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Overview of the Government’s deficit reduction
packageof legislation

Thedeficit reductionpackagecomprises8 Bills, which will give effectto changesto
thetax law announcedin the 1993-4Budget.

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

‘ ThisBill will make the amendmentsnecessaryto giveeffectto thefollowing
measures:

- increasethe Medicaxelow incomethresholds;

- removethe concessionaltreatmentthat applies to the taxationof unused
annualand Tong serviceleave;

- changesto the taxationtreatment of excessdomestictravel allowancesand
expenses,andof certainnon-deductibleexpenses;

- denialof incometax deductionsforcarparkingexpenses for self-employed
persons;

- changesto thetaxationtreatmentof creditunions.

This Bill will commenceon the date on which it receivesdie Royal Assent

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

This Bill contains amendmentsto give effect to the following 2measures:

- increasethe rate of fringe benefitstax;

- changethe taxation treatment of friendly societies,including bringing the rate
of tax on their life insurancebusinessinto line with the rate of tax on similar
businessundertaken by life companies.

ThisBill will commenceon the date on which it receivesthe Royal Assent.

Taxation (Deficit Reduction)Bill (No. 3)1993
W ThisBill will containtheamendmentsnecessaryto:

- bring forward the first roundof personaltax cuts,and to deferthe second

round; and

- introducethe $150 low income rebate.



ThisBill will notcommenceuntil all of theotherBills in this package,except
for the Taxation(Deficit Reduction) Bill (No. 2)1993,receivethe Royal
Assent.

SalesTax (Customs)(Deficit Reduction)Bill 1993 4
SalesTax (Excise)(Deficit Reduction) Bill 1993

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

SalesTax (General) (Deficit Reduction) Bill 1993 4
• Eachof theseBills will modify the SalesTax(ExemptionsandClass4flcations)

Ac: 1992 to the extentnecessaryto giveeffect to the following changesto the
salestax laws:

- thegeneralpercentageincreasesin salestax rates;

- thechangeof rateson wine;

- thechangesto the tax treatmentof luxury motorvehicles.

• TheseBills will betakento havecomeinto operationon 18 August 1993,for
thosemeasuresannouncedto takeeffectfrom that date.

SalesTax AssessmentAmendment (Deficit Reduction)Bill 1993

• ThisBill will makethe consequentialchangesto the SalesTaxAssessmentAct
/992that arenecessaryto giveeffect to the changesto the taxationtreatmentof
luxury motorvehicles.

• ThisBill will be takento have comeinto operation on 18 August 1993.
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General Outline and Financial Impact

The following Bills will amendtheSalesTaxAssessmentAct /992 and the
SalesTax (ExemptionsandClassgIcations)Ac:1992 to effectthe changes
detailed:

SalesTax AssessmentAmendment(Deficit Reduction)Bill 1993
(STAAM);

SalesTax (Excise)(Deficit Reduction)Bill 1993 (STEA);

Sales Tax (General)(Deficit Reduction)Bill 1993 (STGA);

Sales Tax (Customs) (Deficit Reduction)Bill 1993 (STCA);

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

Sales Tax: General Rate Increases

• Increaseexistingsalestaxratesby onepercentagepointfrom 10% to
11%, 15% to 16%,20%to 21%and30%to 31%.

Dateofeffect 18 August1993

• Increasesalestax ratesby a furtherone percentagepoint from 11% to
12%, 16% to 17%,21%to22%and3l%to32%.

Dateofeffect 1 July 1995

Proposalsannounced: 1993-94Budget,17 August1993.

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

$435m $585m $1207m $1345m



Sales Tax on Wine, Cider and other Similar Beverages

• Increasetherateof salestax on alcoholic wines from 20%to 31%. The
rateof tax on thoselow alcohol wines that are taxable at 10% will
increase to 21%.

Dateofeffect: I8Augustl993

Proposalannounced: 1993-94Budget,17 August1993.

FinancialGain: 93-94 94-95 95-96 96-97 4
87Cm $95m $105m 811Cm

Sales Tax on Luxury Motor Vehicles

• Change the effectiverateof salestax on luxurymotorvehicles,so that:

(a) theportionof thewholesalevaluethatdoesnot exceedthe
luxury threshold will be taxed at the rate of salestax applicable
to thatkindof motorvehicle(ie. either16%or 21%,depending
on theclassificationof thevehicle);and

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

Dateofeffect: 1$ August1993

Proposalannounced: 1993-94Budget,17 August1993.

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

$5m $lOm $IOm $lOm
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How do all the Bills affect the Current Sales Tax Law?

