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I INTRODUCTION 

Increasing personal tax rates 1 have exposed serious flaws in 
the New Zealand tax sch~me. Widespread discontent fostered tax 
avoidance as a means of reducing the incidence of personal 
income tax. 

This paper provides a broad overview of the concept of fringe 
benefits. Part one considers the nature of fringe benefits. 
Part two considers the initial approaches to the taxation of 
fringe benefits in New Zealand, the United Kingdom, Australia, 
and the United States of America. Part three canvasses the 
reasons mooted for the taxation of fringe benefits in some form. 
Part four provides a broad overview of the legislative responses 
to fringe : beo~fits i in . the . four named jurisdiction$; illustrating 
the different approaches taken to the taxation of fringe benefit ! 
An underlying focus of this paper is the political component in-
herent in the taxation of fringe benefits. 2 

The author hopes to illustrate the necessity to tax fringe 
benefits ' in some form. Dispelling the belief that fringe benefi · 
taxation is a 'tax of envy'. 

A. The Nature of Fringe Benefits. 
\ 

Fringe benefits are defined as: 11 ••• any benefits or advantages , 
other than the payment of wages and salary, passing from the 
employer to employee and arising out of the employment. 113 

Fringe benefits are common at all levels of the employment 
strata. Ranging from subsidized cafeterias, creches, subsidized 
goods and services to the more visual company car, subsidized 
housing, overseas trips and employer-provided holiday accommoda-
tion. 

Employment remuneration, often comprises a combination of 
monetary reward and fringe benefits. Fringe benefits, in lieu 
of monetary compensation, decrease an employee's need to meet 
private outgoings out of after-tax income. For example, employee~ 
at Wattie Canneries Limited receive ·a package of tinned goods 
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weekly, as part of their remuneration. This reduces the need of 
these empl~ees to -use after-tax income to acquire these goods, 
enabling them to purchase other items with their after-tax 

income. 

Fringe benefits confer a personal economic advantage. Condi-
tions of employment do not. It is important the two are disting-
uished, as conditions of employment do not threaten .the · tax 
system. Conditions of employment are an important element in 
maintaining a cogenial work place. For example, pleasant bath-
room facilities and office space. However, it is often diffi-
cult to distinguish between conditions of employment and fringe 
benefits. \ 

II INITIAL APPROACH TO THE TAXATION 0~ FRINGE BENEFITS 

A. New Zealand. 

The Income Tax Amendment (No.2) Act 1985 was enacted on the 
23 March 1985. By codifying the taxation of fringe benefits it 
provides for comprehensive taxation of employment income. 4 

Prior to the 1985 Amendment fringe benefits were taxed in a 
piecemeal fashion, coping with specific fringe benefits. Fringe 
benefits in the form of retiring allowances 5 , share options or 
purchase schemes 6 , accommodation allowances 7 and certain reim-
bursing allowances 8 were taxable. A more comprehensive approach 
was hindered by the concept of income and principle of convert-
ibility. 

1. The Concept of Income. 

The concept of income can be approached on both an economic 
and juristic basis. 

a. The econdmic definition of income. 

Economists, generally, refer to the 'domin ant Ha ig-Si mon s ' 
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definition of income 9 . Income is calculated by adding consump-
tion during the period to wealth at the end of a period; then 
subtracting the wealththat existed at the beginning of the 
period 10 This definition of income,includes within income all 
benefit (ie. gain). 

Although, the Haig-Simons definition of income has been the 
11 basis of tax reform proposals , it has been rejected by most 

jurisdictions as impractical for use in the court 12 . 

b. The juristic definition of income. 

Income is not defined in the Income Tax Act 1976 (hereinafter 
referred to as ITA). There is no comprehensive definition of 
income in any of the jurisdictions considered. The basic 
approach is to provide a non-exhaustive set of categories as 
examples of what the Legislature considers income. For example, 
section 65(2)(h) of the ITA, lists royalties as income. 

A good example of the 
New Zealand legislation: 
. f th t 1113 1ng o e erm... . 

generality of approach is found in the 
"Without in any way limiting the mean-
The term being assessable income. The 

ordinary meaning of income is incorporated as a general test, to 
14 whether an item is income~ as a final category 

The cornerstone to the development of employment income is 
section 65(2)(b). Upon a literal interpretation, section 65(2)(b) 
applies to every form of employment remuneration. The breadth of 
section 65(2)(b) has been severely restricted by the judiciary. 
An illustration of the Commonwealth courts 15 conservative 
approach to construing tax acts 16 . 

2. The common law. 

The common law approach focuses on the meaning of the term 
'allowance'in section 65(2)(b), to determine whether fringe 
benefits are income. The rationale being if a fringe benefit 

is an allowance, it is income within section 65(2)(b). 

A limited concept of allowance was introduced to New Zealand 
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in Edwards v. Commissioner of Taxes. 17 The issue was whether a 
superannuation allowance paid to a retiring judge was 'earned 
income'. The court in holding it was not, considered the meaning 
of the term allowance. The court read the term allowance ejusde rn 
generis with the other words in the section - wages and salaries 
In support, the court applied the proposition, viz - extra 

· 18 payment for extra work , in holding the term allowance to mean 
money paid in relation to existing employment. 

19 In Stagg v. I.R.C. , the court extended Edwards to establish 
the principle of convertibility. An employer paid for an 
overseas trip by an employee and his wife. The value of the 
airline tickets was held not to be employment income within 
section 65(2)(b). The tickets were not convertible by the 
employee for money, nor were they exchangeable with the employer 
for money. 

The court reiterated the dictum of Edwards, focussing on the 
words 'sums' and 'whether in cash or otherwise'. Hutchin son J 

laid down four characteristics, based on the characteristics of 
wages and salaries, that a fringe benefit must possess to be 
. 20 income. 

In reaching a decision, the court cited the principle of 
l . . f f t h b' 't . t d 21 reso v1ng 1n avour o a axpayer, were an am 1gu1 y ex,s e . 

The phrase "whether in cash or otherwise" was considered ambiguou.<=:> 
Hutchinson J raised two further points in support of the majorit~ 
decision. Firstly, there is no means of valuing non-monetary 
benefits within section 65(2)(b) . 22 Secondly, if the term 
allowance encompassed non-monetary benefits section 89 23 would 

have been unnecessary. 

The court in Edwards and Stagg in restricting the meaning of 
allowance, focussed on the phrase, 'All salaries, wages, or 
allowances (whether in cash or otherwise)', largely ignoring 
the rest of the section. 

In 
24 \..._ the case of C.I.R. v. Parson (No. 2) ,a second phase of t1,c. 
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common law developed. The court held, a share option given to 
a senoir employee was not taxable. In reaching that decision, 
the court focused ~on what was not an allowance; as opposed 
to what is an allowance, as in earlier decisions. 

The court looked at the historical development of section 
65(2)(b), focussing on the words 11 including all sums received 
or receivable by way of bonus, gratuity, extra salary, compen-
sation for loss of office or employment, or emblument of any 
kind, ... 11 , added by the 1900 Amendment. On that basis the court 
established a two-fold test to determine whether a benefit was 
taxable. If a benefit was a bonus, gratuity, extra salary or 
emolument it was an allowance. 25 If the benefit was an allow-
ance, the court had then to consider the second stage of the 
test. Due to the words 11 sums received or receivable 11

, to 
come within the section,the benefit had to be convertible to 
money. The court demoted the convertibility principle to the 
valuation stage of a two part test. 

In 1968, a specific provision was enacted to tax share 
options. 26 The Legislature by not enacting comprehensive 
legislation impliedly upheld the majority decision in 
Parson (No.2). 

In 1982, the decision in Parson (N0.2) was reinforced in 
Sixton v. C.I.R. 21 The issue was whether a prize, in the form 
of a points cheque, redeemable for goods or travel, received 
by an employee under an incentive scheme run by the employer 
was assessable income. The court treated the case,as being 
one based on the true construction of section 88(1)(b). 
Parson (No.2) was held to be highly relevant. The court held 
the prize was not an allowance. It was, therefore, irrelevant 
whether the prize was convertible to money. 28 

. The common law approach to .section 65(2) (b) focussed on a 
close analysis of ·the statutory language, effectively leaving 
section 65(2)(b) inoperative in the taxation of fringe benefits. 

The 1967 Ross Report 29 , and the Mc Caw Report in 1982 30 , on 
tax reform came out strongly in favour of taxing fringe benefits . 
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The position as it stood in 1982 was recognised by Wallace J 
in Sixton: 

.... [T]he arguments in favour of the wider interpretation 
are not unattractive. It is perhaps unfortunate that the 
opportunity was not taken to resolve the matter when the 
1976 Act was introduced ... Be that as it may, it appears 
to me that I am bound to follow the interpretation adopted 
by the majority of the Court of Appeal in C.of I.R . v. 
Parson and that it is not possible in the present case to 
reach a different conclusion by reference to the facts or 
by adopting a pragmatic approach." (Emphasis added) 

B. United Kingdom. 

The common law approach in the United Kingdom developed in 
a similar fashion to New Zealand (or vice versa). The case 
law turned on a close analysis of the statutory language. 

The House of Lords in the case of Tennant v. Smith 3~romul-
gated the convertibility principle. It forms the basis of the 
judicial approach and the United Kingdom approach today. Free 
accommodation provided to a bank employee, as part of his 
employment, was held not to be taxable within Schedule E. 33 

The court held as the accommodation was not convertible to money 
34 ; it was not income. 

In reaching their decision, the court focussed on eighteenth 
century concepts of income, as a yield from a productive source; 
connoting money. 35 Halsbury J,recognised Mr Tennant was in 
possession of a material advantage. However, considered this 
irrelevant as the charging provision excluded the advantage. 
The mere occupation of a house could not be reconciled with 
the word 1 payable 1

•
36 

In contrast, the Lord Justice-Clerk in the lower court, 37 

stated the only'commonsense approach' was to hold the accommo-
dation subject to tax. The Lord Justice-Clerk stated:" ... it 
is what a man enjoys ... upon which he must be assessed for inc9mg 
tax 11

• 38 
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The majority decision in Tennant was reinforced in the House 
of Lords case of Abbott v. Philbin, 39 and Heaton v. Bell . 40 

In the case of Abbott v. Philbin, an option granted to an 
employee to purchase shares in the company was held assessable 

\t-5 within Schedule E. The court adopted the test,whether by nature 
the benefit was capable of being converted to money. " Shares 
could be sold immediately acquired or used as collateral for a 
contract. 41 

The case of Heaton v. Bell involved an optional scheme run 
by an employer, whereby a car was made available for the 
employee's personal use, for a reduction in salary. The court 
held the entire salary of the employee remained assessable. 
The use of the car wasnperquisite to the employee's employment. 
The decision in Heaton is limited by the facts of the case. It 
involved a specific scheme and the deduction of a specific amount, 
regularly. Both cases extended the principle of convertibility 
enunciated in Tennant, beyond a simple form of sale. 

