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Re:think Tax Discussion Paper 
SUBMISSION 

 

Foreword 
 

The National Automotive Leasing and Salary Packaging Association (NALSPA) is pleased to 
contribute this submission in response to the Re:think Tax Discussion Paper (the Discussion 
Paper) and to participate in the debate on tax reform being facilitated by the Federal 
Government. 
 
NALSPA is fully supportive of the basic tenets of the current tax reform process stated in the 
Discussion Paper, being: 
 

 Australia’s tax system must support a modern economy 

 The tax system is complex and must be simplified  

 There are opportunities to improve the fairness of the tax system. 
 

NALSPA’s submission is founded on those tenets. It seeks to represent a balanced response 
to several issues raised by the Discussion Paper of importance to our sector, our clients and 
their employees. 

 

About NALSPA 
 

NALSPA represents the combined interests of Australia’s major vehicle fleet leasing and 

salary packaging providers.  

The Association was formed in 2014 to ensure a dedicated and considered focus on the key 
policy matters relevant to our members and importantly those organisations and individuals 
across Australia who rely on the products and services we provide. NALSPA aims to work in 
partner with other industry bodies and sector stakeholders.  
 
Our members manage or facilitate a significant bulk of employer-provided, tool-of-trade and 

salary-packaged vehicles in Australia and the salary packaging arrangements of hundreds of 

thousands of employees, spread across the corporate, charitable and government sectors. 

Combined NALSPA members administer more than 200,000 motor vehicles. Based on these 

numbers it has the largest representation of any Association of its type across our sector in 

Australia. 

NALSPA members are major participants in the NFP Health, Aged Care and Charities sector 

as trusted providers of outsourced benefit administration services, with up to two decades 

of experience in the sector.  
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Executive summary 

  
 
 
 
 
 
 
 
 

The following is a summary of the key points made in NALSPA’s submission. 
 

NFPs and fringe benefits tax – existing policy regime is appropriate and necessary 
 

The statutory framework of fringe benefits tax (FBT) concessions for NFPs is stable and its 
operation is certain, and there are no areas of contention or concern with the ATO’s 
administration or policies. Existing NFP FBT concessions have efficiency characteristics not 
present in alternative funding models considered by previous reviews. 
 
The notion that tax concessions available to NFPs may be impeding competitive neutrality in 
the marketplace is in our view misplaced.  
 
If anything, FBT concessions operate in a manner that redresses inherent competitive bias in 
favour of For-Profits.  
 
As confirmed by Lateral Economics (2010)1 and a survey of more than 3,000 NFP employees 
and 100 NFP employers conducted by System Knowledge Concepts (2012),2 FBT concessions 
are a vital remunerative tool used by the NFP sector to help attract and retain staff in 
addressing wage parity issues.  
 
Existing FBT concessions are embedded into remuneration arrangements, through 
employment contracts, policies, and industrial instrument agreement negotiations. 
 
NALSPA notes the Government’s Federal Budget announcement on 12 May 2015 to place a 
$5,000 grossed-up cap on meal entertainment and entertainment facility leasing benefits. 
This announcement has pre-empted the current tax reform process given the issue of such 
un-capped benefits is raised in the Discussion Paper. Nevertheless, the Budget 
announcement is acknowledged as an integrity measure, not a reform measure. 
 
Beyond the proposed cap on meal entertainment and entertainment facility leasing benefits, 
it is NALSPA’s firm view that no further changes to the FBT system as it applies to NFPs are 
warranted or necessary.  
 
The NFP sector is clearly experiencing review fatigue and any alternatives to the current 
policy regime would in all likelihood represent a material cut in remuneration for employees 

                                                      
1
 Lateral Economics, The case for retaining the FBT concession for not for profit Hospitals/Aged Care and Public 

Benevolent Institutions (Charities), a report commissioned by McMillan Shakespeare and submitted to the 
‘Australia’s Future Tax System Review’ (the Henry Review), April 2010. 
2
 Systems Knowledge Concepts Pty Ltd, FBT concessions for the NFP Sector, a survey commissioned by McMillan 

Shakespeare and submitted to the Not-for-Profit Tax Concession Working Group, December 2012. 

 No further changes to the FBT treatment of NFPs is warranted or is necessary. 

 No meaningful benefit would be derived from transferring FBT liability to 
employees. 

 The remote area housing FBT concessions need to be simplified. 

 The FBT exemption for childcare facilities should be reformed so that all employers 
can access it. 
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causing significant industrial unrest, a reduction in community services performed by NFPs 
and/or a major and untenable cost impost to Government. 

 
Legal incidence of FBT versus economic incidence  

 
The current FBT system is a robust and efficient tax collection framework, as evidenced by 
the Australian Taxation Office’s (ATO’s) low level of FBT audit activity based on assessed risk 
ratings compared with other taxes, for example GST. 
 
Any consideration given to shifting FBT liability onto employees, via PAYG or some other 
mechanism would be a backward step. The level of non-compliance and revenue leakage 
that prompted the introduction of FBT in 1986 may re-emerge if taxation of benefits was 
transferred back to employees under a self assessment environment. 
 
It is also relevant to note that many fringe benefits are not remuneration benefits and 
should therefore remain taxable at the employer level – this implies a split system of tax 
liability adding another layer of complexity to the FBT system rather than simplifying it. This 
would be at direct odds with both the aims of the current tax review process and the 
Government’s red-tape reduction reform agenda.  

 
Recommendation 
 

 Any perceived benefit derived from any consideration given to shifting FBT liability 
from employers to employees is outweighed by the administrative burden that will 
arise. Shifting liability would materially add to complexity in the tax system and 
potentially lead to unfair outcomes for employees.  
 

 The ongoing efforts of the ATO in targeting administrative red tape in the existing 
FBT system are better placed to produce simplification and compliance cost-
reduction dividends. 

 

Simplicity, fairness, and the appropriateness of FBT concessions and exemptions  
 
The Discussion Paper seeks input on reforms to the tax system to enhance, among other 
things, simplicity and fairness.  
 
The Statutory Formula Method of valuing car fringe benefits is an example of both 
characteristics of the current FBT system given that it is:  
 

 a key remunerative tool in the NFP, private and public service sectors for ordinary 
Australians earning average wages, 
  

 a substantial contributor to Australia’s economic growth represented by car sales 
and associated downstream economic benefits; and 
 

 an efficient operational method of administering tool-of-trade and benefit vehicle 
fleets. 

 
In contrast, the framework for the concessional FBT treatment of housing benefits provided 
to employees required to work in remote areas are neither simple nor fair in our view and as 
a result are prime candidates for reform as outlined in this paper.  
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Recommendation 

 

 The FBT concessions for remote area housing should be simplified and streamlined. 
This includes removing the “50% taxable” category. 

 

Childcare facilities 
 

As raised in the Discussion paper, NALPSA agrees that the longstanding FBT exemption for 
childcare facilities provided by employers is not well targeted. However, in our view the 
Discussion Paper is incorrect in its assertion that the largest benefits go to “individuals on 
the top marginal rate”.  
 
Most employees benefiting from employer-provided childcare facilities are not on the top 
rate of tax and derive support for their childcare fees from the existing Child Care Rebate 
and/or Child Care Benefit. 

 
Research recently commissioned by McMillan Shakespeare (a founding member of NALSPA) 
demonstrates that employers do desire to provide childcare benefits and would consider 
doing so if the FBT exemption provision was reformed.  
 
Thus, the core concern with the FBT exemption, based on stakeholder feedback and the 
experience of our members in administering these arrangements, is that it is drafted on a 
basis that effectively prevents all but the largest companies in Australia from utilising it.  
 
NALSPA believes that the FBT exemption can be easily amended to enable access to all 
employers who desire to assist employees with young children to participate in the 
workforce. 

 
Recommendation  

 

 The FBT exemption for childcare facilities3 should be retained, but without the 
“business premises” requirement and its inherent “control” test. This will allow 
multiple employers of any size or employee numbers to join together to provide 
professionally-managed childcare facilities for the employees, not just a select few 
large companies. 

  

                                                      
3
 Section 47(2), Fringe Benefits Tax Assessment Act 1986 (the FBT Act). 
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1. Introduction 
 

In this submission NALSPA focuses on the following issues: 
 

(a) the fringe benefits tax (FBT) treatment of NFPs; 
(b) the legal incidence of FBT versus its economic incidence; 
(c) the role of the FBT Statutory Formula Method (SFM) as a vital and exemplary 

concession; 
(d) the FBT treatment of remote area housing; and 
(e) the FBT exemption for childcare facilities. 
 

The discussion of each issue also provides NALSPA’s responses to the following questions 
asked by the Discussion Paper: 
 

1. What should our FBT system look like and why? (Question 7) 
 

2. To what extent does our FBT system strike the right balance between simplicity and 
fairness? What could be done to improve this? (Question 16) 

 
3. To what extent are the concessions and exemptions in FBT system appropriate? 

(Question 17) 
 

4. Are the current tax arrangements for the NFP sector appropriate? Why or why not? 
(Question 47) 

 
5. To what extent do the tax arrangements for the NFP sector raise particular concerns 

about competitive advantage compared to the tax arrangements for for-profit 
organisations? (Question 48) 

 
6. What, if any, administrative arrangements could be simplified that would result in 

similar outcomes, but with reduced compliance costs? (Question 49) 
 

7. What, if any, changes could be made to the current tax arrangements for the NFP 
sector that would enable the sector to deliver benefits to the Australian community 
more efficiently or effectively? (Question 50) 

 
This submission also includes at Appendix A, a summary of two surveys carried out by SKC 
Consulting of the NFP sector (the SKC Survey), originally for the purposes of McMillan 
Shakespeare’s 2012 submission to the Not-For-Profit Sector Tax Concession Working Group 
(TCWG). The surveys were responded to by more than 3,000 employees and 100 employers 
(representing 60,000 employees) respectively. Relevant findings of the SKC Survey are 
discussed in Section 2 of this submission. 
 
For the purposes of this submission, NALSPA commissioned PwC to update its modelling 
originally carried out on behalf of NALSPA member McMillan Shakespeare as part of that 
company’s December 2012 submission to the NFP Tax Concession Working Group (TCWG). 
The updated modelling is attached at Appendix B, and is also discussed in Section 2 of this 
submission. 
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At Appendix C of NALSPA’s submission is a summary of a report by PwC in 2014 
commissioned by NALSPA on the Economic Contribution of the Statutory Formula Method. 
The findings of that report are discussed in Section 4 of this submission. 
 

2. NFPs and fringe benefits tax  
 

[2.1] Overview 
 
The NFP sector provides a broad range of vital services to a significant proportion of 
Australians, typically those who are less able to pay. As noted by Section 7.1 of the 
Discussion Paper there are approximately 600,000 NFPs in Australia, of which around 60,000 
are registered charities. Economically-significant NFPs number approximately 57,000, and 
these account for approximately 3.8% of GDP. They also: 
 

 Hold total assets worth about $176 billion and net worth of $123 billion 

 Employ almost 1,100,000 people 

 Generate revenue of about $107 billion, 38% of which comes from Government 
funding (including tiered funding), 5% from donations, and close to 50% from 
income from donated goods and service.4 

 
Whilst the sector is supported by philanthropically motivated volunteers from the 
community and donations, it also depends on similarly motivated employees who work for 
lower incomes than they could earn elsewhere, and government support. FBT concessions 
are an important example of the latter category, and are regarded by the NFP sector as 
being vital to their ability to attract and retain employees, and therefore provide services to 
the sick, the needy, the poor and so on. 
 
The Discussion Paper discusses NFPs and raises questions about the appropriateness, 
fairness and efficiency of the tax concessions available to the sector. That question is not 
new.  
 
The answers have been stated so often – to the Productivity Commission in 2010, to the 
Henry Review in 2011, and to the NFP Tax Concession Working Group in 2012, among others 
– that their impact is at risk of being lost. The FBT concessions available to the NFP sector 
are:  

 appropriate,   

 fair; and  

 efficient.  
 
NALSPA’s NFP clients, and many other NFP organisations and stakeholders remain emphatic 
that without the ongoing access to longstanding FBT concessions available to the sector, 
their ability to compete at least in part with For-Profit and other sectors would be seriously 
compromised, risking their consequent ability to maintain levels of service to the 
community. 
 

  

                                                      
4
 Figures current as at 30 June 2013. 
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NALSPA notes the Government’s Federal Budget announcement on 12 May 2015 to place a 
$5,000 grossed-up cap on meal entertainment and entertainment facility leasing benefits. 
This announcement has pre-empted the current tax reform process given the issue of such 
un-capped benefits is raised in the Discussion Paper, however it is acknowledged to be an 
integrity measure. 
 

[2.2] Background to FBT concessions and the NFP sector 
 
The FBT concessions contained in the Fringe Benefits Tax Assessment Act 1986 (the FBT Act) 
and listed in Table 7.1 of the Discussion Paper are available for the NFP sector where the 
organisation is a public benevolent institution, public or NFP hospital, public ambulance 
service or religious institution (in respect of religious practitioners).  
 
Certain other organisations qualify for an FBT rebate and include religious, certain 
educational, charitable or scientific institutions, trade unions and employer associations, 
community organisations and organisations established to promote the development of 
certain Australian resources.  
 
Prior to 2000, NFPs were exempt or rebatable from FBT in respect of all fringe benefits. 
However, as part of the A New Tax System reforms, caps on benefits provided by PBIs and 
NFPs were introduced as an integrity measure “to assist in the implementation of a taxation 
system that is fairer and more equitable for all taxpayers.”5  
 
NALSPA also notes that at the time of introducing the general caps in 2000, the Government 
committed to “review the level of the cap from time to time in the light of general salary 
movements.”6 To NALSPA’s knowledge no such review has been undertaken, the result 
being that the real value of the $17,000 and $30,000 caps have eroded since 2000 by 30% or 
more due to inflation and non-indexation.7 
 
Excluded from those caps were benefits comprising meal entertainment and entertainment 
facility leasing, given “the additional compliance costs outweigh the equity considerations in 
allocating the taxable value of these benefits to individual employees.”8 It has already been 
noted that the Government has now decided to also place caps on those benefits where 
provided under a salary sacrifice arrangement. 
 

[2.3] Use of FBT concessions by the NFP sector 
 
The FBT concessions available to the NFP sector have been accepted and integrated into the 
sector’s employee remuneration framework over the last 15 years; such that they 
constitute an integral component of employee salary and entitlements embedded in 
Enterprise Agreements and employment contracts.  
 