The following tables explain how the variousBills relateto thecurrentSales
Tax legislation and what changesare designedto be achievedby the pmposed
newlegislation.

BILL

HOWTHE BILL
RELATES TO

CURRENT LAW

CHANGES
CREATED BY

THE BILL

SalesTax Assessment
Amendment(Deficit
Reduction)Bill 1993

AmendstheSalesTax
AssessmentAct1992

• taxable value reduction
for ILixury motor
vehicles;91’ setfrom
188.93andfrom
1.7.1995;

• setsanexemptpart of
thetaxablevaluefor
luxurymotorvehiclesfor
disablcdpersons;

• amendsthe examples

SalesTax(Excise)
(Deficit Reduction)Bill
1993

Modifies theSalesTax
(Exemptionsand
Classifications)Act in
sofarasit dealswith tax
imposedby theSales
Tax Imposition (Excise)
Act 1992

• setsaonepercentage
pointincreasefor
schedules2to 5 to apply
from l8.8.93anda
furtheronepercentage
pointincreaseto apply
from 1.7.1995;

• changesthe ratesof tax
applicableto wine,cider
etc.;

• newschedule6 for
luxury motorvehicles
with rateof 45%.



BILL

HOW THE BILL
RELATESTO

CURRENTLAW

CHANGES
CREATEDBY

THE BILL

SalesTax(General)
(Deficit Reduction)Bill
1993

.

ModifiestheSalesTax
(Exemptionsand
Classifications)Act in
sofarasitdealswithtax
imposedby the Sales
Tax Imposition
(General)Act 1992

• setsaonepercentage
pointincreasefor
schedules2 to5 to apply
from l&8.93anda
furtheronepercentage
pointincreasetoapply
from 1.7d995;

• changestheratesof tax
applicabletowine,cider
etc.;

• newschedule6 for
luxury motorvehicles
with rateof 45%.

SalesTax (Customs)
(Deficit Reduction)Bill
1993

ModifiestheSalesTax
(Exemptionsand
Classifications)Act in
so far asit dealswith tax
imposedby the Sales
Tax Imposition
(Customs)Act 1992

• setsa onepercentage
point increasefor
schedules2 to 5to apply
from 18.8.93anda
furtheronepercentage
point increaseto apply
from 1.7.1995;

• changestheratesof tax
applicableto wine,cider
etc.;

• newschedule6for
luxurymotorvehicles
with rateof 45%.

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

Modifies theSalesTax
(Exemptionsand
Classifications)Act in
sofarasitdealswithtax
imposedby theSales
TaxImposition(In Situ
Pools)Act 1992

• setsaonepercentage
point increasefor
schedules2 to 5 to apply
froml8.8.93anda
furtheronepercentage
point increaseto apply
from 1.7.1995;

a
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CHAPTER ONE Sales Tax: General Rate Increases

Summaryof proposedamendment

Existing salestaxrateswill increaseby onepercentagepoint from 18
August 1993 andwill beincreasedby a furtherone percentagepoint from
1 Jnly 1995 (clause 2, STAAM, STEA, STGA, STCA, STPAJ.

Background to the legislation
Salestax rates are set in Schedulesto theSatesTax(Exemptionsand
Classifications)Act1992 (E&C Act). ScheduleI coversgoodswhich are
exemptfromsalestax.Schedules2 to 5 covergoodson which salestax is
payable. Each Schedule setsa differentrateof sales tax for taxable dealings
with thegoodscoveredby that Schedule.The rates applicableunder those
Schedulesare 10%, 15%, 20%, and 30%respectively.

Explanation of the amendments
The following table showsthe Schedulesto the E&C Act, thecurrentrates
of salestax setby thoseschedules,the rateswhich will apply from 18
August1993 andtherateswhich will applyfrom 1 July 1995.

SCHEDULE EXISTING
RATE

RATE FROM
18AUGUST 1993

RATE FROM
1 JULY t995

Schedule1 Exempt Exempt Exempt
Schedule2 10% 11% 12%
Schedule3 15% 16% 17%
Schedule4 20% 21% 22%
Schedule5 30% 31% 32%
Schedule6 Notapplicable 45% 45%

Eachrating Schedulewill be amendedto increasetheratesetby that
Scheduleby onepercentagepointfor taxabledealingsoccurringon or after
18 August1993(items4,5,6,7in schedule/ to clauseS;STEA, STGA,
STCA andSTPAJ.