The basic judicial approach has been to I look back' to Tennant 
to determine whether a twentieth century benefit is within the 
concept of income. In both Heaton and Abbott the court 
focussed on the probable intention of the Legislature in 1803. 42 
The judiciary,handicap itself by this approach. 

The case of Tennant remains the basis of the United Kingdom 
approach to fringe benefits,though modified by legislation. 
Even after Diplock J recognised the inherent limitations, in· 
Heaton: 

... I have no doubt that the man in the street would call 
the benefit of the use of car, if n·or a 11 perquisite 11 at any rate 
a 11 perk 11

• But it is I fear to late to read the relevant words 
of the current legislation in what I should regard as being their 
current acceptation. (Emphas~~ added) 

I 

C. ' Australia. 

Income is not defined in the Australain Income Tax Assessment 
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Act 1936 (hereinafter referred to as ITAA) . 44 Section 
25(1) defines assessable income as including gross income. 
Section 26 lists items considered to be assessable income. 
The Australian legislation is broader than the New Zea-
land counterpart. It does list, benefits-in-kind as a 
category of assessable income. 45 However, failure to 
enforce section 26(e) coupled with the judicial approach 
to fringe benefits, has restricted the scope of section 
26(e). It is important to note, even if enforced sectio~ _ 
26(e) would not extend to the provision of benefits to 
third parties. 46 

._ 
The principle of convertibility is established in Aus-

tralia. The case of F.C.T. v. Cooke and Sherden 47 cited 
Tennant as general authority for the convertibility prin-
ciple. Certain retailers were provided with free non-
assignable ho1idays by their wholesaler. The court held 
the value of the holidays was not assessable income within 
section 25(1) or section 26(e) of the ITAA, as they were 
not convertible to money. Similar to the accommodation 
provided in Tennant, the holidays could not be transferred 
or exchanged for money. The better view limits Tennant 
as authority only to the assessibility of non-monetary 
benefits in reference to Schedule E. 48 

In 1975, the Asprey Report 49 on tax reform called for 
the taxation of fringe benefits. Prior to this Report 
only limited provision for the taxation of fringe benefits 
had been made. An attempt to tax fringe benefits had been 
made in 1974 in respect of motor vehicles, and in 1980 in 
respect of coal miner's housing; but had been ineffective. 50 

The value of share purchase and option schemes, 51 and 

l h · 52 t bl emp oyee ous1ng are axa e. 

In New Zealand, the United ·Kingdom, and Australia the 
judicial approach to the interpretation of income is 
largely responsible for the tax-free status of fringe 

benefits. 
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E. United States. 

Section 6l(a) of the Internal Revenue Code 1954 (hereinafter 
referred to as IRC), defines gross income as including income 
from whatsoever source. Treasury regulations are an important 
part of the tax system in the United States. Treasury regu-
lations include within gross income compensation paid in other 
than money. 53 The judiciary in applying section 6l(a) has 
taken a practical approach to the concept of income. Congres-
sional debates are used to determine the intent of the Legisl&~ 
ture. Earlier decisions are frequently distinguished or 
limited, enabling the courts to reach a commonsense approach, 
given the particular facts of the case. 

The judiciary has focussed on income as a gain~ 4 though not 
to the extent of adopting an economic definition of income. 55 

In contrast, the Commonwealth judiciary has approached income 
as a yield, limiting their approach to monetary reward. The 
concept of income as a 9ain imports all types of benefit; 
whereas income as a yield is restricted, focussing mainly 
on monetary return. 

In Commissioner v. Glenshaw Glass Companv, 56 the court in 
holding exemplary damages must be reported within a taxpayer's 
gross income, considered the breadth of section 22(a). As 
Congress in enacting section 22(a) had applied no limitations 
to the source of taxable receipts, nor restrictive labels to 
their nature, the court 
of its taxing power 11

•
57 

was able to exert the '· 11 full measure 
The court focussed on the phrase 

11 gains or profits and income from 
defining income as all accessions 

58 any other source 11
, in 

to wealth. 59 

In C.I.R. v. Smith, 60 the court laid down a test to deter-
mine when a benefit was taxable within section 22(a). A 
fringe benefit was taxable if -it was an-economic or financial 
benefit, whatever its form or mode. 61 In applying the test, 
the court held a share option granted to an employee for com-
pensation of services,was assessable as income. 

62 In Rudolph v. U.S., an insurance company paid for a 
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group of employees and their wives to attend a convention in 
New York City. The court applied the test in Smith to hold 
the value of the trip assessable to the employees within 
section 61 (a). 

It would appear the United State~ existing legislation is 
adequate to assess fringe benefits for tax. Not so! In 
reality, fringe benefits are excluded from gross income. As 
one commentator stated. 63 11 

••• In light of such broad readings 
of IRC Section 61 and its predecessors, it is an anomaly that 
non-statutory fringe benefits have not been the subject of 
systematic taxation." The problem lies in the many adminis- . 
trative bodies active in the taxation area. The different 
practises of these authorities has created widespread confusion. 
As a result, a piecemeal approach has been adopted. 

E. An Overview of Judicial Approach. 

The different approach of the Commonwealth judiciary to 
that of the United States'judiciary, to the interpretation 
of .. cases, is highlighted in the development of fringe benefit 
taxation. The approach taken by the judiciary is important 
to the effectiveness of the legislation. 

The difference in approach is highlighted by the statements 
of two judges, each commenting on the approach of their ju d1L1~ 
body. Mr Justice Holmes in Johnson v. U.S. said: 

The Legislature has the power to decide what the policy 
of the law shall be, and if it has intimated its will, 
however indirectly that will should be recognised and 
obeyed .... It is not an adequate discharge of the duty 
for the courts to say: We see what you are driving at, 

b U t y O U h .a V e il O t S a i d i t ~ a n d . t h e r e f O r e ' W e S h a l l g O O n 
. 64 
as before. . 65 . 

11 In contrast Turner J 1n ~ v. C.I.R. said: .... tI]t 
is not what the Legislature had in mind, but what the words of 
the statute must be taken to mean that is the subject of 
inquiry. 11 
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These statements are illustrative of the different approaches 
taken by these jurisdictions, today,in the interpretation of 
tax cases. The approach of the courts in the cases discussed, 
has been to look back to the Legislature's intent in enacting 
the provision. However, the Commonwealth courts have limited 
their approach, to the words actually stated. 

Conclusion. 

The illogical conclusion,in New Zealand~is that employment 
remuneration paid in money is taxable, whereas remuneration 
paid in a non-monetary form is not taxable. 

III THEORETICAL ANALYSIS OF FRINGE BENEFITS 

A. The Attractiveness of Fringe Benefits. 

Fringe benefits largely remained an untaxed means of remuner-
ating employees. In most cases, deductible to the employer and 
tax-free to the employee, they provided a means of lessening 
the income tax burden of the employee. This is the central 
advantage to using fringe benefits, though not the only 
advantage. 

1. The Employee. 

Fringe benefits, in lieu of monetary remuneration, act as a 
hedge against inflation. Compensation in the form of goods 
and services at day one paid over a period of time is of 
greater value than the equivalent cash wage, at day one, paid 
over a similar period of time; For example, A receives 
compensation of $6,000 per annum, in year one, and a promise 
of $6,000 per annum,in compensation,for five years. Assume A 
intends to purchase a car,worth $6,000 in year one ·, with that 
compensation each year. Inflation is at a rate of 5 per cent. 

n~ 
A would be unable to purchase that same car after the first 
year. In year five the car would cost approximately $7,700 
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to purchase. B receives a car in year one valued at $6,000 
and a promise to receive the same car over five years. 
Inflation is at a rate of 5 per cent. In year five, the car 
B receives is worth approximately $7,700. The value of goods, 
changes over time to cope with inflation, the value of money 
does not. 

Many argue fringe benefits have acted as a 'safety valve• 
in light of the high personal tax rates caused by inflation. 
Fringe benefits compensate an employee with out incurring 
any tax liability, thereby an employee is paying less tax 
on the actual income received. Therefore, fringe benefits 
do no more than counter the high rates of income tax. 

, ,, 

Bulk purchases of goods or services by the employer enables 
the employee to obtain items at a cheaper price than possible 
by an individual purchase. 64 For example, the purchase of a 
fleet of cars by a business as opposed to the individual 
purchase of a car. 

A major opportunity for the wage and salary earner to 
lessen their income tax burden is to take advantage of fringe 
benefits. The greater the income tax bracket of the employee 
the greater the tax advantage. For example, if a fringe 
benefit valued at $1,000 is provided to six taxpayers each 
within the separate tax brackets, the advantage of not 
paying tax on the amount is: 
Person a 1 i n come tax rates : ( co mm enc e d on the 1 Apr i 1 19 8 6 ) 

A. 0 ... 6,000 
B. 6,000 ... 9,500 
c. 9,500 ... 25,000 
D.25,000 ... 30,000 
E.30,000 ... 38,000 
F.38,ooo 

17.5 
24.0 
31. 5 
37.55 
52.05 
5 7. 0 · 

175. 0 
240. 0 
315. 0 
375.5 
520.5 
570.0 

The payment of fringe benefits, in lieu of cash, may have 
the added advantage of keeping the employee out of a higher 
tax bracket. For example, A earns a cash-equivalent salary 
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of $39,000 per annum. A's salary is comprised of $29,000 
in cash and $10,000 worth of fringe benefits. A pays $10,889.5 
tax on the $29,000 cash. If A had received his entire salary 
in the form of cash, he would have had to pay $16,530 on that 
$29,000 (a total tax bill of $22,230). 

Fringe benefits have developed as a visual means of gauging 
the value of an employee to a firm; especially in the United 
States. 65 The idea is,that a more junior executive is 
provided with a less expensive car, than a senior executive. 
For this reason an employee may prefer a visual benefit 
than the cash equivalent. 