  

                                                      
5
 Commonwealth of Australia, Explanatory Memorandum to the A New Tax System (Fringe Benefits) Bill 2000, at 

para 1.5. 
6
 Peter Costello, Federal Treasurer, Fringe Benefits Tax: Charities and Non Profit Organisations, Media Release 

No.22, Canberra, 13 April 2000. 
7
 NALSPA notes that the submissions of The Salvation Army and Mission Australia to the TCWG also pointed out 

this erosion, and that Temporary Budget Levy has consequently seen both caps temporarily and unilaterally 
increased by compensatory amounts. 
8
 Commonwealth of Australia, fn 5, at para 1.42. 
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The extent of that integration represents a fundamental cost and resource management 
framework for the sector.  
 
The FBT concessions also have a number of other desirable characteristics: 
 

(a) they operate on a ‘self-selection’ basis for employees and are flexible enough to 
allow NFP employers to formulate remuneration packages especially suited to their 
sector, based on employers capacity to pay and their access to those concessions;  

(b) as a result of (a), they minimise the tax revenue cost of the concessions to 
Government while maximising the number of employees that can be attracted to 
the NFP sector;  

(c) the concessions are ‘hands off’ meaning that the benefit is legislated and certain 
and there is thus no direct administrative or bureaucratic intervention creating risk 
or uncertainty for the sector which might otherwise compromise its autonomy and 
budget and investment decisions; and 

(d) the concessions are long running, predictable and well understood, characteristics 
which provide NFP organisations with the certainty they need to undertake long 
term service provision and resource planning.  

 
Based on ATO data, PwC has estimated that over 500,000 eligible charity workers and 
employees of public and NFP hospitals and ambulance services across Australia access the 
FBT concessions via salary packaging arrangements.9 
 
It is important to note that whilst FBT benefits go some way to closing the income 
differentials between sectors, it only partially succeeds. As has been pointed out by the 
Productivity Commission: 
 

“A common perception of stakeholders outside the NFP sector is that FBT 
concessions make up for the comparably lower gross wages on offer ... However, the 
benefits of FBT exemptions are generally overestimated, especially for those on low 
salaries. Even when FBT exemptions are considered, wages in the community sector 
are still considerably lower than equivalent positions in the public sector”10 

 
There is also widespread agreement that incomes are lower in the NFP sector compared 
with both government and For-Profit sectors. This was demonstrated by the following 
exhibit published by the Productivity Commission in 2010.11 
 

                                                      
9
 PricewaterhouseCoopers, Impact assessment - NFP FBT concessions, technical report commissioned by NALSPA, 

May 2015, Table 2, page 3. 
10

 Productivity Commission, Contribution of the Not-for-Profit Sector, Research Report, Canberra, January 2010, 
page 264. 
11

 Productivity Commission, fn 10, page 265. 
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Box 10.5 Pay gaps between not-for-profit and government positions 
 
A number of submissions noted that in the community services sector, gross wage rates were significantly 
lower in NFPs compared to government agencies and, as a consequence, many employees were moving to 
government positions.  

 In Victoria, due to limited funding, NFPs could only offer wages $10,000 to $15,000 below comparable 
government organisations (Precision Consultancy 2007). 

 In 2008 there was an estimated wage disparity of up to $20,000 between public and community 
sector workers in the ACT (ACTCOSS 2008). 

 Community services workers in WA were found to be paid up to $22,000 less than similar positions in 
the public sector in 2007 (WAAMH et al. 2008). 

 Family Relationship Services Australia estimated: 
… that the average difference in salary between staff employed in direct service delivery in the 
community sector and those performing similar work in the public sector is between $15,000 and 
$30,000 per annum for each full time equivalent position. (sub. 132, p. 9) 

 The Australian Council of Social Services estimated: 
… a gap of between 20-30% for similar roles in community as opposed to government sectors. This gap 
widens to as much as 40–50% for senior policy experts and managers. (sub. 118, p. 32) 

 
Sources: ACOSS (sub. 118); ACTCOSS (2008); FRSA (sub. 132); Precision Consultancy (2007); WAAMH et al. (2008). 
 
 

 
NFP employees could earn more outside the sector 
 
NFP employees and employers also confirm there is a significant income differential 
between sectors. In the SKC Survey, employees were asked the question ‘consider your 
current job in the NFP sector and consider whether you could earn more working outside of 
the NFP sector’: 
 

 Over 72% of respondents were of the view that they could earn more income 
outside of the sector.12  

 Of those employees, 43.5% thought they could earn 10-25% more outside the NFP 
sector and a further 41% thought they could earn 25-50% more.13  

 The SKC Survey also highlighted that 70% of NFP employers believe that their 
employees could earn between 10 and 50% more outside of the sector.14 

 
Importance of NFP concessions to the NFP sector 
 
The SKC Survey also revealed the following results: 
 

 Over 95% of NFP employees consider the FBT concessions to be either ‘very 
important’ or ‘quite important’ in influencing whether they remain in the sector.15 

 More than 85% of NFP employers consider the FBT concessions to be either 
important or critical for attracting employees.16 

 Almost 50% of NFP employers indicated they could lose up to 30% of their 
employees if FBT concessions for the sector were materially reduced without 
offsetting compensation.17 

                                                      
12

 SKC Survey, Employees, Appendix A, Question 24. 
13

 SKC Survey, Employees, Appendix A, Question 25. It should be emphasised that the views of employees are not 
based on speculation. According to the SKC Survey, a significant proportion of NFP employees have worked 
outside the sector and many of the survey respondents actively monitored the job market. 
14

 SKC Survey, Employers, Appendix A, Question 11. 
15

 SKC Survey, Employees, Appendix A, Question 13. 
16

 SKC Survey, Employers, Appendix A, Question 9. 
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Notwithstanding the existence of the FBT concessions, the NFP sector still finds it difficult to 
attract, reward and retain employees. According to ACOSS, its annual community sector 
surveys consistently find that: 
 

“attraction and retention of staff is the single biggest challenge facing not-for-
profit community services.”18 

 

[2.4] The misconceptions concerning competitive neutrality  
 
In Section 7.2 the Discussion Paper makes several references to a concern that FBT 
concessions may potentially be creating some form of distortion in the labour market where 
NFP organisations are competing directly with For-Profit organisations, based on the 
statement that the concessions allow NFPs to pay higher salaries for less cost. The hospital 
sector in particular is noted by the Discussion Paper as a competitive neutrality concern. 
 
Those perceptions are not new - they have been raised by previous reviews. But, as with 
those prior reviews, the Discussion Paper, with respect, does not provide any evidence that 
FBT concessions are delivering actual competitive advantages to NFPs. 

 
The definition of markets and their boundaries is quite complex. Organisations are said to be 
within a particular market if the products and services they sell are close substitutes 
(whether two products are close substitutes is typically a question of degree rather than 
clear cut certainty).  
 
It is the view of NALSPA that competitive neutrality is only of significance where non-
neutrality can affect the allocation of resources within a particular market. 

 
The NFP sector is made up of subsectors including charities, hospital and aged care providers 
that provide quite different services, which are not close substitutes, and who generally 
operate at considerable disadvantage compared with For-Profit operators. 
 
Charities, for example, provide services and goods free of charge (or at low cost) to 
disadvantaged persons who would otherwise not be able to afford these from the for-profit 
sector. Thus, the output of charities and for-profit organisations are not close substitutes 
and therefore the concept of competitive neutrality is not relevant. 
 

  

                                                                                                                                                                     
17

 SKC Survey, Employers, Appendix A, Question 10. 
18

 Australian Council of Social Service, Analysis of FWA decision on ASU’s Equal Remuneration Order application 
for community sector workers, 1 February 2012. 
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Is competitive neutrality relevant to the hospital sector? 
 
In its 2010 report on the contribution made by the NFP sector, the Productivity Commission 
considered that non-neutralities are not a major issue in most areas in which NFPs operate:  

 
“While inequitable and distorting, such concessions are an important and 
reliable source of support for many NFPs, especially to attract and retain staff. 
Most of these NFPs do not compete directly with for-profit businesses, and for 
the few that do, they tend to be delivering government services.”19 

 
Importantly, it was the Commission’s view that competitive neutrality was only an issue “in a 
small number of areas, notably hospitals”. That being said, NALSPA does not concur 
however that competitive neutrality is an issue for the hospital sector. 
 
Within the hospital sector there are important differences between NFP and For-Profit 
employees, patients and clinical activities. NFP clientele tend to be less well off, have a lower 
capacity to pay for services; generally do not have private health cover as well as being 
located in less affluent areas. NFP hospitals’ clinical, community and educational activities 
are more tightly focused on need rather than motivated by profit. 

 
In 2010 Lateral Economics compared the services and activities of two Melbourne hospitals 
in the same geographic area – The Avenue (For-Profit) and Cabrini (NFP).20 This comparison 
demonstrated that compared with The Avenue, Cabrini Hospital: 
 

(a) provided significantly different medical, surgical and clinical services; 
(b) ran numerous community service programs; 
(c) undertook many research programs; and 
(d) provided significant levels of pro bono services. 

 
It is significant that those differences were pronounced even 
though the two hospitals are within three kilometres of each other 
in the same municipality of Stonnington, Melbourne.  
 
It would be reasonable to expect even greater divergence for those 
NFP hospitals that service disadvantaged areas, remote and 
regional communities across Australia. 
 
The above comparison illustrated that public hospital funds are 
stretched further than For-Profits’, most notably in low margin 
medical services, a wide range of community programs, and research and education services 
– all of which Cabrini Hospital provides.  
 
Similar comparisons have been made by the Australian Nursing and Midwifery Federation 
(ANWF) in connection with the relevance of FBT concessions to NFPs and competitive 
neutrality.  
 

  

                                                      
19

 Productivity Commission, fn 10, page xxxi. 
20

 Lateral Economics, fn 1, at pages 26-27. 

NFP hospitals do 
not compete 

with For-Profit 
hospitals – they 
provide different 

services 
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In 2013, the ANWF noted that the public hospital system “is the back-bone of the acute 
health system, providing complex care to all sections of society and patients who often 
have co-morbidities” whereas the For-Profit providers in the acute health sector “largely 
target a particular demographic, particular illness/injury types and clearly those with 
private health insurance.”21  
 
Further, the ANWF stated: 
 

“we are not convinced that provision of FBT exemption to public hospitals in some 
jurisdictions acts as an advantage to those hospitals. In some jurisdictions, private 
acute hospital ages and conditions have moved ahead of the public sector, which 
indicates there is considerable capacity within the private sector to compete.”22 

 
These significant differences between the services provided by NFP and For-Profit hospitals 
and differences in the markets that they serve demonstrate that the principle of competitive 
neutrality is of limited relevance even in the case of the hospital sector.  
 
Is competitive neutrality relevant to the aged care sector? 
 
In 2012 the National Aged Care Workforce Census and Survey found that “job satisfaction is 
high across all areas except pay.”23 The Survey also found that: 
 

“the overall importance of the NFP sector as a share of total employment has been 
in gradual decline since 2003. Approximately 56 per cent of direct care employees 
worked in NFP facilities in 2012, compared with approximately 62 per cent in 2003. 
The corollary of this reduction has been a steady increase in the proportion of direct 
care workers employed in For-Profit facilities.”24 

 
Those findings clearly refute any view in our opinion that FBT concessions are causing 
competitive neutrality issues in the aged care sector.  
 
NALSPA notes that the leading peak body in Australia for aged and community care 
providers, Aged & Community Services Australia (ACSA) has also submitted in response to 
the Discussion Paper that tax concessions available to the sector do not give rise to 
competitive advantages.25 As ACSA states in its submission: 
 

“One of the main reasons for this is that NFP aged care providers cater and target 
their services to different service users and client groups than their for-profit 
counterparts. In the aged care sector, it is the NFP that have a particular focus on 
older people who face disadvantage or find themselves in vulnerable situations. For 
decades, NFP aged care providers have lived up to their missions by supporting 
those most in need. According to the Aged Care Financing Authority, it is mostly not-
for-profit organisations that make up the third of aged care homes which always 
have a proportion of supported residents (those with the lowest income and assets) 

                                                      
21

 Australian Nursing and Midwifery Federation, Submission to the Not-for-Profit Tax Concession Working Group, 
January 2013, page 4. 
22

 Australian Nursing and Midwifery Federation, fn 21. 
23

 Debra King, Kostas Mavromaras, et al, 2012 National Aged Care Workforce Census and Survey – Final Report, 
Department of Health and Ageing, Canberra, 2013, at page xvi. 
24

 King and Mavromaras et al, fn 23, at page 51. 
25

 Aged & Community Services Australia, ACSA response to the “Re:think Tax discussion paper, June 2015, at page 
3. 
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exceeding 40 per cent, while it is mostly for-profits that account for the third of 
homes that never meet this benchmark.”26 

 
The childcare sector – competitive neutrality? 
 
The childcare sector in particular has experienced a gradually increasing presence of For-
Profit operators. As the Productivity Commission noted in 2014, For-Profit market share of 
long day care, increased from 48% in 1991 to 70% in 2012, with a six-fold increase in the 
number of places at For-Profit centres.27  
 
Such increased penetration by For-Profits has occurred during a period in which there have 
been no changes to either the FBT concessions available to NFP childcare providers or, to 
our knowledge, the level of their utilisation. 

 
For the year ended 30 June 2013, the largest NFP childcare provider, Goodstart Early 
Learning, derived an EBIT margin of only 1.2% (2012: 2.3%).28 This appears to be the norm in 
the NFP childcare sector. KU Children’s Services, for example, is the largest non-government 
NFP childcare provider in NSW and operates on EBIT margins consistently below 3%.29 
 
The exceptionally low profit margins of NFP childcare providers are in contrast to those 
experienced by For-Profit childcare providers. For example, G8 Education, the largest For-
Profit childcare provider in Australia, derived an EBIT margin of 17.9% in 2013 (2012: 
16.3%).30  
 
This large disparity in profit margins evidences a playing field which if anything is in favour of 
For-Profits, not the reverse. It is not evidence of NFP childcare providers being less efficient, 
it is simply a function of differing aims and business models; and often markets which they 
serve.  

 
Additionally, the Productivity Commission stated in 2010 that 
NFPs other than large organisations “fail the lending criteria 
of conventional lenders and, as a result, often find accessing 
capital to develop or expand their activities difficult.”31 

 
Given the capital-intensive nature of the childcare sector, this 
is, in our opinion, a far more dominant issue for competitive 
neutrality within the sector than the impact of FBT 
concessions for NFP childcare providers. 

 
Competitive neutrality, labour markets and the motivations of NFP employees 

 
Determining the relevance of competitive neutrality also requires not only examining output 
markets but also the input markets where organisations access the resources they need to 
deliver services.  
 

