRUPDO�GD\�WR�GD\�DFWLYLWLHV�³�IRU�H[DPSOH��WR�HPSOR\

DGGLWLRQDO�ODERXU�RU�WR�PHHW�RWKHU�UHFXUUHQW�FRVWV�³�WKH�UHFXUUHQW

H[SHQGLWXUH�ZRXOG�QRW�EH�DQ�DOORZDEOH�GHGXFWLRQ��WKRXJK�WKH

WD[DEOH�GHGXFWLEOH�DSSURDFK�ZRXOG�EH�HDVLHU�WR�DSSO\�DQG�WKHUH�ZRXOG

EH�D�PDWFKLQJ�RI�WKH�LQFRPH�DQG�H[SHQGLWXUH�ZLWKLQ�D�UHODWLYHO\�VKRUW

SHULRG�RI�WLPH����:KHUH�D�JUDQW�RU�VXEVLG\�LV�PDGH�WR�DFTXLUH�DQ�DVVHW�³

ODQG�RU�DQ�LWHP�RI�HTXLSPHQW��IRU�H[DPSOH�³�WKH�WD[�YDOXH�RI�WKH�DVVHW

ZRXOG�EH�UHGXFHG��ZLWK�KLJKHU�WD[�WKHQ�SD\DEOH�RYHU�WLPH��

�LLL� 8QGHU�WKH�LPPHGLDWHO\�WD[HG��WD[DEOH�GHGXFWLEOH��WUHDWPHQW��WKH�JUDQW�RU

VXEVLG\�ZRXOG�EH�IXOO\�WD[DEOH�LQ�WKH�\HDU�LW�LV�UHFHLYHG�DQG�WKH�DVVRFLDWHG

H[SHQGLWXUHV�ZRXOG�EH�GHGXFWLEOH�LQ�DFFRUGDQFH�ZLWK�WKH�QRUPDO

RSHUDWLRQ�RI�WKH�ODZ�

,Q�SULQFLSOH��WKH�&RPPRQZHDOWK�*RYHUQPHQW�ZRXOG�EH�LQGLIIHUHQW�EHWZHHQ

HDFK�RI�WKHVH�DSSURDFKHV�ZLWK�UHVSHFW�WR�JUDQWV�RU�VXEVLGLHV�PDGH�E\�LW�LI�WKH

DPRXQW�RI�WKH�VXEVLG\�RU�JUDQW�ZHUH�GHWHUPLQHG�RQ�WKH�EDVLV�RI�WKH�DIWHU�WD[

EHQHILWV�WR�WKH�UHFLSLHQW�

Grants and subsidies made by State, Territory and Local
governments

6WDWH��7HUULWRU\�DQG�/RFDO�JRYHUQPHQWV�DUH�QRW�HPSRZHUHG�WR�GHVLJQDWH�WKH

WD[DWLRQ�WUHDWPHQW�RI�JUDQWV�RU�VXEVLGLHV�PDGH�E\�WKHP���8QGHU�WKH�WD[DWLRQ

ODZ��JUDQWV�RU�VXEVLGLHV�PDGH�E\�WKHP�ZRXOG�EH�WD[HG�DV�QRUPDO�LQFRPH�XQOHVV

VSHFLILF�SURYLVLRQV�ZHUH�HQDFWHG�E\�WKH�&RPPRQZHDOWK�

7KH�6WDWHV�DQG�7HUULWRULHV�ZRXOG��DV�LQ�WKH�SDVW��KDYH�WR�UDLVH�WKH�LPSOLFDWLRQV

RI�WKH�WD[�WUHDWPHQW�RI�SDUWLFXODU�6WDWH�RU�7HUULWRU\�JUDQWV�ZLWK�WKH

&RPPRQZHDOWK�RQ�D�FDVH�E\�FDVH�EDVLV�
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A no-detriment approach to
involuntary receipts

Recommendation
5.8 Guiding principle for taxing involuntary receipts

7KDW�LQYROXQWDU\�UHFHLSWV�EH�WD[HG�DFFRUGLQJ�WR�WKH�SULQFLSOH�WKDW

WD[SD\HUV�EH�QHLWKHU�EHWWHU�QRU�ZRUVH�RII�LQ�DIWHU�WD[�WHUPV�WKDQ�WKH\

ZRXOG�KDYH�EHHQ�KDG�WKH�LQYROXQWDU\�HYHQW�QRW�RFFXUUHG�

7KH�FXUUHQW�WD[DWLRQ�UXOHV�IRU�LQYROXQWDU\�UHFHLSWV�GR�QRW�UHVXOW�LQ�FRQVLVWHQW

WUHDWPHQW�RI�LQYROXQWDU\�UHFHLSWV�EDVHG�RQ�D�FRPPRQ�VHW�RI�SULQFLSOHV�

6XEPLVVLRQV�DQG�IRFXV�JURXS�SDUWLFLSDQWV�DJUHHG�WKDW�WKH�WD[DWLRQ�RI

LQYROXQWDU\�UHFHLSWV�ZDV�LQ�QHHG�RI�UHIRUP�

Equity considerations

$V�QRWHG�LQ�$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH�������WKHUH�DUH�HTXLW\�DQG�FDVK�IORZ