2. The employer. 

Fringe benefits have enabled some employers to operate 
under lower cost structures. By decreasing the cost of one 
of the · factors of production - labour. 66 For example, 
investment companies and finance houses have been able to 
remunerate employees ·partly with low interest o~ n6 inter~st 
loans, at comparatively little cost to themselves. Both 
the principles of the bulk purchase 1and the nature of the 
employer's business help in the cheaper provision of fringe 
benefits. 

If an employer wanted to provide an employee in the top 
tax bracket with One dollar of monetary reward after-tax . 
he/she would have to pay the employee three dollars. 
Whereas if the employer provided that one dollar compen-
sation in the form of a non-monetary benfit he/she need only 
pay one dollar. It costs an employer three times as much 
to pay cash as opposed to fringe benefits to an employee 
in the 66 per cent tax bracket,to satisfy a wage demand. 
The advantage to the employer~increases as the tax bracket 
of the employee increases. For example, an employer pays 
an employee's tuition fee of $4,000. If the employer was 
to provide the employee with the cash equivalent he/she 
would need to spend $12,000. If the employee was in the 
33 per cent tax bracket, the employer would need to spend 
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$6,000. 

An efficient cost structure enables employers to be more 
competitive, both in attracting employees and in their 
business. 

Fringe benefits enable an employer to maintain a stable 
work force. By providing long term benefits that are non-
transferable the mobility of a worker is restrained. For 

67 example, long term loans and retirement plans. 

It has been suggested by authors in the United States, 
that fringe benefits can be used as a screening mechanism in 
employment. 68 It is suggested that an employer is able to 
change the benefit package offered to obtain the candidate 
the company wants; where discrimination is illegal. In 
addition, an employee's choice of benefits provides an 
indication of their motivational outlook. 

Management theorists suggest the prime component of a 
successful corporate strategy is executive compensation. 69 
! f; 

Without adequate compensation an employee lacks motivation. 
Fringe benefits provide an alternative to monetary compen-
sation, and are often more efficient in creating motivation. 
In some situations fringe benefits prompt a greater and 
longer lasting response. 70 

The granting of fringe benefits often comprises a dual 
advantage for the employer. Fringe benefits allow some 
employers to operate under a more efficient cost structure, 
and often have a business motive. For example, an execu-
tive's free accommodation may be used to entertain company 
clients. A clothes retailer may provide discounts to 
employees, to encourage them to wear his/her clothes, 
promoting the goods to customers. 

For both employees and employers, fringe benefits provide 
a more cogenial work place. 
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a. Deductions. 

Generally a person carrying on a business to produce assessable 
income is entitled to deduct any revenue expenditure or loss 
~necessarily incurred in carry~ng on the business' . 71 ~br 
example, the expense of employee remuneration. Once it is 
established that the expenditure is incurred in the course 
of the business it is not open to the Commissioner of 
Inland Revenue to question the expense~or level of expense. 72 

It is important to the employer that fringe benefits are 
a deductible expense. If an expense is not deductible, it 
is equivalent to placing a tax on the employer in light of 
that expense. For fringe benefits to be a viable alterna-
tive to wages and salaries they must be deductible , by 
the employer;as ·wages and salaries are. For example~ 

A has an expense of $1,000. 
A has a taxable income of $50,000.(ta~ rate of 0.45) 
If the expense is non-deductible A pays tax of $22,500. 
If the expense is deductible A pays tax 6f $22,050. 
The difference is the taxable value of the expense. 

ie. 0.45(1000) = $450. 
If the expense is deductible, the net cost of providing 
the benefit is $550. (1000 - 450) 

If the expense has a private or domestic character it is 
not deductible. 73 Section 104 of the ITA allows for the 
apportionment of an expense that has both a business and 
private element, if the taxpayer can substantiate the 

· 74 business claim. 

It is suggested, that most fringe benefits will have a 
sufficient degree of connection with the income-earning 
process to satisfy the section 104 test. 75 However, in 
the past, where fringe benefit$ have been seen to have a 
private or domestic purpose they have not been deductible, 
as in the case ~f T.R.A.9 76 That case involved a partner-
ship in the business of buying and selling machinery. A 
car was provided to carry out the extensive travelling 
required in the business. The court held there was a 
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sufficient relationship between the car expense and the business 
to be deductible but not the home to work travel. 

3. Society. 

Provision of some fringe benefits by the private sector has 
freed the State to provide other services. This is of special 
significance in the United States, in regard to health care 
and the provision of pension plans. 77 

Fringe benefits provided in the form of education and 
training, as well as opportunities to attend conferences and 
refresher courses is of benefit to the community. Increased 
knowledge creates greater efficiency and innovation. 

Macro-economic objectives may also be fostered by fringe 
benefits. For example, an increase in the savings rate, as 
employees spend less on goods and services. 78 High marginal 
tax rates reduce incentive to save and work. 

Fringe benefits are political. Some argue fringe benefits 
are an implicit subsidy to the wealthy when an explicit 
subsidy would be unacceptable . 79 By allowing fringe benefits 
to continuij, largel·y tax-free, the incidence of income tax 
on the higher paid employee has decreased (ie. more wealth 
to the wealthy). For example, low interest loans and sub-
sidised housing. 

B. Why Tax Fringe Benefits? 

The use of fringe benefits as an avenue to avoid income 
tax became very popular. 80 

The following reasons are mooted as a basis for the taxation 
of fringe benefits: 
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1. Revenue. 

By taxing fringe benefits, it was estimated tax revenue 
would increase by $150 million. 81 This additional 
revenue, arguably an am0unt the government should already 
receive, would be used to decrease our fiscal deficit. 82 

The imposition of a fringe benefit tax would widen the 
83 

tax base to allow the reduction in personal tax rates. 

I 

The main catalyst for the governments zest to tax is 
probably the ability to increase government coffers. Al-
though, the government states its main concern to be the 
inequity caused by the widespread use of fringe benefits. 

2 . 
84 Equity. 

All sectors of society demand an equitable tax system~ 
The system must be fair. It must be perceived to be fair. 
An equitable tax system requires horizontal equity85 and 
vertical equity. 86 Both are related to ability to pay. 

a. Horizontal inequity. 

Horizontal inequity arises when taxpayers earning the 
equivalent income do not pay equivalent income tax. Em-
ployees remunerated solely in monetary wage or salary 
incur a greater portion of the tax burden, than employees 
remunerated partially in the form of tax-free fringe bene-
fits. For example, two employees, A and B, both earn 
$25,000 per annum (tax rate of 0.315). A receives her 
salary entirely in cash. B receives $20,000 of his salary 
in cash and $5,000 in fringe benefits. A pays $7,875 tax 

per annum. 
of $1,575. 

B pays $6,300 tax per annum. A tax difference 
This inequity is highlighted when considering 

employees in the top tax bracket. For example, an employee 
receives a monetary salary of $100,000 per annum. That 
employee pays $66,000 in tax. If only $60,000 of the salary 
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was paid in cash, the employee would pay only $39,000 in tax. 
A difference of $26,400 per annum. 

b. Vertical inequity. 

Vertical inequity arises when progressiveness in the 
income tax scales is not mirrored in the distribution of 
tax burden. Those that earn more, do not pay more tax. 

The question arises whether high income earners are in 
fact paying tax at the appropriate rate on their 'true' 
income. As a result of fringe benefits, a taxpayer's 
as~essable income is less than the aggregate of his/her 
total remuneration, inclusive of benefits.The proportion 
of tax to 'income' and rates of tax applicable will be 
reduced. The taxpayer who receives no fringe benefits, 
in lieu of monetary compensation, pays a 'true' rate of 
tax in accordance with prevailing rates. As a result the 
e~tent of progressiveness in the tax system becomes 
illusionary. The scale to be imposed, is thwarted, by its 
limitation~in applying only to monetary remuneration. In 
New Zealand, full-time wage and salary earners, in the 
middle income bracket (ie. earning a maximum of $20,000 
per annum)~ incur most of the tax burden. 87 

c. Taxpayer morality. 

Inequity in the tax system has two major effects. 
Firstly, wage and salary earners unable to benefit from a 
decrease in the incidence of income tax, become discouraged 
by the high rates of income tax. Their attitude becomes: 
'why work hard, just to pay more of my pay pack~in tax'. 
Productivity is directly effected. 

An incidental effect,is the loss of community welfare. 
The aim of the tax system is to redistribute wealth. Those 
that earn more,~re better able to pay more tax to help 
with community welfare. If those that earn more do not 
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pay progressively more tax, not only will there be a decline 
in tax revenue but the aim of the tax system to redistribute 
wealth is thwarted. In theory, the wealthy get wealthier . .. 

Secondly, many fringe benefits are conspicuous in nature . 
For example,co~pan1 cars, housing and overseas trips. While 
many taxpayers see their real inc0mes shrinking, they are 
confronted by those more able to manipulate their incomes; 
to cope with taxation, as well as inflation. This per-
ceived unfairness fosters contempt for the tax system. 88 

Tax avoidance and evasion become more acceptable. 

3. A ~ain. 

Fringe benefits are gains. The underlying principle 
of income tax is the taxation of gains. An individual's 
gain over a particular period being the best indication 
of ability to pay. 89 

4. Economic reasons. 

Fringe benefits, in lieu of monetary remuneration, 
distort individual preferences. Often an employee will 
not want a fringe benefit, or would not have been as 
lavish in acquiring the benefit. Individual preferences, 
as displayed in the market place, act as signals. Based 
on those signals the market determines which goods and 
services are in demand, and where (yeo9raphically). Fringe 
benefits often distort these signals by directing employee 
consumption - a tax-free car or the monetary equivalent~ 

Unrealistic signals result in allocative inefficiency, 
both at the consumption and production level. Waste and 
distorted, usually 
markets. This has 

90 estate markets. 

inflated, prices occur in individual 
happened in New Zealand car and real 
In the United States , the inflated 

health-care prices, have been a major argument in Congresses 
bid for employees to provide their own health-care. 91 

I , 
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Monetary remuneration fosters free choice and realistic 
consumption patterns. It should be encouraged. 

To foster complete equity and efficiency, all fringe 
benefits, however sma~l, would need to be taxed. 92 While 
some fringe benefits remain tax-free, the after-tax price 
of those taxed benefits will not reflect their true rela-
tive value. Those benefits not taxed will appear more 
beneficial. 

C. Conclusion. 

The lack of equal distribution of fringe benefits 
places an untolerable burden on those not receiving 
fringe benefits. 