                                                      
26

 ACSA, fn 25, at page 4. 
27

 Productivity Commission, Childcare and Early Childhood Learning – Draft Report, Canberra, July 2014, at page 
441. 
28

 Arna Richardson, Child Care Services in Australia, IBIS World Industry Report Q8710, June 2014, at page 23. 
29

 Arna Richardson, fn 28, at page 25. 
30

 Arna Richardson, fn 28, at page 20. 
31

 Productivity Commission, fn 10, page 185. 

Profit margins 
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It is possible, for example, that organisations that deliver similar services may, in fact, access 
different types of employees from different parts of the labour market. To the extent that 
this is true, the principle of competitive neutrality would not apply between such 
organisations.  
 
NALSPA suggests that the following characteristics of NFP employees and workplaces 
indicate that competitive neutrality is less relevant than asserted by some stakeholders 
previously, including the Productivity Commission: 
 

 Working environments are quite different in the For-Profit and NFP sectors. It is 
typically the case that NFP organisations do not enjoy the quality of infrastructure 
and access to resources that prevails in the For-Profit sector. The nature and 
immediacy of workloads is also a key point of difference, particularly so in the 
comparison between public hospitals, with their breadth of services and emergency 
departments, and For-Profit hospitals. 
 

 NFP employees are likely to be motivated differently from For-Profit employees: NFP 
employees tend to emphasise non-monetary motivations such as community 
service. 

 

 NFP employees may have different demographic characteristics and financial needs 
to For-Profit employees: NFP managers have suggested that employees in the NFP 
sector tend to be either younger or older than in other sectors on average because 
at these ages employees are able to cope with lower incomes. 

 
To the extent that those characteristics are true there is less cause for concern about 
competitive neutrality between the NFP and For-Profit sectors in respect of labour. As noted 
by Lateral Economics: 

 
“The NFP sector tends to draw on groups of workers whose elasticity of 
labour supply tends to be high. The greater informality of the NFP health 
sector and its closeness to the community, it is also likely that this effect is 
not trivial. This effect will offset any losses from the NFP’s use of its access to 
the FBT concession to out-compete the for profit sector for labour. Although 
there may well be fewer workers in this category, each worker that the NFP 
sector draws into the labour force is likely to contribute more to social 
welfare than the decrement in social welfare involved in someone moving 
from the for profit sector to the NFP sector where they are (probably only 
marginally) less productive.”32 

 
In addition to this consideration, there is evidence that workers in the NFP sector tend to 
overvalue the FBT concession they receive. This suggests that in terms of the impact on the 
motivations for NFP employees, the FBT concession is a cost-effective regime for 
government as the actual cost of the concession is lower that it’s perceived value in the eyes 
of the recipient. 

 
  

                                                      
32

 Lateral Economics, fn 1, page 28. 
 



 
 

16 

 

Quantification of that effect is possible from analysing the responses to two separate 
questions in the SKC Survey. Firstly: 
 

 
 
According to the responses, less than 12% of NFP employees would definitely continue 
working in the sector if the FBT concessions were removed without any compensating 
changes to their remuneration. 
 
The second question was: If the FBT concession was discontinued for workers in the NFP 
sector, how much would your remuneration need to increase per week (in compensation) for 
you to be willing to stay in your current job/role? 
 
For respondents in the public/NFP health sector the average value of responses was $8,041 
per year. This can be compared to the most current average concession benefit value, as 
noted by PwC, of $4,421, a difference of $3,620 per employee between the actual and 
perceived value of the core concession or $1.06 billion across the participating employee 
population.33 It could be said that the $1.06 billion represents a funding saving to the 
Federal Government, an inherent efficiency of the current policy regime.  

 
There may be a number of reasons for this difference. It could be a lack of accurate 
information or more likely it is that employee’s place a symbolic value of the receipt of a 
benefit that provides personal recognition for their service to the community. 

 
Other inputs and organisational structures 

 
There are significant differences between NFP and For-Profit organisations in terms of their 
access to other types of inputs besides labour. In particular, For-Profit organisations have 
access to equity funding but NFPs do not.  
 

  

                                                      
33

 PwC, fn 9. The figure of $1.06 billion stems from 294,045 hospital employees with reportable fringe benefits, 
and compares with $907 million in respect of 237,204 employees per PwC’s original 2012 report. 
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The two types of organisations have access to debt funding on quite different terms. NFP 
hospitals also typically face significantly inferior terms in dealing with health insurance 
providers. NFP organisations may receive donor funds. All of these factors affect the 
competitive neutrality and FBT concessions may well be a minor consideration compared to 
some of these other sources of competitive non-neutrality. 
 
Multiple government interventions 

The FBT concessions are only one of many interventions by governments in the NFP sector 
and the broader health care and aged care sectors. As noted by Lateral Economics report: 

 
“[There] is a complex matrix of influences on the price of inputs used by 
hospitals from multiple government interventions and concessions. It is the 
sum of all these influences on the relative prices of inputs that determine the 
net divergence from competitive neutrality in the hospital sector. Taking a 
partial approach (for example, by focusing only on the FBT concession) to 
this complex reality may result in perverse policy recommendations. For 
example, it is possible to imagine a situation where the removal of the FBT 
concession for NFP hospitals causes the extent to which competitive 
neutrality is violated to increase rather than decrease because of the 
complex influences on input costs of various other concessions and 
interventions.”34 

 
Thus, the arguments previously put forward by the Henry Review and the TCWG for 
removing the FBT concessions on theoretical grounds are, in fact, in our opinion highly 
partial and lack true credibility unless applied to all interventions. 
 

[2.5] The myth of complexity and compliance burden  
 
In Section 7.2 of the Discussion Paper concern is expressed that FBT concessions available to 
NFPs may result in unintended consequences such as high compliance costs.  
 
We contest that there is no justifiable evidence that FBT concessions available to the NFP 
sector have associated high compliance costs. On the contrary, the concessions are well 
understood and are founded in clarity and efficient to administer. This is partly evidenced by 
the fact that many organisations, both small and large, have chosen to administer them in-
house. 
 
The outsourcing of the administration of FBT concessions is also viewed as efficient, as the 
costs are met by the employee, not the employer, and in any event are falling. General 
criticisms of FBT administrative complexity are best addressed by ATO red tape reduction 
strategies, as detailed later in this submission. 
 
According to the SKC Survey, the cost to the NFP sector of third-party salary packaging 
services had fallen by around 50% in real terms over the previous eight years.  
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A major reason for this has been the large investments made by NALSPA’s members in 
creating efficient and modern facilitation and processing systems which automate and 
streamline the administrative process, producing economies of scale and facilitation of an 
optimum level of compliance, at least cost.  
 
NALSPA notes that this particular aspect of the administration of the NFP FBT concessions 
was apparently not well understood by the TCWG, which incorrectly claimed that salary 
packaging services were imposing a cost of $120 million on the NFP sector. In fact, any such 
costs are met by employees and operate only on a basis of ‘self-selection’. 
 
In any event, it is the experience of the NFP sector itself that is important when considering 
whether there are high compliance costs associated with the current policy regime. The 
following table displays the results of a relevant question of NFP employers in the SKC 
Survey: 

 

 
 
The above table shows that in excess of 91% of NFPs felt that the administrative effort 
associated with managing salary packaging enabled by the FBT concessions is at worst at an 
acceptable level and mostly routine and simple or almost entirely automated with very little 
effort required.  
 
Another SKC Survey question asked: Do you have professional assistance, that is, a third 
party salary packaging administrator/company, to help your organisation manage the 
provision of FBT concessions? Out of the 98 responses, 70 answered ‘Yes” and 28 answered 
‘No’.  
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The responses to the table above were then allocated to those ‘Yes’ and ‘No’ respondents, 

as follows: 

 
Administrative effort for FBT concessions by response to having professional salary 

packaging assistance 

 
Do you have professional assistance, that is, a third party 
salary-packaging administrator/company, to help your 
organisation manage the provision of FBT concessions? 

 Yes No 
Response 

Totals 

Complicated and 
time-consuming 

2.9% 0.0% 2.1% 

Quite burdensome 5.8% 7.1% 6.2% 

An acceptable 
amount of time 
and effort required 

29.0% 39.3% 32.0% 

Routine and simple 43.5% 46.4% 44.3% 

Almost entirely 
automated, very 
little effort 

18.8% 7.1% 15.5% 

TOTAL (%) 71.4% 28.6% 100% 

TOTAL (number) 70 28 98 

 
Perhaps somewhat disappointingly for NALSPA members, the results showed that there is 
little difference in the perceived effort associated with the administration of FBT concessions 
for organisations that do or do not use the services of a third party salary packaging 
provider. 
 

[2.6] Alternate methods of funding 
 
A fundamental question relevant to consideration of the appropriateness of FBT concessions 
for the NFP sector is whether alternate methods of government funding or support would 
provide better outcomes, especially in terms of cost and efficiency.  
 
The Not-For-Profit Sector Tax Concession Working Group (TCWG) was formed by the 
Government in 2012 to consider whether there are better ways of delivering the current 
level of support provided through tax concessions to the NFP sector.  
 
Amongst other things, the TCWG recommended that FBT concessions available to the sector 
should be replaced by an alternate support payment mechanism which included periodic 
bulk funding payments to eligible NFP entities. 
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That recommendation was made without the overall support of the NFP Sector. For 
example, the SKC Survey had found that an alternative funding model involving a grant 
mechanism was opposed by 90% of the sector, with only 8.2% of organisations in the SKC 
survey expressing a view that it would be ‘generally positive with some drawbacks’ and only 
2.1% indicating ‘it would be a very positive change for the sector’. 
 
In addition, The Salvation Army, one of the largest NFP organisations in Australia, had 
submitted to the TCWG that it 
 

“is greatly concerned with the proposed alternatives and does not believe ... [they] ... 
will be effective, sustainable or able to survive potential short term fiscal needs of 
future governments. There is also a risk the independence of the [NFP sector] would be 
compromised due to the changes that would occur in the relationship between [NFP 
organisations] and the Federal Government.”35 

 
To fully inform this submission, NALSPA commissioned PwC to update the previous analysis 
it performed for the purpose of the submission to the TCWG made by McMillan 
Shakespeare, a founding member of NALSPA.  
 
That is, PwC was asked to re-visit its task to determine what would be the likely associated 
cost and consequences on the assumption that the current tax reform process indicated that 
the FBT concessions available to the NFP sector were somehow no longer appropriate. The 
findings of PwC are contained within Appendix B.  
 
PwC’s task gave rise to two questions: 
 

 Would the overall cost of funding NFPs increase if the current system of FBT 
concessions was replaced? 

 If additional funding costs were not a viable outcome to the Government, what 
would be the reduction in the amount of the FBT concession per individual NFP 
employee based on the current capped FBT concessions? 

 
PwC estimated the former to be an increase in combined annual funding cost from $2.57 
billion to $4.73 billion. That is, given the current system of FBT concessions combined with 
the fact that the NFP sector had a participation rate of less than 100%, the Government 
would need to increase its overall level of funding support by in excess of $2 billion per 
annum to cover 100% of employees under an alternate funding model. 
 
On the basis that such an outcome was not a viable option, PwC estimated that  
 

 The average annual reduction in take-home pay of PBI employees would be 
$3,768, based on PwC analysis showing that the majority of total reportable fringe 
benefits provided by the PBI sector are received by employees earning between 
$30,000 and $60,000. 

 

 The average annual reduction in take-home pay of public/NFP hospital employees 
would be $2,062, based on PwC’s analysis showing that the majority of total 
reportable fringe benefits provided by the sector are received by employees earning 
between $40,000 and $80,000. 

 

                                                      
35

 Salvation Army Australia, Submission to the Not-for-Profit Tax Concession Working Group, December 2012. 
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As was noted by PwC, the Discussion Paper does not raise the central policy options involved 
to address a finding that the current system of FBT concessions for the NFP sector is not 
appropriate. However, as the PwC modelling demonstrates, those options are essential to be 
taken into account when assessing the question of appropriateness; particularly as the 
above modelling illustrates, such options produce demonstrable negative outcomes.  
 

[2.7] Summary  
 
FBT concessions are a vital remunerative tool used by the NFP sector to attract and retain 
staff. Without such concessions, the sector would not be competitive with For-Profit 
organisations nor be able to provide the level of service to the community that it does today. 
 
FBT concessions available to the NFP sector have a number of desirable characteristics: 
 

 The concessions are ‘hands off’ meaning that the benefit is legislated and certain 
and there is no direct administrative or bureaucratic intervention which creates 
risk and uncertainty for NFP organisations which might otherwise compromise 
their autonomy and investment decisions. 
 

 The concessions are long running, predictable and well understood which 
provides NFP organisations with the certainty they need to undertake long term 
service provision and resource planning. 

 

 The concessions are flexible enabling employers and employees to design 
specifically suitable remuneration packages – this ‘self-selection’ effectively 
creates a marketplace in which employees and employers can negotiate overall 
remuneration based on the organisation’s capacity to pay and its access to 
concessions. This marketplace minimises the cost of the concessions to 
government while most importantly maximising the number of employees that 
can be attracted to the NFP sector. 

 
The notion that tax concessions available to NFPs are impeding competitive neutrality in the 
marketplace is in our view unsubstantiated. If anything, FBT concessions operate in a 
manner that redresses inherent competitive bias in favour of For-Profits in terms of setting 
salaries and reward packages.  
 
Any change to the level of FBT concessions in the current policy regime would in all 
likelihood represent a material cut in remuneration for employees causing significant 
industrial unrest, a reduction in community services performed by NFPs and/or a major and 
untenable cost impost to Government compared to alternative funding regimes. The current 
policy is more targeted to individual circumstances and hence more efficient than a less 
targeted, broad funding regime. 
 
Additionally, as modelled by PwC, reform options that move away from the current policy 
settings will most likely require either a large increase in the overall cost of the concession 
program, or a significant reduction in the value of the support on a per employee basis. It is 
needless to say that neither outcome would on any means be considered desirable, 
achievable or acceptable. 
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It is thus NALSPA’s firm view that post the proposed placement of expenditure limits on 
meal entertainment and entertainment facility leasing benefits, no further changes to the 
FBT system as it applies to NFPs are warranted or necessary.  

 

3. Legal incidence of FBT versus economic incidence  
 

 
 
 
 
 
 
 
 
[3.1] Overview 
 
The FBT system was introduced in Australia in 1986 due to the inability of the income tax 
system to consistently and effectively capture fringe benefits as assessable income of the 
individual recipients.36 The tax revenue collected through the current FBT system represents 
a small proportion of total tax revenue, yet it plays a critical role in the integrity of taxation 
of remuneration.  

 
In Section 3.2 of the Discussion Paper statements are made under the heading Who pays 
fringe benefits tax? which discusses whether “the full economic incidence of FBT” should fall 
to employees who receive fringe benefits through salary sacrifice arrangements.  
 