TheBill will alsoinserta newSchedule(Schedule6) which will applyto
luxury motorvehicles.Schedule6 will applya 45%rateto thosevehicles.
1-lowever, foreachtaxabledealing coveredby Schedule6, theSalesTax
AssessmentAct 1992 (The AssessmentAct) will substitutea special
taxablevalue(proposedSection42A). That specialvaluewill ensurethat
the45% rate isonly applied to that proportionof thetaxablevaluethat



exceedsthe IncomeTaxdepreciationlimit formotorvehicles(clause4,
STAAMand item 8 in schedule1 to clauseS, STEA,STGAandSTCAJ.

The increasedrateswill be furtherincreasedby anotherpercentagepoint 4
from 1 July 1995.The rate, however,for luxury motorvehicles,will
remainat 45% (items1,2,3,4in schedule2 to clause6, STEA,STCA,
STCA,andSTPAJ.

Appendix A to the AssessmentAct containsexamplesof theoperationof
the salestax laws, including calculationsof tax payable.The Bill will
amendthoseexamplesso that they reflect the increasedrates proposedto
apply from 18 August 1993.A further setof amendmentsproposedto
commenceon 1 July 1995will adjust thoseexamplesto reflect furtherrate
increasesproposedto apply from that later date (clause 6 andappendix
A ofthescheduleto clauseS, STAAMJ.
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CHAPTERTWO Sales Tax: Wine, Cider and Other Similar
Beverages

Summary of proposed amendments

• Purpose of amendments: To increasetherates of taxon wine, ciderand
similarbevemges~

(it) from 10% to 21%, if the beverageshave a low alcohol content (not
morethan1.15% by volume); and

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

Dateofeffect: The amendmentswill apply to dealingswith goodson or after
18 August 1993.



Background to the legislation

Low alcoholwine,cideretc.

Undertheexistinglaw, the following low alcoholbeverages: 4
• Austalian-madewineandcider,andbeveragessimilarto wine and

cider(suchaswine coolers);and

• mend,peny,sakeandothersimilarfermentedbeverages;

aretaxedat theconcessionalrateof 10%.Goodsaretakento be low alcohol 4
if theycontainnomorethan1.15%by volumeof alcohol.

Note:Theexpression“othersimilar fermentedbeverages”includesfruit wines
andbeveragesfermentedfrom plantssuchasvegetables,flowers aridherbs
marketedasvegetablewine etc.

Importedlow alcohol wine andcider, however,is taxedat thegeneralrateof
20%.

The 10%concessional rate does not apply to:

• beer,spirits, liqueursor spirituousliquors or

• beveragesthatcontainbeer,spirits(otherthanspiritsfor fortifying
wineorotherbeverages),liqueursor spirituous liquors.

Otherwine,cideretc.

Under the existing law, the following alcoholic beverages:

• wine,ciderarid beverages similar to wine and cider(suchaswine
coolers);and

• mead,perry,sakeandothersimilar fermentedbeverages;

aretaxedat the general rate of 20%. Goodsaretakento bealcoholic if they
containmore than 1.15%by volume of alcohol.

I
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Explanation of proposed amendments
The following table shows therangeof alcoholicandlow alcoholbeverages
whose rates of taxareproposedto bechangedby theBills, togetherwith the
existing rates andproposedincreasedrates.

&verage AlcoholIcor
low alcohol

Auaralian
or Imported

Existing
rate

Proposedrate
(at 1818193)

wine, eider&
similar beverages

Alcoholic Australian&
imported

20% 31%

Wine & cider Low alcohol Australian 10% 21%

wine&cider Lowakohol Imported 20% 21%

Beveragessimilar
towine&cider

Low alcohol Australian&
imported

10% 2t%

Mead,perry,sake
&othersimilar
fermented
beverages

Alcoholic Australian&
imponed

20% 31%

Mead,perry,sake
& othersimilar
fermented
beverages

Low alcohol Australian&
imported

10% 21%

TheBills, STEA,STGA andSTCAwill amendSchedule2 to the Sales Tax
(ExemptionsandClass(flcarions)Act 1992 by deleting Item 15, which covers
the following low alcoholbeverages:

• wine and cider manufacturedin Australia;

• beveragessimilar to wine or cider; and

• mend,perry,sake,and other similar fermentedbeverages.

Low alcohol beveragesconsistof no more than 1.15% by volume of alcohol.

This will havethe effectof increasingthe tax on thosebeveragesfrom 10% to
the general rate (proposedby this Bill to be 21% from 18 August 1993)[item
4 in schedule1 to clause5, STEA, STGAandSTCAJ.



The Bills, STEA, STGA andSTCAwill alsoamendSchedule510 theE&C
Act by adding Item 15,which coversthe following alcoholicbeverages:

• wine,ciderandbeveragessimilar to wine orcider; and I
• mead,perry,sake,andothersimilar fermentedbeverages.