IV LEGISLATIVE RESPONSES TO THE FRINGE BENEFITS 

Fringe benefit taxation is a developing area. Part 
four of this paper provides an overview of some of the 
different approaches taken to the taxation of fringe 
benefits. 

A. New Zealand. 

The Income Tax Amendment (No.2) Act 1985, provided 
New Zealand with a comprehensive code for ~he taxation 
of fringe benefits. 

Prior to the Bills enactment it was placed before a 
select committee to receive and review public submissions. 93 

This represented the first time a New Zealand tax bill 
had been subject to public comment before enactment. 94 A 
commendable approach, provided heed is taken of those 
submissions in drafting the final legislation. 



-21-

The Act creates three mutually exclusive categories 
of employment income: monetary remuneration, section 65(2)(b); 
fringe benefits, Part XB; and specific benefits within 
neither of those; for example, section 68 and section 72. 
Part XB of the Act imposes a tax on the value of fhinge 
benefits, payable by the employer. The tax is paid quar-

95 terly, at the rate of 48 per cent. 

Important to the success of the fringe benefit tax is 
the decrease in personal tax rates. 96 By decreasing per-
sonal tax rates to a maximum of 48 per cent, equivalent 
to the fringe benefit tax rate, much of the incentive in 
providing fringe benefits is removed. For those employees 
at tax rates below 48 per cent, remuneration should be in 
money. If they are compensated in the form of fringe 
benefits, the tax paid on that compensation will be greater 
than otherwise payable. Lowering personal tax rates makes 
fringe benefits a more costly way of compensating low 
income taxpayers, and of no tax advantage to employees 
at the 48 per cent rate. For example: A is in the 0.57 
tax . bracket; Bis in the 0.315 tax bracket. If each 
receive $10,000 in cash they will pay, respectively, 
$57,000 and $31~ 500 in tax. If that $10,000 was provided 
in taxable fringe benefits $48,000 tax would be paid on 
it. Therefore it is only profitable for those above the 
48 per cent tax rate to receive fringe benefits, as a 
means of tax planning. Before the fringe benefit tax, 
provision of fringe benefits to all employees was advant-
ageous. Until the level of individual tax rates is decreased 
the provision of fringe benefits remains advantageous only 
to the highly paid. 

Fringe benefit tax is not deductible to the employer. 
It will act as an additional business cost to the employer, 
substantially reducing the incentive to provide fringe 
benefits. A company on a 45 per cent tax rate has to 
produce additional revenue of $1.82 per dollar of fringe 
benefit tax. 

The fringe benefit tax is comprehensive. The Act 
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initially provides a wide range of definitions of what 
is and is not a fringe benefit; and to whom the fringe 
benefit tax applies. 97 The key to the tax is the pro-
vision of a benefit, by reason of employment. The terms 
'employee' and 'employer' are widely defined; applying 
to past, present and future employment. The only major 
exception from the definition of 'employer' is the pro-
vision by a charitable body 98 of a benefit, solely used 
in charitable or religious work of the body. For example, 
the use by the Seventh Day Adventist Church of a car for 
charitable work, as opposed to the use by the Seventh 
Day Adventist Church of a car at Sanitarium Health Food 
Company. Many non-profit bodies will be subject to the 
tax. 

The fringe benefit tax applies to the prov1s1on of 
benefits to associate's of the employee. 99 The benefit 
may be provided by some other party, with whom the em-
ployer has an arrangement. Therefore, a benefit may be 
subject to fringe benefit tax,though it has not been 
provided to an employee, by an employer. 
the provision to an employee's spouse of 
loan by Broadbank, while the employee is 
Apparel Limited. 

For example, 
a low interest 
employed at 

The Act then prescribes rules to affix values to the 
fringe benefits. Certain amounts, ~such as contributions 
by the employee, will be deducted in calculating the tax-
able value of the benefit. Where an employee contributes 
the total value of the benefit there is no taxable valui. 
Where a bnefit has a nil taxable value no fringe benefit 
tax will be payabla For example, where the interest rate 
of a low interest loan, provided to an employee is equal 
to the prescribed rate of interest. 

The treatment of shareholder-employees of a private 
company,lOO illustrates the problems surfacing once leg-

islation is put into practise . The Income Tax Amendment 
(No.3) Act 1986 amended the treatment initially enacted 
to deal with shareholder-employees. The initial legis-
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lation was complex, creating three categories of share-
holder-employees.101 Where a benefit was provided by 
reason of a person 1 s position as a shareholder in the 
company, the benefit was not subject to fringe benefit 
tax. Both the shareholder and company were subject to 
an income tax adjustment. Most companies sort to claim 
a benefit had been provided as part of employment. 102 

If the benefit was within the fringe benefit taxation, 
the company could deduct the expense of providing the 
benefit. As a result, the company though paying fringe 
benefit tax at 48 per cent, was paying less tax overall. 

I 

This occurs as a result of the non-deductibility of the 
expense of providing a benefit by reason of shareholding. 
Effectively, this is equivalent to the company paying 
tax on the benefit at 45 per cent. The value of the n 

benefit is then taxable to the shareholder-employee at 
their tax rate~ 03 The benefit was,in effect,taxed twice. 
Where the shareholder-emplUfe was in the 66 per cent tax 
bracket, a benfit was taxable at a combined rate of 111 

per cent. 

The fringe benefit tax treatment of shareholder-employees 
is now dependent on the extent of the shareholding. 104 

Shareholder-employees that hold less than 10 per cent 
of the shares or voting rights in the company are treated 
as if they held no shares. 105 The benefit is deemed to be 
provided as part of the employee 1 s remuneration. 106 A 
shareholder-employee that owns more than 10 per cent of 
the shares in the company is deemed to be a 'major share-
holder•. 106 The benefit is deemed to be a dividend to 
the shareholder, within section 4(2). The expense of 
providing the benefit is not deductible to the company. lO? 

1. Motor vehicles. 

\0% 
In 1984, 293,000 vehicles were registered by cbmpanies. 

Company cars represent a major avenue of tax avoidance. 
Fringe benefit tax applies to all motor vehicles with a 
gross laden weight of less than 3.5 tonnes. The avail-
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a b i 1 i t y o r u s e o f a m o t o r v e h i c 1 e ~ f o r p r i v a t e u s e ,by a n 
employee or associate is taxable. For example,where an 

employee leaves a company vehicle, locked in his/her 
garage, while he/she is on holiday the car is subject 
to fringe benefit tax, though it will not be used during 
th . t· 109 1s ,me. 

The tax value is calculated on a daily basis. Any 
private use on that day will subject the whole day to 
fringe benefit tax. There are three exceptions from the 
fringe benefit tax of motor vehicles. A limited concession 
is made for 'work related 1 vehicles that meet specific 
requirements. 1 Work related 1 vehicles are vehicles other 
than motor cars, which have the employer 1 s name perman-
ently affixed to the exterior. Taxicabs are exempt from 
the definition of motor car. A Departmental ruling ex-
cludes station wagons with welded down~ or removed 
back seats from the definition of motor car. llO This 
was a practical move in light of the many local bodies 
and businesses that use station wagons as work vehicles. 
For example, the Automobile Association, Tiscos and 
city couoc:i 1 :., offiGe!>!=j .such as the Hydati ds Control 
officer; all of whom made submissions to the select 
committee. Private use of a qualifying vehicle for travel 
to and from work, as a condition of employment, or in-
cidental private use of a vehicle during the work day is 
exempt. 

The use of a vehicle on an •emergency call', outside 
normal work hours is exempt . 111 The call must be requested 
by the employer, a member of the public or a client. 
The service must be essential to the operation of plant 
or machinery of those persons or the maintenance -of -energy 
or fuel to the public. 

The •sales rep• exemption, exempts the use of a vehicle 
for a continuous period. 112 It must be in the nature of 
the employee's work to be regularly absent from home. For 
example, if an employee leaves home at 8am. on day one 
and returns at 11am on day two, tw~ days are exempt from 
fringe benefit tax. Lt\/ u::.r;,,rit 
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The taxable value of the benefit will be effected by 
whether the vehicle is leased, rented or owned. 113 In 
determining the value of the vehicle, the cost price of 
the vehicle is used , if the employer owns the vehicle . 
In all other cases the market value is used. The value 
of non-business accessories are included within the taxable 
value. For example, radios and gas conversions. 114 

An example of how the fringe benefit tax is calculated: 
Employee A has available, the private ues of a company 
car. The car cost $30,000 four years ago, of which A 
paid $10 ,OOO. During the month,s of June ·to S~13tem.ber 
1985, the car was placed in a :.· gafi'~ge . f .or repair work, 
for a week, made two emergency calls and went on a 
selling trip for ten days. During this time A paid 
$20 per week as private running costs. 

1. Number of days the vehicle was made available for 
private use. 

less: days in the garage 7 
emergency calls 2 
business trip 10 

90 

19 

71 

2. Gross value of the benefit. 
115 (71 - 90) X 30,000 X 0.06 = $1,420. 

3 . Contributions to the cost by the employee. 

$20 per week X 12 = 240 
$10,000 X 0.025 = 250 

490 
adjustment: 1 i 420 - 490 =930 taxable value. 

4. Tax payable. 
930 x o.45 = $418.5, that quarter. 

2. Loans. 
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The term loan is widely defined in the Act. 116 It 
includes all credit facilities, except trade credit. 
For example, if an employer advances an apprentice $300 
on tool allowanceJan interest free loan exists. 

A benefit arises when a loan is made available by reason 
of empeyment, at favourable interest rates. The purpose 
for which the loan is made is immaterial. For example, 
a loan to assist relocation of an employee is taxable. 

The taxable benefit is the difference between the pre-
scribed rate of interest and the actual rate of interest 
accruing on the loan, applied to the balance of the loan. 
The prescribed rate of interest is set down each year by 
regulation. 117 Where a loan is made before the 31 March 
1985 that has a non-reviewable rate of interest the tax-
able value is the difference between the non-concession-
ary rate of interest and the interest actually accurring 
on the loan. 118 

An example of how the fringe benefit tax is calculated: 

A receives a house loan from Broadbank on the 1 April 
1985, at a rate 6f interast of 5 per cent. A is an · 
employee of Broadbank. During the second quarter of 
1985 A pays interest of $1,800. For the equivalent 
period, the interest calculated at the prescribed rate is 

-~$5,040. The difference is $3,240. 
3,240 x 0.45 = $1,458. tax payable for the quarter. 