The question thus being raised in the Discussion Paper is whether the legal incidence of FBT 
should potentially move from employers to employees. A justification given by the 
Discussion Paper for the potential consideration of such a change is that the administration 
of the FBT system can be complex for employers: 
 

“Only Australia and New Zealand impose FBT on employers, with all other countries 
taxing fringe benefits in the hands of employees and using far fewer valuation rules, 
concessions and exemptions. The administration of the FBT system can be complex 
for employers. While FBT is paid by the employer, employers currently need to 
attribute certain fringe benefits to individual employees, and report the value of 
these fringe benefits on individual employee payment summaries. This is because 
some fringe benefits are included in income tests for transfer payments, taxes and 
tax concessions the employee may be eligible for.”37 

 
In NALSPA’s view, those comments ignore the fact that the current FBT system is a robust 
and efficient tax collection framework, as evidenced by the ATO’s low level of FBT audit 
activity based on assessed risk ratings compared with other taxes, for example GST. 

 
 

                                                      
36

 For example, in FCT v Cooke & Sherden [1980] FCA 37; (1980) 10 ATR 696, the Federal Court held that a benefit 
that could not be converted to money or money’s worth was not income according to ordinary concepts 
pursuant to s 25(1) of the Income Tax Assessment Act 1936, and nor were the relevant benefits assessable under 
s 26(e) of that Act because the taxpayer individuals were contractors, not employees. 
37

 Commonwealth of Australia, Re:think Tax Discussion Paper, Canberra, March 2015, page 43. 

 There are no meaningful benefits to transferring FBT liability to employees.  

 Instead, it would increase the compliance burden on employers, not reduce it, and 
would add another layer of complexity to the FBT system, not simplify it. 

 Most fringe benefits are not salary sacrificed and hence FBT liability in the hands of the 
employer is appropriate. 
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The Discussion Paper also makes the statement that the economic incidence of FBT is 
generally expected to be on the employee. NALSPA notes that the Discussion Paper did not 
elaborate or explain this comment. If this was meant to convey an expectation that 
employees meet the actual cost of their employers’ FBT liability, we consider it to be 
incorrect.  
 
Whilst FBT liabilities are generally fully costed to employees’ remuneration when they enter 
into salary sacrifice arrangements, this is not the bulk of employer-provided fringe benefits, 
largely due to concessions for benefits that could be salary packaged having been 
progressively eliminated or reduced over the past decade, including cars, in-house benefits, 
living away from home allowances and on-site canteen meals.  
 
In addition, it is NALSPA understands that the majority of benefits subject to FBT are non-
remuneration benefits, such as: 
 

 entertainment  

 fleet cars, and  

 various travel and relocation costs that are necessary to operate a business,  
 

yet they attract an FBT cost. It is these benefits that provide the greatest challenge when 
contemplating transferring their taxation from the employer to the employee. This is for the 
simple reason there is no general expectation held by employers (or employees) that the 
relevant FBT costs of providing these benefits should be met by employees. 

 

[3.2] Henry Review recommendations 
 

The concept of transferring FBT liability from employers to employees has been previously 
explored. It was most recently socialised in 2009 by the Australia’s Future Tax System 
Review (the Henry Review). Specifically, the Henry Review recommended that “fringe 
benefits that are readily valued and attributable to individual employees should be taxed in 
the hands of employees through the PAYG system.”38 
 
The Henry Review’s recommendation, which ultimately was not supported by Government, 
was prompted by the observation that employers incur FBT at a rate equivalent to the top 
personal income tax rate plus the Medicare levy, whereas “employees ultimately bear the 
economic incidence of FBT” and “in 2007-08, less than 12 per cent of employees with 
reportable fringe benefits were in the top marginal tax bracket (even accounting for the 
value of their fringe benefits).”39 
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 Australia’s Future Tax System Review (Henry Review), Report to the Treasurer, December 2009, Part 2, pages 
47-48. 
39

 Henry Review, fn 38, page 43. 
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[3.3] What are the obstacles to transferring FBT liability to employees? 
 

There are several significant obstacles acting to prevent easy or effective transfer of FBT 
liability to employees: 
 
1. Self assessment and compliance 
 
The level of non-compliance and tax leakage that necessitated the introduction of the FBT 
system would again likely re-emerge if the taxation of benefits was transferred back to 
employees, particularly under a self-assessment environment.  
 
The level of simplification likely required enabling individuals to self-assess a tax liability on 
non-cash benefits would lead to issues of interpretation and inconsistency, which plagued 
the historical collection of taxation from individuals on such benefits. Moreover, non-
compliance would also likely be an issue if the process is unduly complicated for employees. 
 
If a self-assessment system was not chosen, then the administration would still remain with 
the employer, in which case, it is simply the FBT system with a different facade. A hybrid 
system of taxing employees but making employers manage the administration would not fix 
the existing administration concerns – in fact, it is likely to exacerbate it. 

 
The FBT system presently has very low levels of non-compliance, and as a result places 
minimal burden on the ATO in the context of audit and review activities.40 Shifting to a two-
tiered liability system vastly increases the number of matters which the ATO will have to 
separately review.  
 
In addition, the increased incentive for non-compliance and the complexities levied on 
employees may result in a greater need for audit and review and an increase in the 
administrative burden imposed on the ATO. 
 
NALSPA also notes that transferring FBT liability to employees would dramatically increase 
the number of taxpayers in the FBT system, without a broadening of the tax base. This is not 
something favoured by Treasury: 

 
“One of the key reasons FBT was introduced as an employer tax was to deal with the 
complexity that the evaluation of benefits would cause for employees. We have 
competing interests here as to who owns the complexity. Applying FBT as an 
employer tax is, relative to applying it to the individual, a far simpler taxation 
system. That said, there are some complexities involved. We have 12 or 13 
categories of what is a fringe benefit in the law— that is, there are 12 plus the 
residual of everything that is left. That is part of the balancing arrangements to 
ensure that remuneration in the form of income and other forms of remuneration, 
such as non-cash benefits, are taxed appropriately.”41 

 
NALSPA considers those facts as stated by Treasury remain highly relevant and thus need to 
be acknowledged as a major reason why any consideration given to shifting FBT liability to 

                                                      
40

 See, for example, the ATO’s review of its compliance activities in Commissioner of Taxation, Annual Report 
2013-14, Part 2 – Ensuring correct reporting, pages 54-63: wherein FBT compliance activities do not rate a 
mention. 
41

 Tony Coles, Department of the Treasury, in Commonwealth of Australia, Official Committee Hansard, Senate 
Standing Committee on Economics, 20 June 2008, at E9. 
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employees would be short-sighted and without merit if the aim is to simplify and make fairer 
the FBT system. 
 
2. Many employees would be unfairly disadvantaged 
 
An absolute transfer of benefit taxation to employees would mean that non-remuneration 
benefits, such as work vehicles, reward and recognition gifts and even Christmas party costs, 
would be taxed in the hands of employees.  
 
If this were linked to a PAYG withholding requirement (or similar) then employees would 
effectively see the cash component of their remuneration packages reduced with no 
compensatory adjustment. This would also be problematic in relation to existing workplace 
agreements which include employees’ entitlements or access to benefits. 

 
3. Two layers of compliance would become necessary 
 
It is likely that some benefits would, by necessity, remain taxable to employers. For example, 
and as noted by the Henry Review, many fringe benefits are not reportable and thus not 
allocable to any single employee - these fringe benefits would still be taxable in the hands of 
the employer. 
 
Two layers of liability would be required, one applying to employers and the other applying 
to employees, with employers having to administer both. It is hard to envisage such an 
outcome as contributing to simplifying the FBT system or to reducing the costs of complying 
with it. This leads to the inevitable conclusion that the opposite will be the case. 
 
4. Benefit valuation would become more difficult 
 
The Henry Review also recommended that market value rules be adopted in relation to 
fringe benefits not taxable to employees. This was seen by the Henry Review as being a 
necessary corollary to the added complexity that two layers of liability would represent. It 
was considered that such a change would help reduce that complexity. 
 
However, such a proposal in our opinion does not consider that the FBT valuation rules are 
prescriptive and not based on market valuation principles. Indeed the reason why FBT was 
introduced by the Keating Government in 1986 was that the existing law – s 26(e) of the 
Income Tax Assessment Act 1936 – was simply not effective. As was noted by Keating when 
he introduced the FBT legislation: 
 

“First there were deficiencies in the income tax law itself. A major one was that it 
called for case by case subjective judgments to be made as to the value of fringe 
benefits in the hands of individual employees. That kind of requirement is simply 
incompatible with the efficient assessment and collection of tax on a mass scale and 
invites disputation.”42 

 
An assessment of market value often lends itself to opinion and inconsistent outcomes, 
controllable only, if at all, by excessive administrative rules or the requirement for 
independent valuations that come at a cost to employers, and as was noted by the former 
Treasurer when introducing FBT, often arbitrated by the AAT and the courts. 
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 Parliament House, House of Representatives Hansard, Second Reading Speech, Fringe Benefits Tax Assessment 
Bill 1986, 2 May 1986. 
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Summary 
 
NALSPA believes any proposal to transfer FBT liability to employees will create more, rather 
than less, inefficiency, and more complexity rather than less. Rather, much greater benefit 
will be derived from the ATO’s efforts in cutting red tape in the administration of the current 
FBT system, which should have sustainable and beneficial outcomes.  
 
We also note the recent announcement of the Assistant Treasurer to introduce laws to 
provide the Commissioner of Taxation “with a statutory remedial power to allow for a more 
timely resolution of certain unforseen or unintended outcomes in the taxation and 
superannuation law.”43  
 
There is every reason to believe that such powers will allow even further improvements in 
the administration of FBT to the benefit of employers and employees alike. NALSPA believes 
that, upon enactment, this measure should be given time and scope to demonstrate such an 
impact. 

 

[3.4] Recommendation  
 

 There would be no meaningful benefit derived from any consideration given to 
shifting FBT liability from employers to employees. Moreover, any such proposal 
will add to complexity in the tax system and potentially represent unfair outcomes.  
 
The ongoing efforts of the ATO in improving the existing FBT system are better 
placed to produce simplification and compliance cost-reduction dividends. 

 

4. Simplicity, fairness, and the appropriateness of FBT concessions and 
exemptions 

 

[4.1] Overview 
 

While it can be argued that complexity is an unavoidable aspect of any taxation system there 
are strong grounds for concluding that a legislative foundation of clarity and simplicity – one 
that reduces confusion, unintended errors and excessive administration costs - will deliver a 
superior outcome for both taxpayers and the broader economy alike.   
 
To a certain extent simplicity is fairness as, through the provision of clear and unambiguous 
rules, all taxpayers are put on the same footing in relation to the application of tax processes 
and requirements.   
 

As discussed at [3.3], the creation of the FBT system was in large part a ‘solution’ to the 
complexity, inconsistency – and ultimately ‘unfairness’ - of its legislative forbear: s 26(e) of 
the Income Tax Assessment Act 1936. The FBT system’s use of clearly defined legislative 
formulae and a simplified categorisation of benefits have undoubtedly improved compliance 
outcomes across the board.  
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 Josh Frydenberg, Assistant Treasurer, Providing more certainty and better outcomes for taxpayers, Media 
Release, Canberra, 1 May 2015. 
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In other words, and contrary to the implied conflict in the Discussion Paper’s question, it is 
NALSPA’s position that the FBT system generally does strike the right balance between 
simplicity and fairness and that simplicity is more often than not paired with ‘fairer’ (i.e. 
superior) real-world outcomes. 
 
A good example of that balance are the FBT concessions for NFPs discussed in section 3, 
however in order to highlight that point the remainder of this section 4 will present an 
example of where simplified FBT rules already deliver an optimal outcome to both taxpayer 
and the economy, as well as identifying several opportunities where a greater focus on 
simplicity can lead to further improvements. 
 

[4.2] Car fringe benefits and the SFM - an example of simplicity and fairness 
 
The statutory formula method (SFM) of valuing car fringe benefits is explicitly provided as a 
simple, low-cost, benefit valuation method.  

 
Why the SFM is simple 
 
The SFM is a formula-based method of estimating the ‘taxable value’ of car fringe benefits 
for the purposes of calculating the amount of FBT payable:44 

 
Base Value x 20% x  Days Available   

Holding Period 

less Employee Contribution 

 
At the time of its introduction by Paul Keating in 1986 the stated purpose of the SFM was to 
provide employers with a low compliance cost alternative to the administratively-complex 
log book method. The SFM formula inputs are easy to determine and – most importantly - 
do not require any ongoing tracking and accounting for vehicle costs and/or employee 
activity.  
 
In fact, the current version of the SFM is itself a simplified version of the previous formula 
(which applied four separate ‘statutory percentages’ based on kilometres travelled by the 
underlying car), and is a result of recommendations made the Henry Tax Review.45 
 
It is also relevant to note that the SFM concession has been successfully integrated into the 
remuneration framework of Australian employers for over 25 years, and is commonplace 
within Enterprise Agreements and employment contracts. 
 
By way of contrast: without access to the SFM all relevant Australian businesses would be 

forced to use the log book method46 to value any car fringe benefit, which requires 

employers to: 

 ensure that each employee driver within their fleet complete a new and detailed 
12 week log book every five years or every time they: 

o change roles within the business; or 
o move house to a new location; or 

                                                      
44

 Subsection 9(1), FBT Act. 
45

 Henry Review, fn 38, at page 47. 
46

 Section 10, FBT Act. 
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o change their driving patterns; 

 review all logbook entries against individual driving patterns to ensure 
compliance with legislative requirements and the correct application of taxation 
principle; 

 track all vehicle costs including fuel, maintenance, repairs, registration and 
insurance, and allocate these costs to each individual vehicle within the business 
fleet; and 

 consolidate and report on this data for FBT calculation purposes every 12 
months. 

 
The simplicity of the SFM stands in contrast to the administrative complexity of the log book 
method.  
 
In this regard, it is relevant to note that modelling undertaken on behalf of NALSPA in late 
2014 by PwC in relation to the economic and associated contribution of the SFM shows that 
Australian businesses would incur additional administration and compliance costs in the 
order of $335 million47 over the forward estimates period if forced to use the log book 
method. 
 
Why the SFM is fair 

 
In 2013 there was focus on the ‘fairness’ of the SFM following the then Government’s 
announced (but not implemented) intention to remove it as an available valuation method.  

 
In public commentary at the time, ‘fairness’ was emphasised by the Government as a key 
factor in the decision to abolish the SFM, however it became evident that, rather than acting 
as a justification, the key elements of ‘fairness’ actually support the ongoing availability of 
the SFM.   

