Fact sheet for employers Business

Changes to car fringe
benefit rules

Qutlines the changes announced in the 2011 Budget to the statutory formula
method for calculating car fringe benefits

It you make a car you own or lease available for the private use HOW THE OLD STATUTORY FORMULA
of your employee or their associate, you may be providing car METHOD WORKS
fringe benefits. There are two methods available for valuing car Under the old statutory formula method, the taxable value of

fringe benefits: car fringe benefits is based on the cost of the car multiplied by
m operating cost method the refevant statutory percentage. The percsntage depends
& statutory formula method. on the number of kilometres the car has travelled, taking into

consideration the number of days in the year that you provided

Changes were announced in the 2011 Budget which are now car fringe benefits.

law. Under these changes, the progressive statutory rates have :
~ been replaced with a single statutory rate of 20%, which applies  Where the last commitment in relation to a car has been entered
- regardless of kilometres travelled. into before 7.30pm AEST on 10 May 2011 the old statutory

rates will continue to appl ined i .
No changes have been made to the operating cost I inue 1o apply, as outiined in table 1

(or 'log book’} method. You can still use the operating cost However, If a pre-sxisting commitment is alterad, it may
method so that the taxable value of your car fringe benefits be considered a new commitment that is subject to the
will exclude any costs relating to the business use of the car. new arrangements.
OVERVIEW OF WHEN THE CHANGES APPLY TABLE 1
The following table provides an overview of when the changes
will apply. Total kilometres travelled during Old statutory
the FBT year (1 April - 31 March) rate
I... Then... Less than 15,000 0.26
The car fringe benefit is provided The old statutory
before 7.30pm Ausiralian Eastern formula rules 15,000 to 24,999 0.20
Standard Time (AEST) on 10 May 2011 apply 25,000 to 40,000 0.11
The car fringe benefit is provided after  The old statutory Ovar 40,000 0.07
7.30pm AEST on 10 May 2011, and formula rules

& it can be proven that the last commitment  apply
Is a pre-existing commitment HOW THE NEW STATUTORY FORMULA

The car fringe benefit is provided after  The new METHOD WORKS '
7.30pm AEST on 10 May 2011, and statutory formula The new flat statutory rate of 20% applies regardless of the

@ there is no pre-existing commitment rules apply distance travelled.

The new flat rate applies to all car fringe benefits after 7.30pm

m Car fringe benefits are provided The old statutory | AEST on 10 May 2011, except where there is a ‘pre-existing
before and after 7.30pm AEST on formula rules , i ' o )
10 May 201 1 apply Lntil the commitment’ in place to provide a car.
m there is a pre-existing commitment, end of the All pre-exisiing commitments will remain under the old
and current FBT year | statutory rates unless there is a change thai would amount
@ there is a change to the pre-existing The new 1o a "new commiiment’.
commitment after 7.30pm AEST statutory formula
on 10 May 2011 that results in a rules apply from
new commitment the start of the *

next FBT year £IWW.  Australian Government
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CHANGES TO CAR FRINGE BENEFIT-RULES

The general intent of the rules is to leave employers/
employees who have pre-existing commitments under
the old arrangements.

0 Emplovers and employees who seek to end existing
contracts early and immediately enter new contracts, just to
get the benefit of new arrangements, may be caught by the
general anti-avoidance provisions.

For new commitments, fransitional arrangements will apply
with the change being phased in over four years as outlined
in table 2.

TABLE 2
Statutory rate

Total kilometres ~ From From From From
travelled during 10May 1 April 1 April 1 April
the FBT year 2011 2012 2013 2014
Less than 15,000  0.20 0.20 0.20 0.20
15,000 to 25,000  0.20 0.20 0.20 0.20
25,000t0 40,000 0.14 0.17 0.20 0.20
Over 40,000 0.10 0.13 0.17 0.20

EXAMPLE: Transitional arrangements - new commitment

James enters into a car novated lease arrangement starting
on 1 July 2012. The lease on the car runs for two years.

The toial kilometres travelled during ths relevant FBT years
and applicable statutory rate for the car in each of the years
is as follows;

Kilometres  Annualisation of  Statutory

Period travelled kilometres rate
1duly2012t0  35,000kms 35,000 x 3856/274 013

31 March 2013 = 46,624 kms

1 April 201340 42,000kms  Not applicable 0.7

31 March 2014

1 Apri 201410 10,500 kms 10,500 x 365/91  0.20

30 June 2014 =42, 115 kms

{lease ends)

EMPLOYER CAN CHOOSE TO SKIP THE
TRANSITIONAL ARRANGEMENTS

For new commitrents only, you can chocse to skip the
transitional arrangements and apply the new flat 20% rate,

This choice is on a car by car basis.

For example, you might choose 1o move straight o the
20% rate for one particular car while using the transitional
rates for other cars that are covered by the new rules.

However, you cannoi skip the transitional arrangements where
an employee would be at a direct financial disadvantage as a
result of this choice, unless you have obtained the consent of
the employee.

You do not need to noiify the Commissioner of your choice to
skip the trangitional arrangemenis — your business records are
sufficient evidence of this.

WHAT CONSTITUTES A COMMITMENT?