Interest free loans made to employees under share 
purchase schemes, that meet the requirements of section 

119 166 are exempt. 

The outstanding amount on a loan that is forgiven will 
be taxable as monetary remuneration. 

3. Subsidised goods and services. 
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a. Subsidised tansport. 

Subsidised transport provided by an employer who is 
in the business of providing that transport to the public, 
is taxable. The taxable value of the benefit is 25 per 
cent of the highest amount at which similar transport is 
provided to the public, less any contribution by the em-
ployee.120 For example: 

A is an employee of an airline. A pays $50 for an 
airline ticket to go on holiday, on the 30 April 1986. 
The same ticket regularly retails for $450. 

high est price of the fare: 450 x 0.25 = 112.50 

fare the employee pays 50.00 

72.50 
$72.50 x 0.48 = $34.50 tax payable in the quarter. 

If the employer is not in the business of providing 
public transport, but makes an arrangement with some 
other person to provide a subsidised travel benefit, it 
is not within this section. 

b. Residual goods and services. 

The fringe benfit tax incorporates a catchall provi-
sion to subject II any benefit of any other kind whatever, 
received or enjoyed by the employee 11

, to tax. 121 For 
example, discounted goods and services and the provision 
of a home phone paid for by the company for private use. 

i. Goods. 

Goods provided to an emplo¥ee are liable for fringe 
benefit tax if they are provided to the employee at less 
than 'cost to the employer'. For example, A is employed 

by~ ~anufacturer of ·men's shoes. He is able to purchase 
~ pair of shoes .for $70 . . The cost to the manufacturer in 

producing the shoes is ·$50·. ·The shoes are sold for $60. 
There is no taxable benefit. The cost to the employer is 

the purchase price of the goods. 
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If the employer manufactures the goods the cost is the 
lowest arms-length price at which identical goods are -
sold by the employer. If the open market retail selling 
price of the goods is below cost, the · value to the employee 
is deemed to be the retail price. 122 

Where an employee's discount combined with the open 
market discount, results in the goods being offered to the 
employee at less than cost, the goods are deemed to be 
sold at cost. Provided the selling price of the goods, 
before the open market discount, does not exceed $200. 
For example, Bis employed by a whitewear retailer. B 
pays $400 for a fridge on the 7 June 1986. The wholesal~ 
price of the fridge is $800, and the retail price is $1,000. 

cost to the employer 800 
price the employee paid 400 
$50 exemption 50 450 

350 
$350 X 0.48 = $168 tax payable. 

ii. Services. 

Services provided to employees at less than the normal 
market price to the public are liable to tax. 123 

4. Exemptions. 

i. General. 

A $50 per employee per quarter allowance can be deducted 
from the aggregate value of benefits provided. 

Benefits provided and enjoyed on an employer's premises 
are not subject to fringe benefit tax. For example, car 
parking and social functions. -This provision creates an 
anomaly as Christmas parties on the premises for staff are 
not subject to fringe benefit tax, but Christmas parties 
off the premises are. The benefit must not extend beyond 
the premises. For example, if a dentist gives his/her 
receptionist free treatment, the benefit is taxable as 



it extends beyond the premises. 

In defining what is a fringe benefit, certain items 
that are not considered fringe benefits are listed. These 
include the payment of school fees and tuition·or exam 
fees: the payment of premiums on an employee's personal 
accident or sickness insurance 124 and the tru11sportation 
of persons in any vehicle not designed to carry passen-
gers. 

i i . M t t . 125 one ary remunera ,on. 

Benefits provided in cash will usually fall outside 
fringe benefit tax. In some cases, a benefit may not be 
taxable within the fringe benefit tax but will be taxable 
as monetary remuneration. For example, the payment of 
insurance premiums by an employer, on a policy owned by the 
employee. 

The use of a credit card, provided by an employer, 
an employee, for personal use will be taxable. If the 
employee uses the credit card to acquire goods and ser-
vices it will be taxable within fringe benefit tax. If 
the emplcyee is permitted to acquire money with the credit 
card it will be taxable as monetary remuneration. 

iii. Specific sections. 

Sections 68, 69, 72 and 73 are not affected by the 
fringe benefit tax. If a benefit would have been exempt 
if provided as a monetary allowance; it is still exempt 
if provided in goods and services. 126 

iv. Business related benefits. 

Specifically excluded from the fringe benefit tax are 
certain benefits which have a mainly business purpose. 
Such as entertainment of clients, incidental travel ex-
penses while on business, and club subscriptions. 127 
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5. Conclusion. 

The question remains is there any advantage in contin-
uing to provide fringe benefits? 

An employer buys a motor vehicle for $20,000. He/she 
borrows the money at an interest rate of 25 per cent, for 
four years, but plans to dispose of it in two years. The 
monthly payments will be $663. 128 

D . t" 129 y $2200 eprec,a ,on: ear one 
Year two $1760 

In year one the taxpayer will pay $663 x 12 = $7,957. Of 
this approximately $4,633 is interest and $3,324 is prin-
ciple. 
The cash expense is approximately $8,000. 
Tax deduction: 

Interest $4,600 
Depreciation $2,200 

$6,800 
At a tax rate of 0.45, $3,060 is deductible. 
The total after-tax cost is approximately $4,900. 

Assume, the value of the car to the employee is $5,000 

per annum. For a taxpayer in the 0.66 bracket this rep-
resents a before tax payment of $15,000. 
By providing a car the employer is saving $10, OOO. If 
the employer paid this in tax-free dollars the cost would 
be $8,250 (15,000 - 0.45 X 15,000). 

Other factors need to be taken into account in deciding 
what form an employer's remuneration will take. Such as 
the problem of garaging vehicles if they are to remain on 
premises and preventing vandalism. How much disruption 
will be caused to staff relations should also be taken into 
account. A problem may arise as some employees see frtnge 

b~nefits as condition~ of empl~yment. The Kiwifruit Auth-
' 

o r i t y h a v e off e re d em p 1 o ye e s a c a r o r ·:: $ 7 , 0 0 0 . The K i w i -
fruit Authority does not pay company tax so the cost of 
providing the car is not deductible. 130 

There is a cash flow advantage in paying fringe benefit 
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tax quarterly as opposed to PAY~ tax monthly. For example, 
if $100 of tax has to be paid under PAYE $25 per week 
needs to be made available; under fringe benefit taxation 
$8.33 per week needs to be made available. 

Comment: 

The New Zealand fringe benefit tax is unusual in that 
the tax ia levied on the employer. Australia is the only 
other country where this is the practise. Who pays the 
tax is a political issue, as regardless of who the tax is 
levied on it is the consumer and the employee who will 
pay the tax. In the form of higher prices and smaller 
wage increases. 

A theoretical problem in levying the tax on the employer 
is that horizontal inequity is not cured. Employees with 
the same standard of living are still paying different 
amounts of tax. 

A main criticism of the tax is that it taxes the owner-
ship of a business asset rather than the personal benefit 
enjoyed by the employee. 131 If a vehicle is used 80 per 
cent of the day for business purposes and 20 per cent of 
the day for person al purposes , the who 1 e day w i 1 l be s u~b -
ject to fringe benefit tax . A comparision of two business 
assets illustrates the effect of a fringe benefit tax on 
business vehicles: 

cost 
annual depreciation 
FBT: 0.48 x 0.24 x 20000 
total non-deductible costs 
deductible depreciation 

essential business 
vehicle 

20,000 
2 , §JO 0 
2,304 
4, 304 

Pre-tax income required to meet these expenses: 
company 
individual 

0.45 
0.66 

7,825 
12,658.8 

other plant 

20,000 
2, OOO 

2,000 

2,000 
2,000 
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One of the main practical problems with the fringe 
benefit tax will be enforcement, especially with the in-
troduction of the goods and services tax in October 1986. 
Fringe benefit taxation has been termed a 'bureaucratic 
nightmare' . 132 The problems of enforcement are partially 
due to the excessive administration requirements. 133 

Administration of fringe benefit tax cost approximately 
$8.9 million in 1985-86 , with the addition of 415 new 
staff to help cope. 134 That is one dollar for every $11.70 
collected. However, due to a Departmental ruling, that 
nil returns~can be made annually a saving of $2.3 million 
will be made on administration, due to a decrease in staff. 135 

WHAT HAS BEEN THE EFFECT OF FRINGE BENEFIT TAX? 
In the first year in which fringe benefit tax was oper-

ative $103.9 million was collected! 36 only 8 per · ce~t of 
employers paid the tax, 92 per cent remained untouched. 
THe fringe benefit tax paid was comprised of 78per cent 
motor vehicles; 20 per cent loans and 7 per cent travel 
and setvices~37. Government departments and organisations 
paid $16 million in fringe benefit tax. 

B. United Kingdom. 

The United Kingdom has been subject to comprehensive 
tax reform since Part IV of the 1948 Finance Act. The 
approach of the United Kingdom to the provision of fringe 
benefits is based dn two categories of employee: those 
employees who earn less than 18,500 per annum and those 
employees who earn more than L 8,50el per annum and direc-
tors. There is some overlap, for example, the taxation 
of accommodation. 

The legislation modifies the general approach,that a 
benefit is only taxable if tt is convertible to money. 
f~e benefit is taxable on the second hand value. 138 For 

1 139 l . ..1 d example, in Wi kins v. Rogerson an emp oyer prOVl!Je 
an employee with a new suit. The court held the suit was 
assessable on the second hand value of the suit (ie. one 
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third of the cost). 

Where a fringe benefit is provided, that is subject 
to tax, the tax will be levied on the employee, at that 
employee's personal tax rate. 

1. Vouchers. 

In 1975, legislation was enacted to deal with the use of 
Vouchers. l 4o A h .d d b l t vouc er prov, e y an emp oyerJ o any 
employee,that is exchangable for goods, services or money 
is taxable. 141 The taxable value is the cost to the em-
ployer, less any payment by the employee. 

Relief is provided where the voucher has a substantial 
b . b . 142 us,ness as,s. 

Where no voucher is provided, but the benefit is still 
provided, there is no assessment under this legislation. 

In 1982, this legislation was modified. Credit tokens 
were added. 143 · ·.Travel tokens to lower paid employees 144 

and Her Majesty's Forces 145 were exempted. 