 
The concept of ‘fairness’ as it applies in the tax policy context has little value unless it 
explicitly considers the practical outcomes of that policy. In this regard it is critical that the 
economic, social and environmental outcomes of tax policy are specifically taken into 
account before any case for reform can be considered – particularly one that would 
adversely impact simplicity and the broader Australian economy. 

 
It is thus worth revisiting the demonstrable economic and associated downstream benefits 
that flow from the existing SFM - both to taxpayers and the Australian economy overall – to 
demonstrate the value of the wider context of ‘fairness’: 

 
The SFM overwhelmingly benefits ordinary Australian employees earning average wages 

 According to NALSPA data, the average SFM vehicle has a purchase price just in 
excess of $36,000 and around two-thirds of SFM drivers have an income of less 
than $100,000 per annum. 

                                                      
47

 PricewaterhouseCoopers, Modelling the Economic Contribution of the Statutory Formula Method, report 
commissioned by NALSPA, November 2014, page 35. Compliance costs estimated by PwC through extrapolation 
of data contained in Sweeney Research 2014 Logbook Survey. A summary of PwC’s report is attached to this 
submission as Appendix C. 
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 These employees work in a diverse range of private and public enterprises, small 
and large; with many being nurses, police offices, teachers, emergency service 
workers, defence force, public service, charity and healthcare employees.48 

 Many industrial awards include the use of salary packaged cars as a trade off for 
higher wages.  

 The SFM contributes to more people being able to purchase vehicles, which in 
turn allows them to be more responsive to their job requirements. 

 
In fact, in relation to the third bullet point above, it is important to note that abolition of the 
SFM would likely require significant pay increases across a range of employers, including the 
Federal and State Governments.  This would offset – in part - any revenue gains achieved by 
government, and would undermine productivity in the private sector. 

 
The economic benefits of the SFM are distributed throughout the economy 
 

 The SFM contributes to the purchase of in excess of 115,000 vehicles in Australia 
each year and generates thousands of jobs across a range of industry sectors.49 

 SFM vehicle sales have a material multiplier effect in terms of macroeconomic 
benefit. To illustrate, on average the SFM contributes $1.1 billion in annual GDP 
to the Australian economy through its impact as a major demand stimulant for 
new car sales.50 

 Australia’s automotive value chain relies on a vibrant new car market. The SFM 
results in significant economic generation for the Australian automotive (non-
manufacturing) and related sectors which employ more than 250,000 people.51  

 The FBT revenue cost of the SFM is substantially offset by increased corporate, 
State and GST revenues.52 

 
The SFM protects Australian business from excessive compliance costs 

 A wide range of private and public Australian employers rely heavily on the SFM 
to reduce overall tax costs, minimise administrative costs and to help address 
wage parity issues – and this reliance is particularly pronounced in the NFP, 
health and charity sectors. 

 Were it not for the SFM the compliance costs of Australian employers would 
increase by $335 million over the next four years - $194 million of this would be 
incurred by the NFP and Health sectors alone.53 

 
The SFM is beneficial to the environment 
 

 The SFM encourages the purchase of new vehicles – the average age of a SFM 
car is 3.1 years54 compared to an Australia-wide average of 10 years.55 This is 

                                                      
48

 Breakdown of employee categories based on 2014 salary packaging industry data. 
49

 PwC, fn 47. Vehicle sales impact estimated by PwC using computable general equilibrium model and salary 
packaging industry data. 
50

 PwC, fn 47. GDP contribution estimated by PwC using computable general equilibrium model and salary 
packaging industry data. 
51

 PwC, fn 47, page 57. 
52

 PwC, fn 47. Tax revenue losses estimated by PwC using computable general equilibrium model and salary 
packaging industry data. 
53

 PwC, fn 47. Compliance costs estimated by PwC using computable general equilibrium model and salary 
packaging industry data. 
54

 Average vehicle age based on Salary Packaging industry data. 
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contributing to a cleaner environment as new cars continue to be more fuel-
efficient. 

 There would be an increase in greenhouse gas emissions due to lost vehicle 
sales (and thus older vehicles remaining in use) of approximately 183,292 t CO2 
over the forward estimates (estimate based on a most likely scenario of lost 
vehicle sales) if the SFM were to be abolished.56 

 
What can be learned from the SFM? 

 
The SFM experience demonstrates that ‘striking the right balance’ between simplicity and 
fairness when it comes to the FBT rules is only possible if ‘fairness’ is considered within the 
context of the actual economic and social outcomes likely to flow from the policy.  

 

[4.3] The remote area housing concessions - neither simple nor fair 
 

The core remote area housing concessions are found in ss 58ZC, 59 and 60 of the FBT Act. 
The benefit concessions are broadly intended to assist Australian businesses to recruit 
employees into remote areas as well as to encourage them, once there, to invest in rural and 
regional housing. 
 
NALSPA does not seek to explore the policy reasons for encouraging employer/employee 
investment in rural and regional Australian housing, and takes it as ‘given’ that this as a 
necessary and worthwhile outcome of the FBT remote area housing concessions.  
 
However, we do seek to highlight several aspects of the concessions that are overly complex 
and therefore producing unfair and ineffective outcomes. 
 
Why the remote area housing concessions are not simple 
 
The remote area housing concessions explicitly divide employee benefits into 8 separate 
types, each defined by the support mechanism used by employers to assist employees. 
Furthermore, through a combination of legislative language and ATO interpretation, each 
type effectively delivers a different level of tax concession depending on the mechanism 
used by the employee to obtain the relevant housing. 
 
Those concession types are as follows: 
 

1. Employer provided rental accommodation 

2. Employee sourced rental accommodation 

3. Employee incurred mortgage interest 

4. Employer provided housing loans 

5. Employer provided housing property 

6. Employee incurred property purchase costs 

7. Remote area ‘property option fees’ 

8. Remote area ‘property repurchase considerations’ 
 

                                                                                                                                                                     
55

 Australian Bureau of Statistics, 2014 Motor Vehicle Census – Report 9309.0, Canberra. 
56

 PwC, fn 47. Emissions increase based on ‘Carbon Emissions Variations in New and Used Vehicles’, SLR 
Consulting, 13 October 2014. 
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Without delving too deeply into the intricacies of each benefit it is relevant to note that the 

tax concessions available fall into three separate categories, each resulting in a different tax 

outcome: 

 

Concession 
Category 

Tax Outcome Concession Type 

Exempt benefits 
No FBT is payable regardless of the 
housing costs incurred by the employer 

 Employer provided rental 
accommodation 

50% exempt 
benefits 

No FBT is payable provided the housing 
costs incurred/reimbursed by the 
employer do not exceed 50% of the total 
housing costs incurred, i.e.: 
 

TV* = Benefit Cost x 50% - Employee 
Payment 

 Employee sourced rental 
accommodation 

50% taxable 
benefits 

FBT is payable on 50% of whatever costs 
are incurred/reimbursed by the 
employer, i.e.: 
 

TV* = (Benefit Cost – Employee Payment) 
x 50% 

 Employee incurred mortgage interest 

 Employer provided housing loans 

 Employer provided housing property 

 Employee incurred property purchase 
costs 

 Remote area ‘property option fees’ 

 Remote area ‘property repurchase 
considerations’ 

*TV = Taxable Value 

 
Further complexity is layered on top of the above categories through the ATO’s 
interpretation of the law. For example, the ATO has stated that reimbursement of third 
party housing loan principle repayments is not a reimbursement ‘in respect of’ employee 
incurred property purchase costs, and therefore does not qualify for concessional 
treatment.57 
 
In addition, the remote area concessions do not apply at all unless the housing in question is 
occupied by employees as their ‘usual place of residence’, which is itself a question of fact 
that must be resolved on a case by case basis. 
 
Suffice to say the variety of taxation outcomes combined with the complexity of the 
different concession types more than demonstrates the complexity of the remote area 
housing concessions within the FBT Act. 
 
Why the remote area housing concessions are unfair 
 
As noted in this submission the concept of ‘fairness’ in the application of tax law is 
somewhat meaningless unless measured against the resulting real world or practical 
outcomes.   
 

  

                                                      
57

 Commissioner of Taxation, ATO Interpretative Decision ATO ID 2013/158: Fringe benefits tax: remote area 
housing: reduction of taxable value – residential property and employee’s mortgage loan repayments, Canberra, 
28 March 2003. 
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The following table demonstrates the different tax outcomes that result for employers and 

 employees under the current FBT rate for the three concession categories above: 

 

Concession Category 
Tax consequence to 
employer of a $100 
housing benefit 

Savings available to a salary 
packaging employee for a $100 
housing expense* 

Exempt remote area housing 
benefits 

$0 $34.50 

50% exempt remote area 
housing benefits 

$48.04 $17.25 

50% taxable remote area 
benefits 

$48.04 $3.03 

No concession $96.08 N/A – salary packaging is not beneficial 

* Assumes salary of $80,000 and marginal tax rate of 34.5% including Medicare levy. 

 
It is NALSPA’s view that the FBT remote area housing concessions are delivering inconsistent 
outcomes depending on largely random employee/employer circumstances, and are failing 
to maximise the benefit to taxpayers or the Australian economy overall. Specifically, the 
current framework for the concessions: 
 

(a) encourages the rental of homes in regional and rural communities instead of home 
ownership;  

(b) encourages employers to give houses to employees instead of the employees 
purchasing homes themselves; 

(c) is only able to be utilised by employers large enough to have the resources to 
translate and act upon them; and  

(d) produces variable salary packaging outcomes for employees in remote areas based 
on the largely personal decision to rent or borrow and purchase. 

 
It is questionable whether such outcomes are justifiable in terms of sound tax policy. 
 

[4.4] Summary 
 
First and foremost a review process into the needs of remote area employers and 
communities, combined with an analysis of the goals of the Australian government in 
relation to the assistance and incentives it seeks to provide, should be completed.  
 
Whilst sitting outside of taxation policy, it is important that we understand what is needed 
to encourage economic development in rural and remote Australia, and therefore what our 
policy goals should be in relation to meeting those needs. 
 
Equally important, however, must be an initiative to simplify and streamline the remote area 
housing concessions as they currently exist within the FBT Act.  
 
These rules are neither simple nor fair and as a result they are unable to adequately deliver 
consistency of outcome across different employers, or employees of the same.   
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In particular, there would appear to be minimal justification for maintaining the current 
approach to the “50% taxable” concession category for remote area mortgage interest, loans 
and employer property (see table above).  
 
The effective outcome of this concession is that FBT is always payable on these benefits and 
that employees who salary package remote area home purchase costs pay an effective tax 
rate of 32.5%.58 
 
Because of the “50% taxable” concessions, little or no incentive is offered to employees 
earning up to $80,000 p.a. to purchase homes in a remote area, and only limited incentive 
is offered to those earning above that amount. This in contrast to employees who rent in 
the same localities. 
 
Instead of three concession categories including a “50% taxable” concession, the remote 
area housing rules could be modified to apply as follows: 
 

Concession 
Category 

Tax Outcome Concession Type 

Exempt benefits 
No FBT is payable regardless of the 
housing costs incurred by the employer 

 Employer provided rental 
accommodation 

50% exempt 
benefits 

No FBT is payable provided the housing 
costs incurred/reimbursed by the 
employer do not exceed 50% of the total 
housing costs incurred, i.e.: 
 
TV* = Benefit Cost x 50% - Employee 
Payment 

 Employee sourced rental 
accommodation 

 Employee incurred mortgage interest 

 Employer provided housing loans 

 Employer provided housing property 

 Employee incurred property purchase 
costs 

 Remote area ‘property option fees’ 

 Remote area ‘property repurchase 
considerations’ 

* TV = Taxable Value 

 
We believe that a simplified framework that delivers consistent and valuable assistance to 
employees in remote areas, and which encourages investment in regional and rural housing 
and employment opportunities is necessary for present day Australia. 
 

[4.5] Recommendation 
 

 The FBT concessions for remote area housing should be simplified and streamlined. 
This includes removing the “50% taxable” category. 
 

  

                                                      
58

 32.5% calculated as: $100 reimbursement will incur a $100 x 50% x 1.9608 x 49% = $48.04 FBT cost, requiring 
total pre-tax salary deductions of $148.04.  $48.04 / $148.04 = 32.5%. 
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5. FBT exemption for childcare facilities 
 

[5.1] Overview  
 

In Section 3.3 of the Discussion Paper the comment is made that some FBT exemptions and 
concessions “may not be well targeted”. As an example, the Paper states that: 
 

“the use of child care services provided for the benefit of employees on an 
employer’s business premises is exempt from FBT. This can create inequities in the 
provision of child care services as not all employers are likely to be able to provide 
such services. Further, the largest benefits go to individuals on the top marginal 
rate.” 

 
It is NALSPA’s view that those comments are misdirected, and that a simple amendment to 
the FBT exemption applying to the benefit of childcare facilities would rectify all equity 
issues currently associated with it. 
 

[5.2] FBT and childcare – the facts 
 
The exemption referred to is provided by s 47(2) of the FBT Act, which has been in place 
since the introduction of FBT in 1986. NALSPA agrees that it is not well targeted. However, in 
our view the reason this is the case has been misstated in the Discussion Paper. The facts 
are: 
 

 The FBT exemption for childcare facilities applies regardless of whether or not 
those facilities are ‘on the employer’s business premises’. It is a myth that off-site 
facilities do not qualify for the exemption, and this myth was exposed by the 1998 
Federal Court decision in Esso.59 

 

 The largest benefits do not always go to “individuals on the top marginal rate”. It is 
NALSPA’s experience that employees benefiting from employer-provided childcare 
facilities are not on the top marginal rate of tax and instead derive support for their 
childcare fees from the existing Child Care Rebate and/or Child Care Benefit 
payment schemes, eligibility for which precludes salary sacrificing arrangements. 

 

 The reason s 47(2) is inequitable is that it effectively requires the employer to 
“control” the childcare facility, and this has prevented all but the largest companies 
in Australia from utilising it. 

 

 The Discussion Paper has repeated the view of the Productivity Commission that 
“not all employers are likely to be able to provide ... childcare for their 
employees60, but has not acknowledged that the Commission also felt that 
reforming s 47(2) would correct the inequity of the system for employees of 
employers providing childcare.  

 

                                                      
59

 Esso Australia Ltd v FCT [1998] FCA 1253, per Merkel J: “Common sense would dictate that in many instances 
basic requirements for child care facilities mat be such that it is inappropriate for the facilities to be located upon 
the same premises where the other business operations of an employer are conducted.” 
60

 Productivity Commission, Childcare and Early Childhood Learning – Final Report, Canberra, 31 October 2014, 
page 572. 
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The inequity inherent with the exemption is that only a handful of companies are able to use 
it, not that reforming s 47(2) won’t apply to every employer.  
 