Alcoholic beveragescontainmorethan1.15%by volumeof alcohol.

This will have theeffectof increasingthe tax onthosebeveragesfrom 20% to
the secondhighestrate(proposedby this Bill to be 31% from 18 August I
1993)[item 7 in schedule1 to clause5, STEA,STGAandSTCAJ.
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CHAPTER THREE Sales Tax: Luxury Motor Vehicles

Summary of proposed amendments
Purposeof amendment: To changethe effectiverate of salestax on

luxury motor vehicles,sothat:

(a) theportion of the wholesalevalue that doesnot exceedthe
luxury thresholdwill be taxedat the generalrateof salestax
applicable to that kind of motor vehicle(ie. either 16% or 21%,
dependingon the classification of the vehicle); and

(b) a newrateof 45% will apply to the excess.

Date ofeffect: Thechangewill apply to taxabledealingsthatoccurwith
luxury motorvehicleson or after 18 August 1993.

EXISTING LAW PROPOSED LAW

Taxable
Value

S32486-

Tax Payable >

Under the existing law arrangements,luxury motor vehiclesaresubjectto
salestax at a rate of 30% on their full wholesalevalue. A luxury motor
vehicleis a passengermotor car or station wagon which hasa wholesale
value in excessof the luxury motor vehiclethreshold. That threshold is
calculatedaccordingto a formula that converts the motor vehicle
depreciation limit (under the Income Tax law) to an equivalentwholesale
value. For the 1993-94 financial year, the luxury motor vehicle threshold is
$32,486.46.

Passengermotorcarsor station wagonswhich havea wholesalevalue
below the luxury motorvehiclethreshold are taxable ateither15% or 20%
(dependingon the classificationof the motor vehicle).

However,oncethe wholesalevalueof the motor vehicleexceedsthe
luxury threshold, the 30% rate is applied to the full wholesalevalueof the
vehicle. This has the effect of imposingan additional 15% or 10%rateof
tax (as the casemaybe), on the sub-luxurycomponentof thewholesale

Background to the legislation:



valueof the luxurymotorvehicle. For example,the salestaxpayableon a
passengervehiclewith a wholesalevalueof $32,486is$4,873,but if the
wholesalevalueisincreasedby $1 to $32,487,thesalestax increasesto
$9,746. I

Explanation of proposed amendments
The purposeof introducingthe split ratesisto removethe suddenincrease
in tax that is payableon thesub-luxurycomponentof the wholesalevalue
of a motor vehiclewhenit exceedstheluxury threshold.Thesplit rate will I
meanthat all passengervehicleswill be taxable at either 16% or 21% up to
the currentluxury thresholdof $32,486.46.After thethresholdhasbeen
reached,eachadditionaldollarof wholesalevaluewill besutdectto tax at
therateof 45%. Thismeansthat wheretheluxury thresholdis exceeded
eg.by $1, theadditional tax payablewill be45 centsratherthan$4,873for
15%vehicles or $3,249 for 20%vehicles.

Theamendmentswill insertanew Schedule(Schedule6) in theSalesTax
(ExemptionsandClassWcations)Act, which will apply salestax at the rate
of 45% on luxury motorvehicles.Thesearethesamemotorvehiclesthat
are taxedundertheexistinglaw at30%(itemSin scheduleI to clauseS;
STEA, STGA andSTCAj.

However,for all taxabledealingswith luxurymotorvehicles,thenewlaw
will substitutea specialtaxablevalue. Theeffect of that specialvaluewill

be to apply a split rate to luxury motorvehicles(clause4, STAAMJ:

• theportionof the wholesalevalueof the motor vehiclethat doesnot
exceedthe luxury threshold will betaxed at the generalrate of salestax
applicable to that kind of motor vehicle(ie. 16% or 21%, depending
upon theclassificationof thevehicle);

• the portionof the wholesalevalueof the motor vehiclethat does
exceedthe luxury threshold will be taxedat the newrate of 45%.

Example:

From the following infomiation wecancan)’outa comparison between
the reducedtaxable valuemethod usedto calculatethe taxablevalue
proposedin theBill, andtheeffectivesplit valuemethod,for a motor
vehicle with a pre-luxury threshold classificationwhich will be at a rate of
16%.