2. Living accommodation. 

Up to 1977, an employee was assessable on the benefit 
of a ·rent-free residence, if the residence was 'beneficial' 
and not 'representative•. After the case of Langley v. 
Appleby 146 in 1976, a review of the legislation took place. 
In Langley, the occupation of a police house was held to 
be •representative• not beneficial, and therefore tax-free . 

In 1977, the law was amended to provide for the taxation 
of all rent-free accommodation. 147 The taxable value is the 
market value of the accommodation less any contributions 
by the employee. 
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Three major exceptions to this general rule exist. 
Firstly, where the nature of the employment necessitates 
th . . f d t. 148 F 1 . th e provision o accommo a ,on. or examp e, ,n e 
case of a caretaker or boarder mistress. 

Secondly, where it is the practise to provide accommo-
dation to employees in that class of employment, and en-
ables the employee to better perform the duties. For 
example, in the case of farm workers. 

Thirdly, where accommodation is provided for the safety 
of the employee. 

Where the accommodation is provided for personal reasons, 
by an individual,it is exempt. 149 Where a local authority~ 
is the employer and the accommodation is provided on the 
same terms to the public, it is exempt. 150 

Additional tax is payable by higher paid employees where 
the accommodation is valued at greater than 175,000. 151 

This provision only applies if section 33 is also applic-
able. The taxable value is the 1 additional value• of the 
accommodation, calculated by applying the benefit loan 
rate (at present 12 per ·cent). A deduction is made for 

t "d 152 any ren pa, . 

The employee is able to claim a 
or any part of the additional tax, 
accommodation is used for business 

3. Miscellaneous. 

deduction for the whole 
to the extent the 

153 purposes. 

Up till 1982, the provision of medical insurance for 
the employee and family was assessable, within Schedule E. 
From 1983, it is only assessable to directors and higher 

154 paid employees. 

The provision of share 
a more generous treatment 
introduced _155 

, 

options is taxable. 155 In 1984, 
of approved share options was 

LA./ Ll3RA Y 
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Certain restricions -apply for the more generous scheme 
to apply. For example, the shares must not be subject 
to any special restrictions and must be part of the fully 
paid-up ordinary share capital of the company. 

The reimbursement of employee tuition and exam fees are 
assessable to the employee. The provision of creches and 
recreation facilities are also taxable. 156 However, in-
house creches, available to lower paid employees are exempt. 

4. Directors and higher paid employees 

Tax avoidance at the higher paid level of the employ-
ment strata has taken the form of excessive expense allow-
ances and the provision of fringe benefits. As a result 
section 60 to section 72 of the FA 1976 was enacted. The 
new legislation covers all agencies, including charitable 
and non-trading bodies. 

Higher paid employees are those employees whose emolu-
ments are in excess ofi 8,500 per annum. In calculating 
an employee's emoluments all vouchers, cash payments and 
benefits,in general, are included. 157 The legislation 
is applicable to directors, whatever their salary. A 
director will rate as higher paid unless he/she has no 
material interest in the company (ie.5 per cent), and 
either wor~ full-time or the company is non-profit making 
or a charity. 

a. Expense allowances. 

The provision of expense allowances is taxable to the 
158 employee. All payments of ·expense allowances and re-

imbursing allowances are taxable .. ' Tile only expense not 
caught is that met by the employer. 

The onus is on the employee to claim deductions for -
sums actually expended; within the Act. A deduction is 
prohibited for entertainment unless it involves an overseas 
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customer and the expense is reasonable. An exemption 
also exists were entertainment is provided for staff, 
and is not merely incidental . 159 

b. Fringe benefits. 

Section 61 of the FA 1976 provides for the taxation 
of ancilliary accommodation services, domestic or other 
services, or benefits, or facilities of whatsoever nature. 
The employee is taxed on the monetary equivalent of the 
benefit, 160 usually cost. 161 An adjustment is made to the 

employee's SchedJle E coding to cope with the increase 
in assessable income. 

The expense of providing the benefit will be deductible 
to the employer, where it can be shown the expense was a 
business expense. 

A benefit will be assessable to the emp1oyee whether 
provided to the employee or his/her family,or household. 162 

i. Exemptions 

Expenses incurred by an employee in providing accommo-
dation supplies or services used on the premises, by the 
employee,during the course of employment,are exempt. 163 

For example, an employee is not taxable on the value of 
office furniture provided. 

The provision of meals in a cafeteria 7 to all employees 
is exempt. 164 

ii. Motor vehicles. 

In 1975, 94 per cent of top managers in the United 
Kingdom were receiving the private use of motor vehicles, 
as part of their remuneration. 165 
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The private use of a motor vehicle is taxed, on a less 
restrictive regime than in New Zealand. Since 1976, a 
scale has been used to value the benefit, based on the 
cost, size and age of the car. Appendix A. The tax is 
levied on the employee and a reduction is made for any 
employee contribution. 

An assumption is made, that the greater the mileage 
of a vehicle, the greater the business use. The taxable 
value is reduced by 50 per cent if the car travelled more 
than 18,000 miles during the year, and increased by 50 per 
cent (ie. 150 per cent in total), if tlle ·ca-r travelled ·. · ·· 
less than 2,500 miles. The taxable value is also increased 
by 50 per cent if the car is provided as afamily car or 
second car, to the employee. 

An exemption exists where a car is provided as part 
166 of a car pool. Where any private use is incidental 

to the business use, the benefit is not taxable. 

a. Fuel. 

In the case of Richardson v. Worrall, Westall v. Mac-
Donald,167 the use of a credit card to purchase petrol 
for private use was taxable as an emolument of employment. 
The provision of free petrol for private motoring is tax-
able to the employee. 168 There is no reduction in the 
taxable value for any contribution made by the employee. 
A scale of charges is used to assess the taxable value. 
Appendix A. A similar 50 per cent reduction and addition, 
is made based on the mileage travelled. 

iii. Loans 

The provision of a loan to an employee or relative, 169 

at favourable rates of interest is taxable to the employee. 170 

This provision does not cover the granting of a loan to 
an ex-employee. The taxable value is the differ.ente 
between the amount of interest that would have been paid 
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at the official rate and any interest that was paid. 171 

For example, A borrows zS,000 from his/her employer. On 
the 30 June A repaid14,000, but borrowed anothert5,000 
on the 3 September. At the end of the year of assessment 
,t9,00 is outstanding. A pays 152 of interest. The official 
rate is 12 per cent. 

1. Average amount outstanding during the year. 
}8,000 +) 9,000 =JB,500 

2 
18,500 X 0.12 =)1()2. 

2. Tax payable 
j 102 - J 52 = J 50. 

A de minimus exception operates where the cash equiv-
alent of all such loans is less thani200. 172 

The purpose for which the loan is made is material. 
The provision does not apply where the interest paid,on 
the loan,is deductible from total income. 173 Cheap 
house loans below)30,000 remain tax-free. 174 

Where a loan is waivered the amount waivered wi11 be 
taxable, regardless of the interest r~te at which the loan 
is charged. 175 

iv. Accommodation - ancilliary services. 

Where an employee occupies accommodation rent-free, 
that is within one of the three exceptions of living acc-
ommodation, the taxable value of ancilliary Ser-vices is 
limited. 176 Ancilliary services in the form of heating, 
lighting, cleaning, repairs, maintenance, furniture and 
other effects normal for the d~mestic occupation are only 
subject to 10 per cent tax. 177 Where the exemptions do 
not apply,the entire value,less any contribution by the 
employee, is taxable to the employee. 
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C. Australia. 

In July 1985, the Hawke government held a 'Tax Summit'. 
One of the results of the Summit was the enactment of com-
prehensive fringe benefit tax legislation, That legisla-
tion came into force on the 1 July 1986. 

Four separate acts were enacted. Had the legislation 
been incorporated in the existing legislation constitu-
tional problems may have arisen. The tax is placed on the 
employer. Expenditure· is taxed rather than income. 

The Fringe Benefit Tax Assessment Act 1986 is the main 
act. It provides for the assessment and collection of the 
tax. 

The Fringe Benefit Act 1986 declares the rate of tax 
to be 46 per cent during the transition phase, 178 then to 
increase ,to 49 per cent. This Act formally imposes the 
tax on theemployer. 179 

The Fringe Benefit Tax , (Mis,::ellaneovs _Porvisions) [\ _et 
1986 :'·amenrls other acts. 

The Fringe Benefit Tax (Application to the Commonwealth) 
Act 1986 ensures Commonwealth departments and authorities 
are subject to the tax, as if they were separate corporate 
employers 

The Australian legislation draws largely on the New 
Zealand approach. There is an extensive definition pro-
vision A fringe benefit will arise when a benefit is 
provided by reason of employment, either to an employee 
or associate. 180 The benefit can be provided under 

t ·th th employer. 181 arrangemen w, ano er an 

1. h . l 182 Motor ve ,c es. 

The private use and availability of a company vehicle 
is taxable to the employer. The tax is applicable to any 
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vehicle which has a carrying capacity of less than one ; 
tonne or fewer than nine passengers. The frin93benefit 
tax does not apply to taxis, panel vans, utilities and 
other commercial vehicles not specifically designed to 
carry passengers, if an employee's private use is solely 

183 work related. For example, the use of a vehicle by a 
sales rep. 

The employer has the choice of two methods to calculate 
the taxable value of each car benefit. 184 

a. Statutory formula method. 
~ 

185 

The base value is the original puchase price of the 
vehicle, including the cost of any non-business accessor-
ies. The base value of a leased vehicle is the market 
value at the time the lease commenced. If the vehicle 
has been owned or leased for four years the base value 
is reduced by one-third. 

The statutory formula is a percentage of the base value 
of the vehicle according to the total number of kilometres 
travelled in the year. Appendix A. The taxable value is 

reduced by the number of days in the year when the veh-
icle was unavailable for private use, and by any contri-
butions made by the employee. There is an onus on the 
employer to keep records of expenses. 

For example, 
original cost of a vehicle 
taxable value: 
employee benefit: 0.24 186 (29,000) 
less employee contribution 

taxable value 
6,460 X 0.49 = $3,165.4 

quarterly instalments of $791.35 

29,000 

- 5,960 
500 

6,460 

b . 
. h d 187 Actual operating cost met o . 