DUJXPHQWV�IRU�WUHDWLQJ�LQYROXQWDU\�GLVSRVDOV�GLIIHUHQWO\�IURP�YROXQWDU\

GLVSRVDOV���EHFDXVH��LQ�WKH�DEVHQFH�RI�VSHFLDO�WUHDWPHQW��D�WD[�OLDELOLW\�PD\�EH

WULJJHUHG�WKURXJK�QR�FKRLFH�RI�WKH�WD[SD\HU���6XFK�D�WD[�OLDELOLW\�PD\�FUHDWH

FDVK�IORZ�SUREOHPV�IRU�D�WD[SD\HU�VHHNLQJ�WR�UHSODFH�WKH�DVVHW�VXEMHFW�WR�WKH

LQYROXQWDU\�GLVSRVDO���6XEPLVVLRQV�DQG�WKH�SDUWLFLSDQWV�LQ�WKH�IRFXV�JURXS

DJUHHG�WKDW�WKHUH�ZDV�D�FDVH�IRU�WD[LQJ�LQYROXQWDU\�UHFHLSWV�GLIIHUHQWO\�IURP

RWKHU�LQFRPH�

Coverage

7KH�UHFRPPHQGDWLRQV�DUH�LQWHQGHG�WR�DSSO\�WR�DOO�DVVHW�W\SHV�H[FHSW�WUDGLQJ

VWRFN�

7UDGLQJ�VWRFN�LV�LQWHQWLRQDOO\�QRW�FRYHUHG�E\�WKH�DERYH�DSSURDFK�EHFDXVH�LW�LV

JHQHUDOO\�KHOG�IRU�UHODWLYHO\�VKRUW�SHULRGV�EHIRUH�VDOH�ZLWK�WKH�LQWHQWLRQ�RI

UHDOLVDWLRQ���7KLV�REYLDWHV�DQ\�QHHG�WR�WUHDW�LQYROXQWDU\�GLVSRVDOV�RI�WUDGLQJ

VWRFN�GLIIHUHQWO\�IURP�YROXQWDU\�GLVSRVDOV�

Recommendation

5.9 Defining involuntary

�D� 7KDW�¶LQYROXQWDU\�UHFHLSWV·�EH�GHILQHG�WR�LQFOXGH�

�L� ¶SXUH·�FRPSHQVDWLRQ�UHFHLSWV�IRU�ZURQJ�RU�GDPDJH�WR�DQ

DVVHW�
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�LL� FRPSHQVDWLRQ�IRU�WKH�ORVV�RI�DQ�DVVHW�

�LLL� UHFHLSWV�IRU�WKH�FRPSXOVRU\�DFTXLVLWLRQ�RI�DQ�DVVHW�RU�D�ULJKW

RYHU�DQ�XQGHUO\LQJ�DVVHW��DQG

�LY� UHFHLSWV�IURP�D�QHJRWLDWHG�VDOH�WKDW�LV�DJUHHG�XSRQ�LQ�WKH

FRQWH[W�RI�DQ�DFTXLUHU�KDYLQJ�UHFRXUVH�WR��RU�SXUVXDQW�WR��D

VWDWXWRU\�SRZHU�FRPSXOVRULO\�WR�DFTXLUH�WKH�DVVHW��RU�ULJKW�

RYHU�WKH�DVVHW�

�E� 7KDW�¶LQYROXQWDU\�UHFHLSWV·�EH�GHILQHG�WR�H[FOXGH�FRPSXOVRU\

DFTXLVLWLRQV�RI�PLQRULW\�LQWHUHVWV�XQGHU�WKH�&RUSRUDWLRQV�/DZ�

7KHUH�DUH�VWURQJ�SUDFWLFDO�DQG�FRPPRQVHQVH�DUJXPHQWV�IRU�GHILQLQJ�DV