[5.3] Childcare FBT exemption should be accessible by all employers 
 
Calls for s 47(2) to be reformed are not new. In 2006, the inquiry by the House of 
Representatives Standing Committee on Family and Human Services recommended that FBT 
“be removed from all childcare, so that all or any childcare provision made by employers to 
assist employees is exempt, inclusive of salary sacrificing arrangements for child care.”61 The 
recommendation had bipartisan political support, and this has continued to this day.62  
 
More recently, the Australian Chamber of Commerce and Industry submitted to the 
Productivity Commission in 2014 that all childcare paid for by employers should be exempt 
from FBT.63 In addition, the Australian Industry Group recommended to the Productivity 
Commission that consideration be given to extending the FBT exemption to allow more joint 
venture employer childcare facilities.64 

 
Employer attitude research commissioned by NALSPA founding member McMillan 
Shakespeare also in 2014 demonstrated that employers do desire to provide childcare 
benefits and would consider doing so if the FBT exemption provision was reformed.65  
 
The current obstacles presented by the FBT exemption 
 
The exemption in our view needs reforming because many employers have failed to obtain 
FBT-exempt status simply due to the ATO not being convinced they control the facility.66  
 
If an employer leases a childcare facility it has established “on-site” to a professional 
childcare operator, the employer as far as the ATO regards has lost “control” of the facility 
and it is therefore no longer part of the business premises of the employer. 

 
Whilst self evident, it makes practical sense for an employer to decide to engage a 
professional childcare operator to manage a childcare facility it establishes for the children 
of its employees. However, it does not in our view make sense that such an employer is 
unable to access the FBT exemption intended for employer-provided childcare because of 
that specific decision. 
 

  

                                                      
61

 Parliament of the Commonwealth of Australia, House of Representatives Standing Committee on Family and 
Human Services, Balancing Work and Family – Report on the Inquiry into balancing work and family, Canberra, 
December 2006, Recommendations 16 and 17, at page xxv. 
62

 The Labor members of the Committee agreed with the recommendation of the majority that the FBT 
exemptions be overhauled and extended: Parliament of the Commonwealth of Australia, House of 
Representatives Standing Committee on Family and Human Services, fn 61, at pages 301-2.  
63

 Australian Chamber of Commerce and Industry, Submission to the Productivity Commission Inquiry into Child 
Care and Early Childhood Learning, February 2014 (Submission No. 324), at pages 9-10. 
64

 Australian Industry Group, Submission to the Productivity Commission Inquiry into Child Care and Early 
Childhood Learning, 3 February 2014 (Submission No. 295), at pages 11-12. 
65

 McMillan Shakespeare, Submission to the Productivity Commission’s Inquiry into Childcare and Early Childhood 
Learning, 25 March 2014, pages 5-7. 
66

 See, for example, ATO Private Rulings Nos. 26780, 40870, 54253, 58801, and 65809. 
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The “on-site” myth – another barrier 
 
Another problem with s 47(2) is the perpetuation of the myth that to be eligible for the 
exemption an employer must provide the childcare facility “on-site” – that is, on exiting 
business premises of the employer, rather than “off-site”, i.e. on its own premises. It is a 
myth because the Federal Court ruled otherwise is 1998 in the Esso case. 
 
That case involved a joint venture of three arms-length employers providing a single “off-
site” childcare facility.  
 
The Federal Court held that Esso was entitled to the exemption because the fact that the 
premises were also leased by Lend Lease and BP for the same purpose did not have the 
consequence that the premises were not business premises of each of the three 
employers.67 
 
However, in any instance of more than one employer joining together to provide the one 
childcare facility, the Court warned that “the issue of whether premises are premises of a 
particular person involves questions of fact and degree”.68 At some point, multiple 
employers would fail to gain exemption, and any joint venture of more than 3 employers 
risks not gaining exemption. 
 
As the Esso case highlighted, the business premises test in s 47(2) renders it impossible for 
multiple employers to join together to provide a childcare facility for each employer’s 
employees, despite each employer not having the critical mass to provide such a facility on 
its own. 
 
NALSPA believes that s 47(2) can and should be reformed to: 
 

(a) allow employers of any size and number to join together to provide childcare 
facilities for their respective employees; 

(b) allow such facilities to be based anywhere convenient to the employer group 
providing them; and to 

(c) allow such facilities to be managed and operated by professional third-party ECEC 
providers. 

 
This would enable multiple employers of any size or employee numbers to join together to 
provide professionally-managed childcare facilities for the employees, not just a select few 
large companies. It will allow the exemption to operate as originally intended, and it will 
be more fair and equitable. 

 

[5.4] Recommendation 
 

 The benefit of providing childcare facilities should remain exempt under s 47(2) of 
the FBT Act should be retained, but without the “business premises” requirement 
and its inherent “control” test. This will allow multiple employers of any size or 
employee numbers to join together to provide professionally-managed childcare 
facilities for the benefit of employees, not just a handful of large organisations. 

 

                                                      
67

 Esso Australia Ltd v FCT [1998] FCA 1253, at page 9. 
68

 Esso Australia Ltd v FCT [1998] FCA 1253, at page 9. 
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6. Summary 
 

This submission has addressed several key matters involving the operation and application 
of FBT, and has made several specific recommendations in response to the Discussion 
Paper’s stated desire to seek reforms to Australia’s tax system that will improve and 
enhance simplicity and fairness and help support a modern economy. 
 
The following are NALSPA’s responses to the relevant questions raised by the Discussion 
Paper. 

 
What should our fringe benefits tax system look like and why? (Question 7) 
 
The FBT system is one of the most stable tax systems in the Australian tax environment. It 
strikes the right balance between acting as a disincentive against replacing cash salary or 
wages with non-cash salary and wages and ensuring appropriate types of workplace benefits 
(both remunerative and non-remunerative) are treated fairly and equitably. 
 
Any consideration given to shifting FBT liability back to employees and their income tax 
liability will significantly undermine that balance and involve unnecessary extra layers of 
complexity and compliance costs at the employer level. 
 
To what extent does our FBT system strike the right balance between simplicity and 
fairness? What could be done to improve this? (Question 16) 
 
To a large extent the FBT system strikes the right balance between simplicity and fairness. 
However, NALSPA has identified two specific areas deserving change to reach that balance – 
remote area housing and childcare facilities. 
 
To what extent are the concessions and exemptions in the FBT system appropriate? 
(Question 17) 
 
In NALSPA’s view the concessions and exemptions in the FBT system are appropriate and 
are being utilised in a manner consistent with their intended purpose.69 Areas historically 
identified as outside the intended purpose of the law have been rectified by progressive 
integrity measures. This submission has highlighted the benefits of specific concessions and 
exemptions and several areas where they can be amended in order to further the aims of 
simplicity and fairness, most notably in relation to childcare facilities and remote area 
housing. 
 
Are the current tax arrangements for the NFP sector appropriate? (Question 47) 
 
The current tax arrangements for NFPs are delivering consistent community dividends and 
are fundamental to the vital requirements of NFPs to attract and retain staff and efficiently 
manage their costs.  
 
The FBT concessions available to the NFP sector are flexible enough to allow NFP employers 
to formulate remuneration packages especially suited to their sector, based on an 
employer’s capacity to pay and their access to those concessions. This feature minimises the 
tax revenue cost of the concessions to the Government while maximising the number of 

                                                      
69

 Noting that the Government has decided to place caps on meal entertainment and entertainment facility 
leasing benefits as an integrity measure. 
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employees that can be attracted to the NFP sector. In addition, there is no direct 
administrative or bureaucratic intervention creating risk and uncertainty for the sector 
which might otherwise compromise its autonomy and budget and finance decisions. 
 
The alternative funding mechanisms for NFPs involve either substantial extra cost to 
government or a reduction in remuneration levels for all NFP employees currently utilising 
the FBT concessions, both unpalatable outcomes. 

 
To what extent do the tax arrangements for the NFP sector raise particular concerns about 
competitive advantage compared to the tax arrangements for For-Profit organisations? 
(Question 48) 
 
There is no evidence of widespread issues impacting competitive neutrality between NFPs 
and For-Profits. Any specific or localised concerns were they to be quantified can and should 
be addressed by means other than broad-based changes in tax policy affecting the entire 
sector. 
 
What, if any, administrative arrangements could be simplified that would result in similar 
outcomes, but with reduced compliance costs? (Question 49) 
 
Further to the Government’s recent Budget announcement to place a cap on meal 
entertainment and entertainment facility leasing benefits - nil. The NFP sector’s FBT 
administrative arrangements have matured over time due to certainty in the law and the Tax 
Office’s administrative policies. Outsourcing of salary packaging arrangements is producing 
optimal cost outcomes. 
 
What, if any, changes could be made to the current tax arrangements for the NFP sector 
that would enable the sector to deliver benefits to the Australian community more 
efficiently or effectively? (Question 50) 
 
Nil. The current tax arrangements for the NFP sector provide certainty in funding and 
budgeting for provision of services to the community, and are administered efficiently and 
cost-effectively. 
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1 Summary of survey results 

Introduction 

Systems Knowledge Concepts Pty Ltd, a leading economic analysis consultancy, was engaged to 

conduct a survey of employees in the not-for-profit (NFP) sector.  

The objective of the survey was to learn more about the role that Fringe Benefit Tax (FBT) 

concessions play in supporting NFP organisations and their employees.  

The survey was conducted over a two-week period from 16 November 2012 to 30 November 

2012. 

A total of 3,223 employees from a broad range of NFP organisations across Australia 

completed the survey.  

 

Summary of key questions 

This document provides a summary of responses to questions which are of most relevance to 

understanding the role of FBT concessions in the NFP sector. Accordingly not all questions and 

their responses are re-produced in this summary. 
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Question 1   

 

 

Question 2 
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Question 6   
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Question 8 
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Question 11  

 

 

 

Question 12 
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Question 13 

 

SKC takeout from Q13: more than 95% of employees state that the availability of salary 
packaging is either very or quite important in influencing whether they remain employed in the 

NFP sector  

 

Question 16 

Note: rating scale from 1 to 5 where 1 is the most important 
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Question 17 

 

SKC takeout from Q17: more than 80% of employees believe that FBT concessions are likely to 
become more important to them in future  

 

Question 18 
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Question 20 

 

SKC takeout from Q20: only 11.3% of employees have stated that they definitely would continue 
to work in the sector if FBT concessions were discontinued with no compensating changes 

  

Question 22 

 

 

 



 

Commercial in confidence © Systems Knowledge Concepts Pty Ltd 2012    11 

  

Question 23 
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Question 25 
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Question 27 
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2 Summary of survey results 

Introduction 

Systems Knowledge Concepts Pty Ltd, a leading economic analysis consultancy, was engaged to 

conduct a survey of employers in the not-for-profit (NFP) sector.  

The objective of the survey was to learn more about the role that Fringe Benefit Tax (FBT) 

concessions play in supporting NFP organisations and their employees. 

The survey was conducted over a ten day period from the 20th of November to the 30th of 

November 2012. 

A total of 102 employers across the NFP sector completed the survey.  

 

Summary of key questions 

This document provides a summary of responses to questions which are of most relevance to 

understanding the role of FBT concessions in the NFP sector. Accordingly not all questions and 

their responses are re-produced in this summary. 

Verbatim answers to questions 14 and 15 have not been included in this document so to 

ensure that individual organisations cannot be identified from the content of the responses 

received.  
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Question 1  

 

 
 

Question 2 

Approximately how many people are employed in your organisation (on any 

basis: full-time, part-time or casual)? 

99 organisations answered the question.  The average number of employees per 

organisation was 610 representing a total of 60,411 employees. 

 

Question 5 

Approximately what percentage of your employees make use of salary packaging 

arrangements courtesy of FBT concessions? 

99 organisations answered the question. The average response was that 58.39% of 

employees make use of salary packaging arrangements. 
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Question 6 

 

 

 

Question 7  

 

SKC takeout from Q7: for 91% of employers, the effort to administer FBT concessions is either 
acceptable or minimal 
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Question 8 

 

SKC takeout from Q8: for more than 90% of employers, the effort associated with setting up salary 
packaging arrangements for a new employee is either acceptable or simple/very little effort  

 

Question 9  

 

SKC takeout from Q9: more than 85% of employers state that salary packaging is either important 
or critical in the attraction and retention of employees  
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Question 10 

 

SKC takeout from Q10: nearly 30% of employers believe they would lose at least 30% of their staff 
if the current FBT concessions were materially reduced without offsetting compensation  

 

Question 11 
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Question 12 

 

SKC takeout from Q12: more than 80% of employers state it is becoming more difficult than it has 
been to attract and retain staff  

 

Question 13 

 

SKC takeout from Q13: around 79% of employers believe that a grant type funding system as an 
alternative to the FBT concessions would be detrimental to their organisation  
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1 Modelling FBT concessions 

1.1 Introduction 

In late 2012, the McMillan Shakespeare Group commissioned PwC to model the potential impact of a scenario 

where changes to the fringe benefit tax (FBT) concessions for two groups of employees in the not-for-profit 

sector, namely Public Benevolent Institutions (PBIs) and public and not-for-profit (NFP) hospitals and 

public ambulance services were to take place. A key objective of the modelling was to inform McMillan 

Shakespeare’s written submission in response to the Government’s Not-For-Profit Sector Tax Concession 

Working Group (TCWG) discussion paper.  

The initial 2012 TCWG discussion paper outlined three central policy options for consideration, each scenario 

contemplating the feasibility or otherwise of an alternate system of funding. Although these specific policy 

options have not been raised in the Re:think Tax Discussion Paper, the following (at question 17) is posed: ‘to 

what extent are the concessions and exemptions in the fringe benefits tax system appropriate?’  

In analysing this question in the Discussion Paper, consideration must be given to: 

 the intent behind and justification for the existing FBT concessions; and  

 on the basis that support is justified, and should a case for change be made, what would be the likely 

alternate system of funding, including most notably the associated additional funding cost to 

Government or financial impact to employees. 

Accordingly, in May 2015, PwC were commissioned by the National Automotive Leasing and Salary Packaging 

Association (NALSPA) to update the previous analysis for the TCWG discussion paper with the latest 

available data set for consideration as part of NALSPA’s written submission in response to the Government’s 

Re:think Tax Discussion Paper. We note that McMillan Shakespeare is a founding member of NALSPA.  

Funding under the current FBT system is provided only when an employer provides fringe benefits to an 

employee. This may occur as a result of a salary sacrifice arrangement. In the absence of these incidents, the 

FBT concession is unutilised. Refer to Table 2 for estimates of existing utilisation rates. 

Under potential alternate funding systems outlined in the TCWG discussion paper, it is likely that support 

would need to be provided to all of the employee population, for example, in the case of a tax-free allowance to 

replace the FBT concession. 