The taxable value is the private usage proportion of 
the actual cost of operating the car during the year. An 
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election must be made to use this method. The operating 
costs include running expenses and maintenance, financing 
costs and other costs. An example of the calculation is 
provided in the Appendix A. 
For example, 

total motor vehicle expenses 
total mileage is 25,000 km of 
that 60 per cent is private 
private proportion of motor vehicle 
expenses 
less employee contribution 

taxable value 
7,500 x 0.49 = $3,675 tax payable 

quarterly instalments $918.75 

13,000 

7,800 
300 

7,500 

In most cases, where private use of the vehicle is great 
the statutory formula method will be more advantageous to 
the taxpayer. Both methods ·are less stringent than the 
New Zealand provision, catering for more variables. For 
example, private use and age~ 

2. Loans. 

A loan provided at favourable rates of interest, by 
188 reason of employment is taxable to the employer. The 

taxable value is the difference between the lowest rate 
charged by the Commonwealth Savings Bank for housing loans 
and the interest actually accruing. 189 Loans at fixed rates 
of interest granted before the 1 July 1986 are subject to 
the Commonwealth Savings Bank housing loan that prevailed 
in the year the loan was granted. 

made by an employer solely to enable 
employment expenses there is no 

If an advance is 
an employee to meet 
taxable benefit. 190 For example, where a trainee chef is 
required to purchase German knives to undertake the train-
eeship. 
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3. Subsidised goods and services 

a. Subsidised transport. 

Free or subsidised transport provided to an employee 
on a passenger aircmft is taxable. 191 Where the employee 
does not fly on a stand-by basis, the benefit is valued 
as aresidual benefit. Where the benefit is provided on 
a stand-by basis the value of the benefit is 37.5 per 
cent of a standard economy fare, less the amount paid by 
the employee 192 The Chairman of Quantus, Mr J Leslie 
estimates this provision will cost them $33 million in 
the first year. 193 

b. Subsidised goods. 

Where an employer is in the business of providing the 
same goods to the publ t c, the taxable value of the employee's 
benefit is the amount by which 75 per cent of the lowest 
price to the public exceeds the price paid by the employee. 194 

195 In other cases, the value is the cost to the employer. 

4. Housing. 

A taxable benefit arises when an employee is able to 
use accommodation p~ovided by an employer, as his/her 
usual residence. 196 The taxable value is the market 
value of the right to occupy the accommodation, less 
any rent or other consideration paid by the employee. 197 

Where a benefitis provided to an employee of a 
government or non-profit body, in caring for a person 

198 needing home Ccttethe benefit is exempt. 

Where housing is provided in an remote area a de-
duction is made of 40 per cent, or a statutory formula 
is used to calculate the value. 199 
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5. Exemptions. 

A $200 per annum per employee exemption exists in 
respect of benefits, in the form of airline transport, 
goods and residual benefits. 200 

The provision of home to work transport by an employer 
201 who carries on a public transport business is exempt. 

Recreational and creche facilities on the premises 
of the employer are exempt. There is no overall on 
premises exemption. 

~ 

The Australian government expects to receive $320 
million in 1986 from this legislation. 202 

6. Expense allowances. 

The government believes the payment of excessive 
allowances as a means of compensating an employee is 
just as offensive as fringe benefits. 203 

a. Entertainment. 

The Legislature has taken the view that the most 
effective way to counter excessive deductions is to 
prohibit them altogether. The Tax Laws Amendment 
(No.4) Act 1985 prohibited the deduction of entertain-
ment expenses, the provision of food and drink, and 
any travel or accommodation facilitating entertainment, 
after 19 September 1985, regardless of the business 
re l a t i on . 2 O 4 C t rt u i n e e i;; ~ t i on s we re ma .de w he re the 

~ ... . . 
entertainment is provided to the sick and disabled, 
for the provision of food and .drink during normal 
work hours and for promotional entertainment provided 
to the public at large. 

New Zealand has not adopted this approach to ex-
pense allowances. Perhaps this will be a future 
approach by government. 
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D. United States. 

The prov1s1on of fringe benefits has inoreased 
over the last ten years. 205 Jn a survey of 465 cor-
porations, in 1981 68 per cent provided company cars; 
in 1983 80 per cent provided company cars. 206 

By 1983, 14 per cent of employment compensation 
was provided in non-monetary form. 207 Nearly half of 
this was in the form of pensions and health insurance. 
It is estimated if the fringe benefits were taxed in 
the United States, tax revenue would increase by $100 
b ·11· · " 208 , , on. 

The underlying basis to the taxation of fringe bene-
fits has been, that only benefits that threaten the 
integrity of the tax system should be subject to tax. 
This principle recognises that some benefits are so 
enmeshed in the work place they should not be taxed. 
Where a fringe benefit tax does exist it is levied on 
the employee. 

1. Tax authorities. 

A disarray among,taxing authorities in the United 
States has thwarted a comprehensive approach to the 
taxation of fringe benefits. The authorities have 
been inconsistent in their interpretation of what 
constittutes a taxable personal benefit, causing 
widespread confusion. 209 Taxpayers have attempted to 
take advantage of the absence of national guidelines, 
especially during the moratorium on fringe benefit 
regulations. At apractical level, the taxation of 
fringe benefits has been determined by individual 
Internal Revenue Service agents, at the local level. 

The four main authorities involved in the confusion 
are the Internal Revenue Service and Congress, Treasury, 

d h S ·t· E . C . . 210 an t e ecur, 1es conom,c omm1ss1on. 
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The 1970 1 s represented a period of controversy in 
regard to fringe benefits. An inquiry by the Joint 
Committee on Internal Revenue Taxation, into the 
affairs of President Nixon, focussed greatly on f hinge 
benefits he gained while in office. 211 For example, 
the personal use of government air transport by Nixon's 
family and friends. The Committee focussed on whether 
Nixon received an economic benefit from the flights. 
They held he did. 

In 1975, the Treasury promulgated draft regulations 
for the taxation of fringe benefits. 212 Treasury reg-
ulatio ns are an important part of the tax scheme. The 
regulations covered a diverse group of benefits, pro-
vided by employers, currently not within the Internal 
Revenue Code 1954. The regulations focussed on the 
cost to the employer of providing the benefit and the 
purpose for which the benefit was provided. 213 

On the 17 December 1976, the regulations were with-
d~n, due to widespread criticism. 214 The Internal 
Revenue Service objected to the regulations as being 
to lax. 215 The Commissioner of the Internal Revenue 
Service,Mr Kurtz warned, if Congress did not act to 
tax these fringe benefits, they would issue a direc-
tive to tax fourty fringe benefits, presently not 
taxable. 216 

In 1978, Treasury issued a second draft of regu-
lations. In response Congress issued a moratorium 
on the issuance of fringe benefit regulations, till 
1983. In June 1978, the House Ways and Means Commit-
tee reviewed the position of tax perks. They failed 
to make any recommendation before going out of exist-
ence , 217 

The moratorium on the issuance of regulations was 
extended till 1 January 1984, on the basis that Con-
gress would then act. Congress in extending the 
moritorium stated 218~ ... tu he tax treatment of fringe 
benfits is among the m0st complex and emotional 
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lproblem~ that face Congress. 11 

While the Internal Revenue Service and Treasury 
were prohibited from promulgating fringe benefit reg-
ulations, the Securities Economic Commission (SEC) 
continued to pursue fringe benefits. The SEC'S main 
concern was the excessive use of benefits within a 
corporation, not disclosed to shareholders. 219 The 
SEC used tax terminology in its pursuit, but not the 
principles, causing confusion. 

Three weeks after the Presidential elections, in ... November 1984, a plan for radical revision of the tax 
system was announced. A national debate on tax reform 
was scheduled for 1985. Since 1980, Congress had 
been decreasing the personal tax rates. In President 
Regan's 1985 address, thetourteen existing tax rates 
would be reduced to three, with a maximun level of 
35 per cent for those earning above $42,00o. 220 

In the past, attempts to combat fringe benefits have 
been restrained due to widespread opposition. 221 Con-
gress has made only minor reforms. 222 One area of 
reform has been in the area of business expense deduc-
tions. 

a. Entertain 1n ent. 

There.has been a definate restriction in the deduc-
t · o n o f b u s i n e,s s e n t e rt a i n me n t e x p e n s e s . As f r o m t h e 
!January 1986 there will be no deduction for business 

. h d . l b · tt · 223 meals, unless furn,s e ,n a c ear us,ness se 1ng. 
\ Where business meals are incurred in an ordinary and 

necessar/ manner, with a clear business setting the 
first $25 per person is deductible. Thel'b3.fter only 
50 per cent of the excess is deductible. 224 The 
t r a d i t i o n a l t h re e ma rt i n i 1 1 l u n c h h a s b e co m e1 · 1 t h e o n e 

·and a half martini lunch. There is no deduction for 
lavish or excessive expenditure. 
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As the law was,all types of entertainment expenses 
were deductible ·,, where a reasonable business connec-
tion could be demonstrated. Even if less time was devoted 
to business or there was no business discussion. In 
contrast, the presence of any personal benefit is deem-
ed sufficient to disallow a deduction to an individual. 
As a result the law favoured the limited class with 
the flexibility to arrange their affairs. 225 · 

The tax system has encouraged excessive and wasteful 
expenditure. For example, it costs nothing extra to 
take a business associate to the theatre, if it serves 
little or no purpose. The attendance of the business 
associate permits the taxpayer to claim both tickets 
as deductible. 

b. Travel. 

To deduct business expenses of travel, it must be 
shown the expense was 'reasonable and necessary' to 

h b · 226 I th f f t e us,ness. n e case o overseas con erences 
it must be shown it is as reasonable to hold the con-
f . "d N th A . 227 Th" erence overseas as 1ns1 e or mer,ca. 1s 
restiction attempts to curtail board meetings on 
cruise ships and such like. 

3. Deficit Reduction Act 1984. 

The Deficit Reduction Act ended the moratorium on 
the issuance of fringe benefit regulations and pro-
vided a guide to the taxation of fringe benefits. 
The Act set out four major exemptions to the inclu-
sion of fringe benefits within .an employee's gross 
. 228 income. 

Firstly, where there is no additional cost to pro-
229 viding the service, including foregone revenue. 

For example, stand-by flights provided to airline 
employees. The employer has to be in the business of 
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providing that service to the public. It is suggested 
that this exception creates false no cost situations. 230 

For example, where an employee is given shares in a 
company, through the creation of more shares. It 
would appear there is no cost. However, there is a 
cost as the value of other shareholder's shares in the 
company are reduced in value, as there are more shares 
available. 

