GST Briefing

GST and Small Business FBT

John Howard continues to claim that he is a pro-small business and to promise a simplified paperwork burden.

He has been careful not to talk about the effects of his GST on Fringe Benefits Tax (FBT) paperwork.

Small business proprietors know that although the published FBT rate is 48.5%, it is the ‘gross-up’ rate of 94.17% which they are required to apply to the taxable value of fringe benefits provided.

Tucked away at page 91 of Mr Howard’s Tax Plan is the sentence 

“where goods and services are provided to employees as fringe benefits, the GST credit will be allowed, but Fringe Benefits Tax will be adjusted so that there will be no advantage for the employer in providing benefits rather than providing salary.”

Page 50 clarifies that Mr Howard proposes to implement this by increasing the FBT gross-up rate:

“the FBT gross-up rate will be changed to ensure neutrality of treatment between fringe benefits and cash salary following the introduction of the GST.  The new gross-up rate will take effect from July 2000.”

To recover 10% GST on fringe benefits, the FBT gross-up rate would need  to increase from the present 94.17% to 113.59%.

But that isn’t the whole story.

· Some fringe benefits consist of goods or services which Mr Howard proposes will be GST free (e.g. overseas air travel for spouse) or input-taxed (e.g. housing and low interest loans).  To implement the principle stated at p.90 Mr Howard would need to specify a different FBT gross-up rate for these items;

· Mr Howard would also need a mechanism for recovering GST from Goods and Services currently exempt from GST (e.g. employee car parking, late night taxis home, etc);

· Mr Howard would also need a mechanism for handling reasonable per diem travel allowances.  Does he propose that GST input credits be denied in respect of the expenditure of such monies?  What paperwork requirements does he intend to impose if not?

In 1996 John Howard loudly promised Australia’s small businesses he would dramatically reduce the ‘red-tape’ associated with FBT compliance.  In 1998 he is (less loudly) promising to dramatically increase the complexity of Australia’s FBT system.