A ‘commitment’ is entered into at the point there is a
commitment to a transaction and it cannot be backed out of.
The commitment needs to be financlally binding far one or
more of the parties.

Two examples of a commitment are where an smployer
commits to the purchase or lease of a car.

There wil also be alterations to pre-existing commitments that
result in a new commitment. Examples of thess include:
m employer's perspective

- the employer refinancing a car

- the employer altering the duration of an existing
lease contract :

— where accessories, such as window tinting, DVD players,
luggage racks or bull bars are fitted to a leased car after
the lease commenced and lease payments are increased
to reflect this change.

@ employee’s perspective
- the employee committing to a lease/novation agreement
— the employee aitering the duration of an existing contract.

As FBT applies to an employer, any change of employment
will also constitute a new commitment to the application or
availability of the car by the new employer.




CHANGES TO CAR FRINGE BENEFIT RULES

EXAMPLE: Change in employer

Anna works for X Co. and entered into a three year novated
lease arrangement with her employer in January 2010.

The car fringe benefits are valued by her employer using
the statutory formula methad.

On 12 November 2011, Y Co. officially takes over X Co.
and Anna is now an employee of Y Co.

As Anna’s employer has changed, car fringes benefits
provided by the new employer from 12 Novernber 2011
will come under the new rules.

COMMITMENT PRE-7.30PM AEST 10 MAY 2011
BUT SUPPLY OF THE CAR BENEFIT IS POST
7.30PM AEST 10 MAY 2011

Where you, an employee, or their associate has committed to
a car before 7.30pm AEST on 10 May 2011 but provision of
the car benefit does not take place until after 7,.30pm AEST
on 10 May 2011, the old statutory rules will apply.

EXAMPLE: Commitment entered into before 7.30pm AEST
10 May 2011 however delivery is delayed

During April 2011 Constance began discussions with her
employer and a salary packaging provider about obtaining
a car through a salary sacrifice arrangement.

On 2 May 2011, Constance agreed to a particular option
put forward by the salary packaging provider and the car
was ordered.

The car Is scheduled for delivery on 1 August 2011,
at which point she will sign documents with the leasing
provider for the provision of the car.

As Constance entered intc a commitment on 2 May 2011,
the old statutory rules will apply.

NEW COMMITMENT MADE PART WAY THROUGH
THE FBT YEAR; SAME EMPLOYER

Where part way through an FBT year there is a change to

a pre-existing commitment, and the employer remains the
same, the new statutory rules will only begin to apply from
the beginning of the next FBT year.

EXAMPLE: Alteration of pre-existing commitment
part way through the year

Blake entered into a novated lease arrangement with his
employer in 2009. The original lease period expired in
September 2011. The car travelied 32,000 kms in the
2011-12 FBT year and the annualised kilometres travelled
in the 2012-13 FBT year wil be 34,000. The use of the car
is valued under the statutory formula method.

In August 2011, Blake decides to refinance the same car for
another year and signs documents agresing io extend the
lease by 12 months. This change would be considered 1o
be a new commitment.

The use of the car is now under a new commitment and
will fall under the new arrangements for valuing car fringe
benefits. However, the new rates will only begin to apply
from the beginning of the next FBT year following the date
of this new commitment that is from 1 April 2012.

This is because a new commitment began to apply

part way through an FBT year in relation to a car that

was available from 1 April and the statutory rats of 0.11
(that is, the rate under the old rules) will apply for the entire
201112 FBT year.

For this car, the new statutory rates will begin tc apply from
1 April 2012. Accordingly, for the FBT year commencing on
1 April 2012 the rate of 0.17 will apply.




CHANGES TO CAR FRINGE BENEFIT RULES

OUR COMMITMENT TO YOU
o MORE INFORMATION We are committed to providing you with accurate, consistent
and clear information to help you understand your rights and

For further information visit our website at www.ato.gov.au entitlements and meet your obligations.

and search for ‘reforms to car fringe benefit rules’ or phone
13 28 66. If you follow cur information in this publication and it turms out

1o be incorrect, or it is misleading and you make a mistake as

a result, we must still apply the law correcily. If that means you
owe Us money, we must ask you to pay it but we will not charge
you a penalty. Also, if you acted reasonably and in good faith we

If you have a hearing or speech impairment and have will not charge you interest.
access to appropriate TTY or modem equipment, phone If you make an honest mistake in trying to follow our information
;gusigr:gﬁtlf gﬁgrgeotEgtgp?::c?ﬁ%eg%;c;;r:};;;ngéjff?ge in this publication and you owe us money &s a result, we will
on 1300 555 707 not charge you a penalty. However, we will ask you to pay

) the money, and we imay also charge you interest, If correcting
the mistake means we owe you money, we will pay it to you.
We will also pay you any interest you are entitled to.

If you do not speak English well and want to talk to a
tax officer, phone the Translating and Interpreting Service
on 13 14 50 for help with your call.

If you feel that this publication does not fully cover your
circumstances, or you are unsure how it applies 1o you,
you can seek further assistance from us.

We regularly revise our publications to take account of any
changes to the law, so make sure that you have the latest
information. If you are unsure, you can check for more recent
information on our website at www.ato.gov.au or contact us.
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