LQYROXQWDU\�QHJRWLDWHG�GLVSRVDOV�ZKHUH�WKH�VWDWXWRU\�SRZHU�WR�DFTXLUH�LV�KHOG�LQ

UHVHUYH���,I�QHJRWLDWHG�VDOHV�XQGHU�WKUHDW�RI�FRPSXOVLRQ�ZHUH�QRW�WUHDWHG�DV

LQYROXQWDU\��WD[SD\HUV�ZRXOG�VLPSO\�QRW�QHJRWLDWH�DQG�WKH�DFTXLUHU�ZRXOG�EH

IRUFHG�WR�H[HUFLVH�LWV�FRPSXOVRU\�SRZHU��$�3ODWIRUP�IRU�&RQVXOWDWLRQ��SDJH������

6XFK�DQ�DSSURDFK�ZRXOG�EH�ZDVWHIXO�DQG�LQHIILFLHQW�

$OORZLQJ�FRPSXOVRU\�DFTXLVLWLRQV�RI�PLQRULW\�LQWHUHVWV�XQGHU�WKH�&RUSRUDWLRQV

/DZ�WR�EH�DFFRUGHG�WKH�LQYROXQWDU\�UHFHLSWV�WUHDWPHQW�ZRXOG�FUHDWH�DQ

LQFHQWLYH�IRU�WD[SD\HUV�IRUPDOO\�WR�UHMHFW�WDNHRYHU�RIIHUV�LQ�WKH�H[SHFWDWLRQ�RI

UHFHLYLQJ�PRUH�IDYRXUDEOH�WUHDWPHQW�WKDQ�WKDW�DYDLODEOH�WR�WD[SD\HUV�ZKR

DFFHSW�RIIHUV���7KLV�ZRXOG�LPSHGH�WKH�HIILFLHQW�IXQFWLRQLQJ�RI�WKH�PDUNHW�DQG

ZRXOG�EH�XQIDLU�WR�WKRVH�WD[SD\HUV�ZKR�DFFHSW�WKH�WDNHRYHU�RIIHU�

&RQVHTXHQWO\�LQYROXQWDU\�UHFHLSWV�WUHDWPHQW�ZLOO�QRW�DSSO\�LQ�UHODWLRQ�WR

WDNHRYHU�RIIHUV�IRU�VHFXULWLHV�

Recommendation

5.10 Treatment for involuntary realisations

Reduction of tax value of replacement asset

�D� 7KDW�LI�WKHUH�KDV�EHHQ�DQ�LQYROXQWDU\�UHDOLVDWLRQ�RI�DQ�DVVHW��WKH

WD[SD\HU�UROO�RYHU�DQ\�JDLQ�WR�D�UHSODFHPHQW�DVVHW�RU�DVVHWV�E\

UHGXFLQJ�WKH�WD[�YDOXH�RI�WKH�UHSODFHPHQW�DVVHW�RU�DVVHWV�

Quarantining

�E� 7KDW��IRU�WD[SD\HUV�VXEMHFW�WR�FDSLWDO�JDLQV�WUHDWPHQW��DQ\�JDLQ

DULVLQJ�IURP�DQ�LQYROXQWDU\�UHDOLVDWLRQ�RI�D�QRQ�FDSLWDO�JDLQV

WUHDWPHQW�DVVHW�FDQ�RQO\�EH�UROOHG�RYHU�WR�D�QRQ�FDSLWDO�JDLQV

WUHDWPHQW�UHSODFHPHQW�DVVHW��VHH�5HFRPPHQGDWLRQV������DQG�������
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Taxation of excess