1993/4Luxury motor vehicledepreciation limit: $48,415.00

Taxablevaluethreshold: $32,486.46

Retail price of motor vehicle: $61,710.70 a
Equivalent wholesalevalue: $40,872.79



Split Rate 16%145% ReducedTaxaWe Value

16% of $32,486.46 $5197.83 TaxableValue $40,872.79

45% of $8,368.33 $3773.85 Reduction $20.935.61

Taxpayable S8.911.68 ReducedTaxableValue $19,937.18

Tax payable $8.971.73

Note: There is a minorvariationwhich arisesbecausethe percentage
figuresspecifiedin the law are rounded to the nearestthird decimalpoint.

Theamountof thereductionin the taxablevalueof a luxury vehiclewill be
calculatedaccordingto afotmulas:

• In the caseof motorvehiclesof a kind ordinarily taxedat 16%, the
fonnulawill be (clause4, STAAMJ:

43.242% X Motor vehicledepreciationlimit for the financial
yearIn which the taxabledealinghappens.

• In the caseof motor vehiclesof a kind ordinarily taxedat 21%(these
are mainly off-road, four-wheel drive vehicles),the formulawill be(clause
4, STAAM]:

35.787% X Motor vehicledepreciationlimit thethefinancial
year In which thetaxabledealinghappens.

While themoreexpensiveluxury vehicleswill not benefit from the
charige,vehicleswhich arepresentlypriced just abovethe luxury wholesale
valuethreshold of $32,486will receivea significant salestax benefit. For
example,under the amendmentsthesalestax payableon a passenger
vehicle taxable at thesplit rateof 16/45%which hasa wholesalevalueof
$32,500will fall from $9,750to $5,204. This savingwill gradually
decreaseas thevehiclepriceincreasesbecauseof the greaterimpact of the
higher45%rate. Thetax benefitfor avehiclewith a split rateof 16/45%
anda wholesalevalueof $45,000will onlybe$2,671,thesalestax being
reducedfrom $13,500to $10,829. The tax benefit will phaseoutwhena
vehiclehasa retail priceofjust under$100,000. Vehiclessold at prices
greater than $100,000will incur moresalestax.

The percentagesusedto calculatethe taxable valuereduction fo~‘uxury
motorvehicleswill changeon 1 July 1995dueto the generalincreasein all
rales at that time. The new percentageswill be41.751% for vehiclesto be



taxedat the split rate of 17/45% and 34.296%for vehiclesto be taxedat
the split rate of 22/45%(scheduleto clauseS,STAAM.

Luxury motor vehicles tor disabled persons 4
Therearetwo salestax exemptions(Items96 and 97,E&C Act) that allow
certaindisabledpersonsto purchasemotorvehiclesfreeof salestax. The
exemptionis, however,only availablefor vehicleswith a taxablevalueat
or belowtheluxury motorvehiclethreshold.If a personotherwise
coveredby Item 96or 97purchasesa luxury motorvehicle,tax is payable
on thevehicle. However,thetaxablevalueof thevehicleisreduced.

Underthe existing law, theeffrct of the reductionis to exclude,from the
amountof the tax payableon the vehicle,the amount of tax that would be
payableif thevalueof thevehicledid notexceedthe luxury threshold. In
calculatingthatamount,the law assumesin all casesthat the vehiclewould
be taxed at the rateof 20%. However,in mostcases,the vehiclewould
only be taxedat 15%. Consequendy,apersoncan receivea reduction
greaterthantheamountof tax that would havebeenpayable if the vehicle
hadnot exceededthe luxury limit.

Underthe changes proposedby this Bill, the effect of the reduction is to
exclude,from theamountof taxpayable,theactualamountof tax that
would have beenpayable if thevalueof thevehicledid not exceedthe
luxury threshold. Effectively, the vehicleisexemptedfrom that partof the
taxablevalueto whichtheratesof 16%and21%apply. Tax is only
payableon thatpartof the taxablevaluethat exceedsthe luxury motor
vehicle threshold. The tax rate for the taxable partwill be 45%(clause5,
STAAMj.

Example: An eligible personpurchasesa vehiclewith awholesalevalue
of $40,000. The wholesaletaxable value for the application of the luxury
motorvehicletaxis $32,486.46andthis partof thetaxablevaluewill be
exempt. Tax will bepayableat the rateof 45% on the difference between
$40,000and the luxury tax thresholdof $32,486.46.Tax payable will be
$3,381.09 (45%of $7,513.54).

With a split rateapproachit is now possibleto providethe samebenefitto
all eligible persons,whether the rateis 16/45% or 21/45%. Ircespectiveof
thekind of passengermotor vehiclepurchased,the first $32,486.46of
taxable valuewill be treatedasexempt. After that eachdollar of taxable
valuewill be taxable at 45%.
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