Secondly, qualified employee discounts on goods 
and services, provided in the course of the business 
are exempt. 231 For example. the provision of dis-.,. 
counts to retail staff. The exemption is limited is 
terms of how much discount is allowable. 

These two exemptions will apply only to higher paid 
employees if the benefit is available to all employees 
on substantially the same terms. 232 The non-discrim-
inatory provision is very important. It underlies 
the focus of Congress that no employee should be 
favoured over another because of their level of employ-
ment. 233 

Thirdly, where the fringe benefit is part of a 
234 working condition it will be exempt. The benefit 

must be an 'ordinary and necessary' business expense. 
For example, the use of a company car by a sales rep . 

. Fourthly, where the benefit is so small it makes 
accounting for it unreasonable and administration 

. 1 . t . t d . . · 2 35 F impract,ca , 1 1s exemp as e m1n1m1s. or 
example, personal use of a photocopier. 

This rather lax approach to the taxation of fringe 
benefits has been justified on the ground that low 
and middle income earners should be given the oppor-
tunity to enjoy untaxed economic benefits. Thus 
counter-balancing the untaxed benefit that high income 

1 . d 237 earners have for so ong enJoye . 
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4. Motor vehicles. 

The personal use of employer provided motor vehicles 
is taxable to the employee. 238 The exemption rules in 
the Deficit Reduction Act are applicable to vehicles 
to exclude insignificant private use and use of the 

h . l k' d't' 239 ve ,c e as a wor 1ng con, ,on. 

A specific exemption exists where the employer 
provides a commuter van or bus to transport employees 
to and from work, if non-discriminatory. 241 The 
provision must be in addition to any compensation ... 
otherwise payable to the employee. 

5. Loans. 

The provision of loans at favourable interest rates 
provided to employees are taxable. 242 The loan is 
re-characterised as an armslegth transaction, in ex-
change for a note bearing the statutory federal rate 
of return. The employee has to pay the interest at 
that rate. 

A de minimis exception exists for loans not prin-
cipally designed for tax avoidance. 

6. Cafeteria plans 

Cafeteria plans arise where an emplwer allows an 
emp~yee to choose between cash and a range of benefits 
for that employee's compensation. 243 Since 1 January 
1984, the plan has been limited to the selection 
between cash or non-taxable statutory benefits. 244 

Where non-taxable benefits are chosen, they are not 
taxable to the employee. Cafeteria plans are non-
applicable to highly compensated employees if the 
plan is discriminatory. 244 In effect, section 125(d) 
allows employees to choose benefits without jeopard-
ising the benefits non-taxable status, if non-discriminatory. 
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7. Miscellaneous. 

On premises athletic facilities operated by the 
245 . employer are exempt. Meals provided on premises 

246 at the employer's convenience are exempt. Board 
as a condition of employment on premises is also exempt. 247 

Congress exempts certain other benefits, specifically, 
h t . 1 248d t . . . sue as group erm insurance pans an cer ain inJury 

. k b f·t 249 or sic ness ene i s. 

In President Reagan's recent tax proposals, he 
proposes to place a tax on health care benefits. This 

... 
is one of the most controversial elements of the pro-
posals. As a result, extensive lobbying has taken 
place. 250 The main argument of opponents is the saving 
to the State of private provision of health care. As 
the Chairman of the United States Chamber of Commerce 
stated, 251 ... 11 (it has ) enabled the nation to avoid 
the burdens and chaos of a broadly based national 
health system. 11 

E. Summing Up. 

There are three principles any tax legislation hopes 
to achieve, these are certainty. equity and efficiency. 
These principles are of special importance in a self-
assessment tax, such as this. Legislation which achieves 
these principles will enhance compliane. The question 
arises : does the New Zealadd fringe benefit tax legis-
lation meet these principles? It does not due to the 
excessive administration requirements and what many 
find, in the business sector, complex legislation. 

The imposition of a tax, usually has certain social 
aims. These aims must be visual in the legislation 
enacted. As Mr J.Howard said recently, 

... 'i)] he realistic tax reformer must recognise that 
, our system :i.si:not just a means of raising revenue. It 
is a1so a social and economic instrument. A path to 
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t f th t d t . th' . d d 252 ax re orm a oes no recognise 1s 1s oome . 
This is one of the errors in the New Zealand legis-
lation in that in its drawing up some of the principles 
behind the tax were lost, such as the desire to only 
tax those benefits that represented a significant 
means of tax avoidance. The legislation enacted also 
subjects many benefits enjoyed by low income earners 
to taxation. As a result, the employer will be unable 
to continue providing these benefits. It will be these 
benefits that are disposed of first. In contrast the 
United Kingdom and United States legislation makes 
allowances for the provision of benefits to the lower 

.... 
income earner. 

The United States legislation is a good example 
of a more practical attempt at taxing fringe benefits. 
The New Zealand legislation is generally the most re-
strict in the taxation of fringe benefits,of all the 
jurisdiction considered. For example, in the method 
of valuing, the taxable value,of the private use of 
a vehicle. If the legislation is to be enforced 
strictly some modification in the existing regime 
should be made, especially as regards the approach to 
business related assets. However, in light of the 
goods and services tax to be enacted in October it is 
unlikely alot of effort will go into the enforcement 
of the fringe benefit legislation. 

V CONCLUSION 

The fringe benefit tax has highlighted the range, 
extent and economic value of the fringe benefits that 
existed in the New Zealand business sector. It has 
also raised broad policy questions such as to what 
extent employers should be encouraged to act as pro-
viders of welfare benefits. 

The fringe benefit tax has effected the means by 
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253 which an employee is compensated. With the addition 
of the goods and services tax to fringe benfits it is 
likely all~but the very senior employees,will be re-
munerated solely in the form of money. For example, 
presently the fringe benefit tax on a $20,000 car is 
$2,304 per annum, with the introduction of the goods 
and services tax an additional $480 will be payable. 

It is unlikely fringe benefits will be completely 
eliminated. Some fringe benefits should be encouraged 
to help make worker's lives more cogenial. Of course 
as with any new tax new methods of avoidance will 

~ emerge. 

As Professor Sandford said: 
Whoever hopes the perfect tax to see 
Hopes that ne'er was, nor is,nor e,er shall be. 
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APPEf'1DIX A. 

Table 1 · Scales for the Calculation of Car and Fuel Benefits: U. K. 

Carbenefits:1987-88 
Business use up Business use over Business use 
to 2.500 rniles pa 2.500 miles pa hut 18.000 miles pa 
or add1t1onal car under 1 8.000 miles or over 

UndC>r 4 vrs old Under 4 vrsold Under 4 vrs old 
4 vrs old or more 4 vrs old or morC> 4 vrs old 01 more 

Original marke t value 
up to £19,250 [ [ [ f £ £ 
1':'100 cc or less 787 !iO 525 00 52 ~) 350 262 50 175 00 
Over 1 .400 cc up to 2.000 cc 1.050 00 705 00 700 470 350 00 235 00 
Over 2.000 cc 1.650 00 1,087 50 1,100 725 550 00 362 50 

No cylinder capactly 
Under £6.000 785 50 525 00 525 350 262 50 175 00 
£6.000 or more. hut under £8.500 1.050 00 705 00 700 470 350 00 235 00 
£8.500 or more. bu t no t more 

than £19.2 50 1.65000 1.087 50 1.100 725 550 00 362 50 

Original market value 
over £19,250 
Over £19.250 up to £29.000 2. 175 1.455 1.400 970 725 00 485 00 
Over (29.000 3.450 2,295 2.300 1.530 1.150 00 765 00 

(E4.607) 

Business Business use 
Car fuel benefits use under 1 8.000 miles pa 

1 8.000 miles pa or over 

£ ( 

Cylinder capacity : 1 .400 cc or less 480 240 
Over 1 .400 cc up to 2.000 cc 600 300 
Over 2.000 cc 900 450 

Original market value : Under £6.000 480 240 
(rf no cylinder capaci ty) £6 OOO or more bu t under £8.500 600 300 

£8.500 or more 900 450 

CAR BENEFITS FOR 1986-87 

TABLES A AND B 
Cars with original market value up to £19,250 

.Cylindes:.capacity.of car 
·~··in·cubiccentimetres, ·,. ,, 

Age of car at end of relevant year of 
assessment 

1,300 cc or less (less than £6,000)* 
1,30 I to 1,800 cc (£6,000-£8,500)* 
More than 1,800 cc (£8,500-£19,250)* 

• Where car has no cylinder capacity. 

Under 4 years 

£450 
£575 
£900 

TABLE C 

4 years or more 

£300 
£380 
£600 

Cars with original market value more than £19,250 

Original market value of car Age of car at end of relevant year of 
assessment 

Under 4 years 

More than £19,250 but not more than £29,000 £1,320 
More than £29,000 £2, I 00 

-----·-----

4 years or more 

£875 
£1,400 



APPENDIX A. 

Table 2. Statutory Formula Scales: Australia. 

The following table sets out the percentages that will apply: 

Total Kilometres 

Less than 25,000 
25,000 to 40,000 
More than 40,000 

.. 

Taxable Value as % 
of Original Cost 
to Employer 

24 
16 

8 

Tax Payable as % 
of Original Cost 
to Employer 

11.0 
7.4 
3.7 

Table 3. Calculation of Operating Costs :Australia. 

CAlffAX CALCULATION 
(co11tribu1cJ l>y Ern,t &. Wh111111:y. l'h.1rtc1c:J Ac,LluntJBI>) 

Ta" cu111pari,on 111tllu1 vt!11ick -
Motor vchidc cxpc::nsc:: worl..,hco.:t 

f<ulllllll}; d, 111/lllllt'IIWICI! t'.l{Jt'll.lt'l 

Pctrnl & oil 
Regular service 
Rc:patrs 
Tyre,, battcric, 

Total running & maintc11a1Kc cxµcn,c, 

Fi11,111ci11i; cmts 
1111.:rest or lca,c d1a1gc, 
Dcprcciat1un 

Total finam:ing w,t, 

Otha cwts 
Insurance & rcgi,trauon 
C.11 washt:s 

Total uthc, expcn,c, 
Total molOr vcl111.:k cxpcn,c, 

Bt-.lW .\18i 

$ 

I J 'JK t)(I 
1,7211.lltl 

II .IHI 
4:ill .00 

7 ,.JK~ ll\l 
() ()() 

l , lm.tKJ 
().l)() 

$ 

---
3,568.UO 

7,482.00 

1. IIXI IXI 
~ 12, l.~O ll\l 
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