This gives rise to two questions: 

1. Is there an additional overall funding cost to Government associated with such a change? 

2. If an additional funding cost is not a viable outcome to Government, what would the reduction in the 

concession per individual be if the overall funding cost to Government remained capped at the value 

(tax expenditure) of the current FBT concession? 

In considering these questions, our approach was to develop a baseline model to measure the current 

utilisation and concession amounts. This was used as the foundation to develop two scenarios that would 

inform a response to the question above. In the two scenarios modelled, both expand current utilisations rates 

to 100 per cent, while: 

a. applying current average concessions rates across income levels to measure the potential cost to 
government if only participation rates increased under the current arrangements; and 

b. maintaining the costs to government at the current total concession amount to measure the 
impact to employees. 
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1.1.1 Assumptions, limitations and validity 
The assumptions are based on data from official sources (detailed in Section 3.2) and the application of 
taxation rates for 2013-14. 

The impact of changes to FBT concessions is estimated for the two largest groups in the NFP sector and the 
value of the concessions and employment numbers are based on the data from both the 2012-13 ATO taxation 
statistics and Treasury’s Tax Expenditures Statement 2014 (see Table 1), assuming foregone revenue takes 
into account both the FBT revenues and replacement income tax revenues. 

 

Table 1: Largest two FBT concessions for the NFP sector 

Concession Limitations Estimated value in 2013-14 

Estimated number of 

employees in relevant 

sector* 

Exemption for public 
benevolent institutions (other 
than public and NFP hospitals)  

$30,000 of grossed-up taxable 
value per employee (meal 
entertainment and 
entertainment facility leasing is 
uncapped)  

$1.27 billion 532,945 

Exemption for public and NFP 
hospitals and public ambulance 
services  

$17,000 of grossed-up taxable 
value per employee (meal 
entertainment and 
entertainment facility leasing is 
uncapped)  

$1.30 billion 551,085 

*Employment figures using estimates from the 2012-13 Taxation Statistics. 
Source: 2012-13 ATO Taxation Statistics and Treasury Tax Expenditures Statement 2014 
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2 Executive Summary 

Our modelling of the NFP FBT concessions concludes the following: 

1. Public Benevolent Institutions 

In the scenario that increases participation to 100 per cent, whilst maintaining the current average 

concession value per employee, the results show that the additional cost to government for the FBT 

concession is estimated at $1.22 billion per annum. 

However, where participation was increased to 100 per cent, but the current total value of concessions 

at the 2013-14 level was maintained, the average concession value is reduced from a current average 

of $6,151 to an average of $2,383 per employee (61.3%). 

2. Public and NFP Hospitals and Public Ambulance Services 

In the scenario that increases participation to 100 per cent, whilst maintaining the current average 

concession value per employee, the results show that the additional cost to government for the FBT 

concession is estimated at $0.94 billion per annum. 

However, where participation was increased to 100 per cent, but the current total value of concessions 

at the 2013-14 level was maintained, the average concession value is reduced from an average of 

$4,421 to an average of $2,359 per employee (46.6%). 

In total, this represents an additional cost to government of $2.16 billion per annum, or an annual 
reduction in average concession value per employee of more than 50%. 

A summary of the key results from the impact assessment is presented in Table 2. 

Table 2: Summary results, 2013-14 

 PBIs Hospitals 

 Baseline Scenario 1 Scenario 2 Baseline Scenario 1 Scenario 2 

Total Employment, 
no. 

532,945 532,945 532,945 551,085 551,085 551,085 

Employees with 
reportable fringe 
benefits, no. 

206,470 532,945 532,945 294,045 551,085 551,085 

 
Utilisation, % 
 

38.7% 100.0% 100.0% 53.4% 100.0% 100.0% 

Total estimated 
value, $bn 

$1.27 $2.49 $1.27 $1.30 $2.24 $1.30 

 
Cap, $ 
 

$30,000 $30,000 $30,000 $17,000 $17,000 $17,000 

Average estimated 
value (per 
employee), $ 

$6,151 $4,681 $2,383 $4,421 $4,066 $2,359 

Average estimated 
value (per 
employee), % 

44.1% 33.6% 17.1% 55.9% 51.4% 29.8% 

Source: Treasury, ATO and PwC estimates  
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3 Approach 

3.1 Methodology of Modelling FBT Concessions 
PwC’s initial approach to modelling FBT concessions consisted of four stages (Figure 1), and is outlined below. 

Figure 1 Our Proposed Approach  

 
1. Literature review: A review of literature was conducted to provide a basis for the structure of the 

modelling. A data audit was also undertaken to supply reliable inputs to the modelling, including 
assumptions, parameters and data. This stage allowed the inputs to be evidence-based and transparent.  

2. Model construction and development: The model was constructed to calculate a baseline that replicated 
the current cost of FBT concessions and the current utilisation rates, and developed to calculate the 
impact of hypothetically expanding current utilisations rates to 100 per cent, while  

a. applying current average concession values across income levels to measure the potential cost to 
government if only participation rates increased under the current arrangements; and 

b. maintaining the costs to government at the current total concession values to measure the impact 
to employees. 

3. Model simulation and analysis: The model generated detailed estimates of the impacts of additional costs 
to government and changes in benefits to employees for each NFP group by individual income level. 

4. Reporting: The approach and methodology to calculating the baseline estimates and an analysis of each 
scenario is presented in this short technical report. 

3.2 Data sources  

Table 3 provides a list of the main data sources used to inform the PwC modelling and reporting. 
 
Table 3: Data sources 

Data source Provider Detail Dates 

Not-for-Profit Sector 
Concession Working Group 
discussion paper 

The Treasury 

Provided initial estimates of 
FBT concessions and 
employment in each relevant 
sector from TCWG discussion 
paper in 2012 

- 

Taxation Statistics  ATO 

Charities and deductible gifts: 
Employees of tax concession 
charities, by type and 
remuneration 

2008-09 and 2012-13 

Tax Expenditures Statement 
(TES) 

The Treasury 

Annual TES provides a 
description of Government tax 
expenditures (including value 
or order of magnitude) 

2010-11 to 2017-18 

Note: foregone revenue estimates are assumed to consider both the FBT revenue and replacement income tax revenue 

Step 1 

• Literature Review 

Step 2 

• Model 
Construction and 
development 

Step 3 

• Model simulation 
and analysis 

Step 4 

• Reporting 
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4 Analysis of FBT concessions 

4.1 Calculating the baseline 
The baseline is designed to replicate the current cost of FBT concessions and provide a base to estimate the 
impact of hypothetical changes to FBT concessions. The baseline was constructed by pegging the total 
concession values to the Treasury estimates for 2013-14 and disaggregating the total by income level based on 
detail from the latest available ATO data and tax rates for 2012-13. 

The modelling provided detailed baseline data by income level on the: 

 proportion of FBT concessions 

 total concession values 

 total employees 

 employees with reportable fringe benefits 

 average reportable fringe benefits 

 average concession values 

 proportion of the cap amounts. 

For each of the variables above, the baseline data was also further split between fringe benefit amounts below 
and above the caps, which are $17,000 for hospitals and $30,000 for PBIs. 

4.2 Estimating scenario 1 
Scenario 1 estimates the total cost to government if employee participation in FBT concessions were to 
increase to 100 per cent. This provides an estimate of the maximum funding required by Government in 
accommodating for the entire sector, but at current average values per employee by income level.  

This is modelled in a three step approach. Step 1 uses the model output for all employees (above and below the 
cap) that are currently utilising FBT concessions. Step 2 involves applying the same average FBT concession 
values per person by income level and applies this to remaining workforce. Step 3 totals these two groups 
together by income level. 

This scenario provides insights into the additional cost associated with increasing participation rates from 
current levels to 100 per cent. 

4.3 Estimating scenario 2 
Scenario 2 models the impact to employees of maintaining the current cost to government while increasing 
participation to 100 per cent. The net effect of this scenario is an averaging of the total concession value 
equally across every income level for every employee.  

This is also modelled in a similar three step approach. Step 1 applies the new average concession value to each 
of the income levels for those employees currently receiving FBT concessions. Step 2 involves applying the 
same average FBT concession value per person by income level to the remaining workforce. Step 3 totals these 
two groups together by income level, where the average FBT concession value is constant across all income 
levels. 

This would involve a scenario whereby the current FBT exemption system is hypothetically replaced with an 
alternate system, such as a tax offset system providing benefits directly to the employee. Using such a 
mechanism to redistribute the concessions, it is assumed that there will be full participation across the sector. 
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4.4 Public Benevolent Institutions (PBIs) 

Baseline 

It is estimated that for PBIs, the majority of total reportable fringe benefits are received by those in the 
$30,001 to $40,000, $40,001 to $50,000 and $50,001 to $60,000 income brackets (reflective of employee 
numbers, utilisation rates and average concession amounts by income level). The participation rate of 
employees claiming FBT concessions steadily increases at a declining rate as their level of income increases. 
That is, while high income earners are more likely to participate and at higher average concession values, most 
of the total concession value sits with the lower income levels. 

Figure 2 shows the distribution of the total concession value for PBIs ($1.27 billion in 2013-14) and the 
participation of employees, both by income level. 

Figure 2: Distribution of Concessions and FBT Participation, PBIs: 2013-14 (%) 

 
Source: Treasury, ATO and PwC estimates 

 

Scenario 1 

This scenario increases participation to 100 per cent, while maintain current average concession values by 
income level. The results show that the cost to government for the FBT concession is estimated at $2.49 billion 
for PBIs (comprising $1.27 billion for current participants and $1.22 billion for the new participants). Due to 
the composition of the workforce and current utilisation rates, the majority of the concession value falls with 
the lower income levels (Figure 3). 
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Figure 3: Distribution of Concessions, PBIs: 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

Scenario 2 

Scenario 2 also increases participation to 100 per cent, but maintains the current total value of concessions at 
the 2013-14 level. An average concession value is estimated per employee is applied equally to each employee 
across the PBI sector. This results in a redistribution away from current average concession rates by income 
level to an average of $2,383 per employee (being a 61.3% reduction) (Figure 4). 

Figure 4: Average concession amounts, PBIs, 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

 

The redistribution sees those who were not previously receiving any benefit now receiving a concession value 
of $2,383 per employee. It also results in a reduction of average concession value by income level for the 
majority of employees in the sector that are currently receiving FBT concessions (Figure 5). 
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Figure 5: Concessions of current participants, PBIs, 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

Due to the higher number of employees in the lower income brackets, the concession values in total are 
distributed in larger amounts at the lower end of income levels (Figure 6).  

Figure 6: Distribution of concessions for Scenario 2, PBIs, 2013-14 (%) 

 
Source: Treasury, ATO and PwC estimates 

 

4.5 Public and NFP hospitals and public ambulance 
services (hospitals) 

Baseline 
It is estimated that for hospitals, the majority of total reportable fringe benefits are received by those in the 
$40,001 to $50,000, $50,001 to $60,000, $60,001 to $70,000 and $70,001 to $80,000 income brackets 
(again reflective of employee numbers, utilisation rates and average concession values by income level). The 
participation rate of employees claiming FBT concessions steadily increases at a declining rate as their level of 
income increases, but does not reach the same rates as for PBIs.  
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Figure 7 shows the distribution of the total concession value for hospitals ($1.30 billion in 2013-14) and the 
participation of employees, both by income level. 

Figure 7: Distribution of Concessions and FBT Participation, Hospitals: 2013-14 (%) 

 
Source: Treasury, ATO and PwC estimates 
 

Scenario 1 
This hypothetical scenario increases participation to 100 per cent for the sector, while maintaining the current 
average concession value by income level. The results show that the cost to government for the FBT concession 
is estimated at $2.24 billion for hospitals (comprising $1.30 billion for current participants and $0.94 billion 
for the new participants). Due to the composition of the workforce and current utilisation rates, the majority 
of the concession value falls with the lower income levels (Figure 8). 

Figure 8: Distribution of Concessions, Hospitals: 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 
 

Scenario 2 
Scenario 2 also increases participation to 100 per cent, but maintains the current total value of concessions at 
the 2013-14 level for hospitals. An average concession value is estimated per employee and is applied equally 
to each employee across the hospital sector. This results in a redistribution away from current average 
concession rates by income level to an average of $2,359 per employee (being a 46.6% reduction) (Figure 9). 
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Figure 9: Average concession amounts, Hospitals, 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

The redistribution in the hospital sector sees those not previously receiving any benefit now receiving a 
concession of $2,359 per employee. It also results in a reduction of average concession value by income level 
for the majority of employees in the sector that are currently receiving FBT concessions (Figure 10). 

Figure 10: Concessions of current participants, Hospitals, 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

Again, the higher number of employees in the lower income brackets results in the total concession value 
being distributed in larger amounts at lower income levels (Figure 11). Consequently, the distribution of 
concessions value generally decreases as the level of income increases. 
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Figure 11: Distribution of concessions for Scenario 2, Hospitals, 2013-14 ($) 

 
Source: Treasury, ATO and PwC estimates 

 

 

0.0% 

3.0% 

6.0% 

9.0% 

12.0% 

15.0% 

Proportion of Govt Concession 



 pwc.com.au 

© 2015 PricewaterhouseCoopers. All rights reserved. 
PwC refers to the Australian member firm, and may sometimes refer to the PwC network. 
Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details. 
 
Liability limited by a scheme approved under Professional Standards Legislation 

 

 



 

 

 
 
 
 
 
 
 

Appendix C 
 
NALSPA summary of Modelling the Economic 
Contribution of the Statutory Formula Method, 
PricewaterhouseCoopers Report, November 2014 

 
 
 
 
 
 



1 

 

 

 

Modelling the Economic Contribution of the Statutory 

Formula Method – PwC Report, November 2014 

Executive Summary 
 
Following the 16 July 2013 announcement of the previous Federal Government that the Statutory 
Formula Method of valuing car fringe benefits (the SFM) would be removed, and the subsequent 
decision of the current Government to retain the SFM, the National Automotive Leasing and Salary 
Packaging Association (NALSPA) formed a view that there was insufficient understanding of the 
wider macro-economic relevance of the current SFM policy setting.   
 
In response NALSPA commissioned PricewaterhouseCoopers (PwC) to conduct economic analysis to 
better understand the wider economic contribution of the SFM by analysing the financial and 
economic impacts of a theoretical change to the current SFM policy (i.e. moving away from the SFM 
to the Operating Cost Method).  This document provides a summary of the key findings from the 
analysis by PwC, as modelled over the forward estimates period, which are: 
 

1. Transitioning away from the SFM would cause a gross negative fall in Commonwealth, State 
and Territory tax revenue of approximately $2.4 billion, eclipsing the Federal Treasury’s 
direct fiscal savings prediction in 2013 of $1.8 billion. 