�F� 7KDW�LI�WKH�JDLQ�H[FHHGV�WKH�WD[�YDOXH�RI�WKH�UHSODFHPHQW�DVVHW�RU

DVVHWV��WKH�H[FHVV�ZLOO�EH�WD[HG�DW�WKH�HQG�RI�WKH�¶UHSODFHPHQW�DVVHW

SHULRG·�

$OORZLQJ�WKH�WD[SD\HU�WR�UROO�RYHU�DQ\�JDLQ�RQ�DQ�DVVHW�WR�D�UHSODFHPHQW�DVVHW

RU�DVVHWV�LV�FRQVLVWHQW�ZLWK�WKH�RYHUDUFKLQJ�SULQFLSOH�RI�WKH�WD[SD\HU�EHLQJ

QHLWKHU�EHWWHU�QRU�ZRUVH�RII�LQ�DIWHU�WD[�WHUPV�IROORZLQJ�WKH�LQYROXQWDU\�HYHQW�

6XEPLVVLRQV�DQG�WKH�SDUWLFLSDQWV�LQ�WKH�IRFXV�JURXS�DJUHHG�WKDW�WKH�WD[SD\HU

VKRXOG�EH�DEOH�WR�GHIHU�WKH�JDLQ�WR�D�UHSODFHPHQW�DVVHW�RU�DVVHWV�

)RU�WD[SD\HUV�VXEMHFW�WR�WKH�FDSLWDO�JDLQV�WUHDWPHQW��TXDUDQWLQLQJ�RI�WKH�UROOLQJ

RYHU�RI�JDLQV�DULVLQJ�IURP�DQ�LQYROXQWDU\�UHDOLVDWLRQ�RI�D�QRQ�FDSLWDO�JDLQV

WUHDWPHQW�DVVHW�WR�D�QRQ�FDSLWDO�JDLQV�WUHDWPHQW�UHSODFHPHQW�DVVHW�LV�MXVWLILHG

EHFDXVH�WD[SD\HUV�FRXOG�EH�PDGH�EHWWHU�RII�E\�WKH�LQYROXQWDU\�HYHQW�LI

TXDUDQWLQLQJ�GLG�QRW�DSSO\���:LWKRXW�TXDUDQWLQLQJ��WD[SD\HUV�FRXOG�KDOYH�WKH

JDLQ�DULVLQJ�IURP�DQ�LQYROXQWDU\�UHDOLVDWLRQ�RI�D�QRQ�FDSLWDO�JDLQV�WUHDWPHQW

DVVHW�E\�UROOLQJ�LW�RYHU�WR�DQ�DVVHW�VXEMHFW�WR�FDSLWDO�JDLQV�WUHDWPHQW�

:KHUH�WKH�JDLQ�H[FHHGV�WKH�WD[�YDOXH�RI�WKH�UHSODFHPHQW�DVVHW�RU�DVVHWV��LW�LV

DSSURSULDWH�WR�WD[�WKH�H[FHVV�DW�WKH�HQG�RI�WKH�UHSODFHPHQW�DVVHW�SHULRG

EHFDXVH�WKH�WD[SD\HU�KDV�YROXQWDULO\�GHFLGHG�WR�SXUFKDVH�D�UHSODFHPHQW�DVVHW�RU

DVVHWV�ZLWK�D�WD[�YDOXH�OHVV�WKDQ�WKH�JDLQ�LQYROXQWDULO\�UHDOLVHG���7KH�WD[SD\HU

KDV��LQ�HIIHFW��¶YROXQWDULO\·�UHDOLVHG�SDUW�RI�WKH�RULJLQDO�DVVHW�

Recommendation
5.11 Transfer of pre-CGT status

7KDW�WKH�SUH�&*7�VWDWXV�RI�DQ�DVVHW�LQYROXQWDULO\�GLVSRVHG�RI�EH

SUHVHUYHG�E\�WUDQVIHUULQJ�WKDW�VWDWXV�WR�D�UHSODFHPHQW�DVVHW�RU�DVVHWV�

7KH�PDLQWHQDQFH�RI�SUH�&*7�VWDWXV�RI�D�FRPSXOVRULO\�DFTXLUHG�DVVHW�LV�DOVR

FRQVLVWHQW�ZLWK�WKH�RYHUDUFKLQJ�SULQFLSOH�RI�WKH�WD[SD\HU�EHLQJ�QHLWKHU�EHWWHU

QRU�ZRUVH�RII�IROORZLQJ�WKH�LQYROXQWDU\�HYHQW�

7KH�5HYLHZ�QRWHV�WKDW�ZLWK�WKH�H[LVWLQJ�&*7�UROORYHU�IRU�FHUWDLQ�LQYROXQWDU\

GLVSRVDOV��WKH�UHTXLUHPHQWV�IRU�SUHVHUYLQJ�SUH�&*7�VWDWXV�IRU�D�UHSODFHPHQW

DVVHW�GLIIHU�GHSHQGLQJ�RQ�ZKHWKHU�RU�QRW�WKH�LQYROXQWDU\�GLVSRVDO�RFFXUV

EHFDXVH�RI�D�QDWXUDO�GLVDVWHU�

,Q�D�QRQ�QDWXUDO�GLVDVWHU�FDVH��WKH�WD[SD\HU�UHWDLQV�SUH�&*7�VWDWXV�RQO\�LI�WKH

H[SHQGLWXUH�WR�DFTXLUH�D�UHSODFHPHQW�DVVHW�LV�QR�PRUH�WKDQ�����SHU�FHQW�RI�WKH

RULJLQDO�DVVHW·V�PDUNHW�YDOXH���,Q�D�QDWXUDO�GLVDVWHU�FDVH�WKHUH�LV�D�PRUH�IOH[LEOH

WHVW��ZKLFK�SUHVHUYHV�SUH�&*7�VWDWXV�ZKHUH�LW�LV�UHDVRQDEOH�WR�WUHDW�WKH

UHSODFHPHQW�DVVHW�DV�VXEVWDQWLDOO\�WKH�VDPH�DV�WKH�RULJLQDO�DVVHW�
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7KH�5HYLHZ�FRQVLGHUV�WKDW�WKH�SUHVHQW�GLVWLQFWLRQ�LV�LQDSSURSULDWH�EHFDXVH�LW