 
2. Real GDP would fall by $1.8 billion and nominal GDP by $4.4 billion. 

 
3. The loss of the SFM would result in approximately 185,000 lost new car sales over the next 

four years. 
 

4. An inability to access the SFM would cost the NFP sector approximately $194 million in 
additional administration costs alone, not including the increased FBT liabilities for benefit 
vehicles. 

 
5. Up to 6,325 jobs would be lost, mostly in the automotive (e.g. maintenance, spare parts, 

wholesale and retail, finance) and NFP sectors. 
 

6. Australian businesses would incur additional compliance costs of around $335 million if 
forced to use the Operating Cost (log-book) method to track and report car benefits. 
 

7. The average age of cars on Australian roads would increase, with a flow-on adverse effect on 
road safety, public healthcare and the environment, including a increase of 183,292 tonnes 
in carbon emissions. 
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The report also noted that the automotive industry has been one of Australia’s key industries and an 

important source of employment and economic activity. PwC notes that there were 233,000 people 

employed in the repair, maintenance and retailing of motor vehicles and parts in 2013 and that this 

workforce is not significantly influenced by the extent of automotive manufacturing in Australia. It 

estimates that in 2012 just over 300,000 persons were employed in the wider automotive sector, 

with just over 50,000 people being employed directly in automotive manufacturing.  

The report concluded that: “In summary, PwC’s direct impact analysis and economy-wide 

modelling demonstrates that the removal of the SFM would have a net negative impact on the 

economy and taxation revenue. As such, the current policy commitment to retain the SFM in its 

existing form would likely benefit the community as a whole.” 

Each of the key findings and the PwC analysis that underpins the above statement is presented in 
more detail in the remainder of this document as follows. 

Economic Modelling: Overview 
 
PwC’s analysis explored the impact of removing the SFM through a robust and rigorous modelling 
process that was underpinned by publicly available data, supplemented through NALSPA/sector 
data, and included an evidence-based approach to assumptions. Specifically, PwC analysed the 
direct and indirect impacts of a theoretical removal of the SFM for vehicle fringe benefits on 
government revenue, the entire automotive industry, the Not-For-Profit (NFP) sector, the private 
sector, the broader Australian economy, and through modelling particular segments of the 
economy. 
 
PwC modelled two main scenarios to assess the total impact of a theoretical repeal of the SFM: 
 

 A base case scenario – Under this scenario the Australian economy was assumed to grow at 
trend (based on Treasury’s macroeconomic forecasts over its forward estimates period – 
that is, over the 4 year period to 2016-17) and the SFM was assumed to remain in place. This 
modelling was conducted by PwC using its Monash Multi Regional Forecasting Model, which 
is a computable general equilibrium (CGE) model of the Australian economy initially 
developed by Monash University and updated by PwC. 

 

 Three FBT policy scenarios – The impact of theoretically repealing the SFM on motor vehicle 
sales was modelled against the base case in order to assess the economy-wide impacts. In 
order to accommodate behavioural response uncertainties, an indicative broad range 
involving three different impact scenarios was analysed: a Low Sales Loss Scenario, a Likely 
Sales Loss Scenario, and a High Sales Loss Scenario. 

 
As stated by PwC, the CGE model it applied is used by the Australian Government, the Productivity 
Commission and the Federal Treasury to quantify the second round impacts of policy changes.  The 
Likely Scenario represented PwC’s best estimate based on econometric analysis and industry 
expertise. The Low and High Scenarios provided a sensitivity analysis around the Likely Scenario. 
 
NALSPA also commissioned the following research to better inform the PwC analysis: 
 

 Sweeney Research was tasked to conduct a comprehensive survey on the current use of the 
OCM by organisations and the additional costs and compliance complexities associated with 
keeping a logbook. 

 



3 

 

 

 Environmental consultants SLR Consulting were tasked to estimate the increase in carbon 
emissions resulting from less new motor vehicles being on Australian roads as a result of a 
repeal of the SFM. 

Key Findings:  Economy-wide modelling results 
 

Treasury’s estimate of $1.8 billion in revenue gain “only examined the first round effects. It did not 
take into account the compliance costs associated with logbook operation, reduced new motor 
vehicle sales and economic activity, reduced benefits, and increased prices from changing [from the 
SFM to the OCM].” PwC Report, 2014 

 
After modelling the impact each of these other effects from removing the SFM PwC found the 

following:  

Total macroeconomic impacts ($ million) 

 2013-14 2014-15 2015-16 2016-17 TOTAL 

8. Likely sales loss scenario 

Total tax revenue ($m) -127 -518 -791 -953 -2,389 

Net tax revenue ($m) -52 -187 -174 -181 -594 

Real GDP ($m) -126 -581 -556 -587 -1,850 

Nominal GDP ($m) -729 -1,039 -1,213 -1,414 -4,395 

Employment (persons) -1,503 -8,288 -6,705 -6,325 -6,325 

CPI (%) 0.040 0.000 0.001 0.001 0.042 

Source: PwC estimates based on the PwC’s MMRF Model and NALSPA data. PwC Report, Table 21. 

 

Note:  To estimate economy-wide impacts PwC developed a base case Australian economy to 
2016-17 to illustrate and analyse the effects of maintaining the SFM. The hypothesised 
removal of the SFM was then evaluated against this base case, with deviations being 
interpreted as economic impacts of the removal of the SFM. For this purpose, PwC used its 
CGE model based on the Monash Multi Regional Forecasting Model. 

 
PwC reported that its modelling determined the following macroeconomic impacts of repealing the 
SFM: 
 

 Over the forward estimates period, total Commonwealth and State/Territory tax revenue 
(income tax, GST, and payroll tax) would fall by $2.4 million under the Likely Scenario. After 
taking into account Treasury’s estimate of $1.8 million in FBT savings, this amounts to a net 
negative impact of $594 million by 2016-17. 

 

 Real GDP would decrease by $1.8 billion relative to the base case, by the end of 2016-17. 
Nominal GDP would be lower by $4.4 billion under the Likely Scenario by the end of 2016-
17. 

 

 Approximately 6,325 jobs would be lost across the four years to 2016-17. These would 
predominantly be in the broader automotive industry (motor vehicle parts, retailers, 
wholesalers and business services, including finance).  
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The PwC report noted that outside of local vehicle manufacturing in Australia, a significant network 
of dealers, suppliers and aftermarket providers exist to support the sale, marketing and distribution 
of new vehicles (including the fleet leasing, salary packaging sector and multiple financiers). 
Specifically, PwC stated, “A decrease in new motor vehicle sales due to a removal of the SFM would 
impact upon jobs and the sustainability of a number of these support providers with negative 
consequences for the automotive industry and its upstream and downstream value chain”. 
 
NALSPA estimates that less than 1 in 10 of all motor vehicles purchased/operated via the assistance 

of the SFM are manufactured in Australia.  

Key Findings:  Direct impact on new motor vehicle sales 
 

“The current SFM arrangements provide a fiscal stimulus that directly impact aggregate demand 
in the economy. The design of the current policy specifically induces consumption of new motor 
vehicles. The purchase is wrapped through salary sacrificing arrangements that makes it easier 
on the consumer to purchase through regular payments under novated lease arrangements over 
a period of time. If the subsidy is unavailable, consumers wouldn't be likely to substitute that 
purchase with an alternative purchase elsewhere in the economy.” PwC Report 2014 

 

According to PwC, the most important “first round” impact which can be directly attributable to the 
removal of the SFM is lost new motor vehicle sales: 

 
Annual new motor vehicle sales impact to the economy, by number 

  2013-14 2014-15 2015-16 2016-17 TOTAL 

Low sales loss scenario -41,525 -41,567 -41,733 -41,921 -166,745 

Likely sales loss scenario -45,857 -45,903 -46,086 -46,294 -184,139 

High sales loss scenario -50,188 -50,239 -50,440 -50,667 -201,533 

Source: PwC Report, Table 4 

 

PwC estimated that, under the Likely Scenario, 184,139 new vehicle sales would not occur over a 
four year period if the SFM was removed. According to PwC, this would reduce new motor vehicle 

sales revenue by $5.7 billion. 
 
PwC’s Report noted that in 2009, Access Economics and Lateral Economics assessed the loss of sales 

due to the removal of the SFM as 6.4%, as per below. 
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Employee 
contribution post 
tax: Total sales 

-12.2% -8.4% -4.1% -11% -2.8% -6.9% -2.7% -6.4% 

No Employee 
contribution post 
tax: Total sales 

-9.4% -5.4% -3.6% -9.4% -2.3% -6.7% -2.2% -5.2% 

Source: McMillan Shakespeare Limited, Submission to the Review of “Australia’s Future Tax System” (Henry Review), March 
2009, PwC Report, Table 12. 
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PwC also noted that seasonally adjusted ABS data showed a marked decline in new car sales from 
July to September 2013 coinciding with the previous Government’s announcement on 16 July 2013 
of its intention to repeal the SFM. “Annualising the three month impact (estimated at over 21,000 

lost vehicle sales) ... suggests a possible upper band impact of over 85,000 lost vehicle sales.” 
 

Impact of policy announcement on new car sales (2013) 

 

 
Source: ABS Cat No. 9314.0, PwC estimates based on its Australian Fleet Model and NALSPA data, PwC Report, Figure 7. 

Key Findings:  The facts about drivers of SFM vehicles 
 
Based on comprehensive NALSPA member data, PwC found that it was a “common misperception 
that SFM vehicles are the domain of high income earners with high value automobiles”. Instead, PwC 
calculated that: 
 

 Two-thirds of NALPSA members earn less than $100,000. 

 Only 6% of NALSPA vehicles are subject to the Luxury Car Tax. 

 The average purchase price of a SFM vehicle was $36,511,  

 The average age of the industry’s motor vehicle fleet was only 3.1 years. 

 In 2013-14, 25% of vehicles using the SFM were tool-of-trade vehicles. 

Key Findings: The age of the Australian car fleet 
 

The average cost price of an SFM vehicle is $36,511. The average age is 3.1 years, compared to the 
national average of 10.0 years. PwC Report, 2014 

 
PwC’s Report noted that “salary packaging of motor vehicle benefits over time has led to a greater 
proportion of newer vehicles on Australian roads than would otherwise have been the case. New 
motor vehicle sales purchased through salary packaging have strong downstream positive impacts 
for the wider automotive vehicle supply chain and the environment through more fuel-efficient 
motor vehicles.” 
 

PwC’s calculation of the average age of a SFM vehicle of 3.1 years compares to the 
average age of the total Australian fleet of 10.0 years in 2013, down from its peak of 10.7 
years in 1997. As such, PwC estimated that under the Likely Scenario – where an average of 46,000 
new motor vehicle sales would be lost per year across the forecast period (2013-14 to 2016-17) – 
the impact would be as follows: 
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 The average age of the total Australian fleet would be 0.1 years older by the end of the 
forecast period. 

 The total increase in serious motor vehicle injuries over the four years to 2017 would over 
360 persons, with a productivity cost of $74 million over four years. 

 According to SLR Consulting, the resulting increase in carbon emissions due to lost vehicle 
sales (and thus older vehicles remaining in use) would be 183,292 t CO2 over the forward 
estimates period. 

Key Findings: The impact on the NFP sector 
 
PwC’s Report notes that, based on data provided by NALSPA: 
 

 The NFP/public healthcare sector accounts for 15.6% of salary sacrificed vehicles 

(approximately 55,000 employees) 

 The average purchase price of a vehicle within the NFP/public healthcare sector is $32,601. 

 Without any ECM (Employee Contribution Method), the average FBT payable per NFP 
employee under the SFM is $6,375 compared to $12,886 under the OCM. 

 
Based on that data, information sourced from the ATO’s 2010-11 Taxation Statistics, and data from 
the ABS (including the average wage of NFP employees - $71,051), PwC modelled the impacts on the 
NFP sector of repealing the SFM, under the Likely Scenario, as being as follows: 
 

 The average annual impact per employee would be approximately $3,091 lost after taking 
into account employee contributions to reduce FBT to zero. 

 For each employee entitlement vehicle, NFP employers will face an average annual increase 

in FBT liability of $4,095. For each tool-of-trade vehicle, the extra FBT is $1,679. 

 Across the sector, NFP employers will face an additional $50.9 million in compliance costs 
over the forward estimates period. 

 The total direct impact for the NFP sector (including compliance costs) over the forward 

estimates period is $244.8 million. 

Key Findings: Costs of compliance  
 

The “requirement to maintain logbooks as a consequence of the removal of the SFM will mean 
significantly higher compliance costs for businesses and organisations across Australia, including 
government, private and not-for-profit organisations. It is also likely the ATO will face challenges in 
monitoring, capturing and verifying this information given its breadth and complexity.” PwC report 

 
The organisations using the OCM which participated in the survey conducted by Sweeney Research, 
included charities, health and welfare providers, government and private sector companies. They 
operated a combined fleet of more than 14,000 benefit and tool-of-trade vehicles.  
 
Of those participants in the Sweeney Research survey, PwC reported that to comply with logbook 
requirements, 81.92% of employers use a traditional paper-based logbook system, 15.05% use an 
electronic web-based system, and only 3.02% use a GPS system. 
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Based on the survey results, PwC estimated indicative compliance costs associated with motor 
vehicles moving from the SFM to the OCM to total $335 million under the Likely Scenario over the 
forward estimates period. 

Conclusion 
 
PwC concluded its report by making several key observations: 
 

 The current SFM arrangements provide a fiscal stimulus that directly impacts aggregate 
demand in the economy. The design of the current policy specifically induces consumption 
of new motor vehicles. 

 

 Between 167,000 to 200,000 new motor vehicle sales will not occur if the SFM is removed, 
over a four-year period to 2016-17. This will reduce motor vehicle sales revenue on the 
range between $5.2 billion and $6.3 billion, with a direct negative impact on the economy in 
the range between $622 million and $752 million. 

 

 The direct impact upon the Australian economy of removing the SFM is within the range of 
$1 billion to $1.14 billion for the low to high scenarios, driven by a significant fall in activity 
in the automotive industry and to a lesser extent in the NFP sector. 

 

 The removal of the SFM would have a gross negative impact on total taxation revenue of 
approximately $2.4 billion in the likely sales loss scenario. After accounting for Federal 
Treasury’s direct fiscal savings prediction in 2013 of $1.8 billion, this would amount to a net 
negative taxation impact of $594 million by 2016-17. 

 
“In summary, PwC’s direct impact analysis and economy-wide modelling demonstrates that the 
removal of the SFM would have a net negative impact on the economy and taxation revenue. As 
such, the current policy commitment to retain the SFM in its existing form would likely benefit the 
community as a whole.” (PwC Report) 
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