OHDGV�WR�GLIIHUHQWLDO�WUHDWPHQW�RI�WD[SD\HUV�LQ�VXEVWDQWLDOO\�WKH�VDPH�HFRQRPLF

FLUFXPVWDQFHV���,W�WKHUHIRUH�VXSSRUWV�WKH�XVH�RI�WKH�PRUH�IOH[LEOH�WHVW�LQ�DOO

FDVHV�RI�LQYROXQWDU\�UHFHLSWV�

Recommendation

5.12 Treatment when no realisation

Tax value reduction

�D� 7KDW�ZKHUH�WKHUH�KDV�EHHQ�GDPDJH�WR�RU�ORVV�LQ�YDOXH�RI��DQ�DVVHW�

RU�ZKHUH�WKHUH�KDV�EHHQ�D�FRPSXOVRU\�FUHDWLRQ�RI�D�ULJKW��IRU

H[DPSOH��DQ�HDVHPHQW��RYHU�DQ�XQGHUO\LQJ�DVVHW��WKH�WD[SD\HU�ZLOO

UHGXFH�WKH�WD[�YDOXH�RI�WKH�UHOHYDQW�DVVHW�E\�WKH�DPRXQW�RI�WKH

FRPSHQVDWLRQ�

Excess tagged to asset

�E� 7KDW�LI�WKH�FRPSHQVDWLRQ�H[FHHGV�WKH�DVVHW·V�WD[�YDOXH��WKH�H[FHVV

EH�WDJJHG�WR�WKH�DVVHW�DQG�WD[HG�DV�D�FDSLWDO�JDLQ�RQFH�WKH�DVVHW�LV

DFWXDOO\�UHDOLVHG�

Pre-CGT assets

�F� 7KDW�DQ\�FRPSHQVDWLRQ�UHFHLYHG�IRU�D�FRPSXOVRU\�ULJKW�WDNHQ�RYHU

DQ�XQGHUO\LQJ�SUH�&*7�DVVHW�QRW�EH�WD[DEOH�DV�D�FDSLWDO�JDLQ�

:KHUH�WKHUH�KDV�EHHQ�GDPDJH�WR��RU�ORVV�RI�YDOXH�RI��DQ�DVVHW�RU�ZKHUH�WKHUH

KDV�EHHQ�D�FRPSXOVRU\�FUHDWLRQ�RI�D�ULJKW�RYHU�DQ�XQGHUO\LQJ�DVVHW��WKH

UHGXFWLRQ�LQ�WKH�WD[�YDOXH�RI�WKH�UHOHYDQW�DVVHW�E\�WKH�DPRXQW�RI�FRPSHQVDWLRQ

OHDYHV�WKH�WD[SD\HU�QHLWKHU�EHWWHU�QRU�ZRUVH�RII�

,I�WKH�DPRXQW�RI�FRPSHQVDWLRQ�LV�JUHDWHU�WKDQ�WKH�WD[�YDOXH�RI�WKH�XQGHUO\LQJ

DVVHW��WKH�H[FHVV�RXJKW�WR�EH�HYHQWXDOO\�VXEMHFW�WR�WD[�RU�WKH�LQYROXQWDU\�HYHQW

ZRXOG�PDNH�WKH�WD[SD\HU�EHWWHU�RII���%\�GHIHUULQJ�WKH�WD[LQJ�HYHQW�XQWLO�WKH

DVVHW�LV�DFWXDOO\�GLVSRVHG�RI��WKH�WD[SD\HU�LV�WUHDWHG�DV�WKRXJK�WKH�LQYROXQWDU\

HYHQW�KDG�QRW�RFFXUUHG�

8QGHU�WKH�H[LVWLQJ�ODZ�D�FRPSXOVRU\�ULJKW�WDNHQ�RYHU�DQ�XQGHUO\LQJ�SUH�&*7

DVVHW�LV�QRW�WD[DEOH�DQG�WKH�5HYLHZ�SURSRVHV�WKDW�WKLV�WUHDWPHQW�EH�PDLQWDLQHG�




