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Fringe Benefits Tax and Rural Health

SUMMARY

The imposition of Fringe Benefits Tax on organisations delivering rural and remote
health services – even with the proposed exemption of the first $17,000 in benefits
(grossed-up) – will have a severe impact on those services.

The provision of fringe benefits as part of salary packages has been essential to the
attraction and retention of qualified professional and other staff for the delivery of rural
and remote health services.  Many of these packages go well beyond the proposed
exemption limit.

The imposition of Fringe Benefits Tax will require organisations to do one of two
things, both of which would adversely impact on service delivery.  They could divert
funds directly from service delivery to payment of the tax.  Or they could reduce the
value of salary packages to employees and so adversely impact on their ability to attract
and retain staff and, in this way, reduce their ability to provide services.

This is against a background of health outcomes being considerably worse in rural and
remote areas than in the major cities, partly reflecting poorer access to health services.
Increasing recognition of this issue has resulted in a range of Government initiatives to
increase the number of health professionals, particularly doctors, available in rural
areas.  Imposition of Fringe Benefits Tax could render these measures ineffective and
should therefore be seen as an unintended and avoidable consequence.

This paper discusses the rural health impact of the proposed measure, and suggests a
number of modifications to the proposal which could avoid this adverse impact on rural
and remote health.

THE PROPOSED MEASURE

At present, Public Benevolent Institutions are exempt from Fringe Benefits Tax,
reflecting the community services, such as health services, provided by those
organisations and the limited funding options they have to pay such a tax.

The Government is proposing to replace this general exemption with an exemption for
only the first $17,000 (grossed-up) of fringe benefits provided to any one employee.

The measure is a revenue-raising measure, announced as part of the Government’s Tax
Reform package, with additional revenue of $240 million expected in its first year of
operation (2000-01).  It also reflects concerns that salary packaging among exempt
organisations has become excessive – the Government’s tax reform statement refers to
“over-use” of the concessional FBT treatment.



The $17,000 figure was calculated on the basis of the fringe benefits involved with the
provision of a 6-cylinder motor vehicle, plus some additional minor benefits.  This
would seem to imply that the Government considers the provision of any further
benefits as “over-use”, a view that clearly fails to recognise the needs of service
delivery in rural and remote Australia

•  media reports suggest that the Government is considering exempting restaurant
meals and corporate car parks.

The “grossing-up” calculation makes the proposed limit seem more generous than it
actually is.  The limit effectively means that fringe benefits costing the employer in
excess of only $8,755 will be subject to the tax.

As at early September 1999, legislation has yet to be put before the Parliament on the
matter.

RURAL HEALTH IMPLICATIONS

Health outcomes among rural and remote Australians are considerably worse than
among their metropolitan counterparts.  For example, life expectancies for males are
one year longer in the capital cities than in rural areas, and four years longer than in
remote areas.  For females, the differences are half a year and nearly four years
respectively.  Similarly, death rates in capital cities are some 5% lower than in rural
areas, and 20% lower than in remote areas.  These are significant differences by any
measure, and justify a considerable national effort to redress them.

These poorer health outcomes reflect a variety of factors, of which poorer access to
health services is a major one.  For example:

•  capital city residents are some 40% more likely to see a GP in a year than are rural
residents, and 95% more likely to see a GP than are remote residents;

•  capital city residents are some 60% more likely to see a specialist in a year than are
rural residents, and 188% (nearly three times) more likely than are remote residents;
and

•  the density of community pharmacies is 18% greater in capital cities than in rural
areas, and 122% (more than double) than in remote areas.

Health service delivery organisations have adopted a range of often highly innovative
strategies to seek to provide rural and remote Australians with health services.  The
Royal Flying Doctor Service is one of the best known in this regard.

Ultimately, however, access to health services requires the presence of health
professionals and other staff in rural and remote areas.  The shortage of doctors in rural
and remote areas is widely known; similar shortages apply to other health professionals.

Increasing recognition of poor rural health outcomes and the role that limited access to
services plays in generating those outcomes has led to a range of initiatives at all levels



of Government to seek to improve access to health services by rural and remote
Australians.  For example, the 1999-2000 Commonwealth Budget included a range of
initiatives costing $171 million over four years, including measures to assist in the
recruitment and retention of necessary health professionals, particularly doctors.

To attract and retain staff, organisations have found it necessary to offer salary packages
with a considerable fringe benefit component.  In addition to salary sacrifice
arrangements, these typically include the following:

•  Motor vehicle access.  Private garaging of motor vehicles is not just a fringe benefit
in rural areas – it can be an operational necessity.  For example:

- given the large distances involved, requiring employees to return to base to pick
up a vehicle each day can considerably restrict operations; and

- availability of a motor vehicle can exert a considerable influence on employee
willingness to be “on-call”.  (See Attachment 1)

•  Accommodation.  The Royal Flying Doctor Service, for example, has found it
necessary to own housing outright, and provide this to professional staff on a
concessional basis.

•  An annual return flight to, for example, the capital city from which they were
recruited.

•  Minor concessions such as in the area of telephones.

Such benefits can easily exceed the proposed exemption level.  In fact, the Royal Flying
Doctor Service estimates that for a typical doctor’s package, the proposed provision
would cost the Service $30,000, even with the proposed exemption level.  The total cost
to the Service is estimated to exceed $2 million annually.

In the face of such an impost, organisations will have two alternatives.

1. They can incur the cost of the Fringe Benefits Tax and so reduce service
delivery by an equivalent amount.  This could have a quite significant impact on
service delivery.  The $2 million cost to the Royal Flying Doctor Service, for
example, compares with total annual expenditure of $50 million

2. They can seek to transfer the cost to the employee through reducing the scale of
the fringe benefits and/or cashing out the benefit at a lower rate.  This, of course,
would have the effect of negating the reason the fringe benefit is provided in the
first place, viz, to attract and retain necessary staff, and hence could have an
even more serious impact on service delivery.

Organisations are very concerned about the potential implications for the health of their
clients.  Indeed, at the 5th National Rural Health Conference held in Adelaide in March
1999, this was nominated as one of five major issues for priority attention (the
Conference Communique is at Attachment 3).



OPTIONS FOR CHANGE

1 Exempt Rural Health Services

From the viewpoint of the National Rural Health Alliance, the preferred option would
be a complete exemption for the staff of organisations delivering rural health services.

•  The exemption should apply to other important community services as well as
health.

•  The exemption should apply to organisations delivering rural and remote services in
respect of staff primarily involved in delivering those services.

This would be consistent with the exemption provided to the pastoral industries for
remote area housing, which is to be extended to the mining industry under a separate
part of the package.

•  Health services would thus be considered equally important (in terms of social
policy) as housing.

By confining the exemption to rural health service delivery only, the measure would be
transformed from a recruitment and retention disincentive into a positive incentive.  In
this way, rural and remote health organisations would be put in a favourable position to
compete with staff against their metropolitan counterparts - a most desirable outcome.

2 Increase the Threshold

The $17,000 threshold was clearly nominated in ignorance of the scale of fringe benefits
necessary to attract health professionals to rural and remote areas.  The limit could be
lifted but retained in dollar amounts, or converted to a percentage of salary.  A 30%
exemption – possibly limited to a salary cap of, say, $82,000 (the typical salary paid by
the Royal Flying Doctor Service to its doctors) - would more accurately reflect the
circumstances of rural health providers.

3 Compensate Relevant Organisations

The Government could, in principle, compensate organisations for the impact of the
proposed measure.  This is not the Alliance’s preferred option.

This would have the advantage from the Government’s point of view of providing
discretion over the scope and scale of compensation and so, for example, a capacity to
withhold compensation from organisations believed to be abusing the current
concession.

Close scrutiny would be required of the impact of the measure on individual
organisations, with compensation taking the form of a recurrent increase in base grants

•  in the case of the Royal Flying Doctor Service, for example, the increased grant
required as compensation would exceed $2 million per year.



CONCLUSION

The National Rural Health Alliance accepts that all Australians should pay their fair
share of tax, and that any abuses in the current exemption for Public Benevolent
Institutions from Fringe Benefits Tax should be addressed.  Consequently, the Alliance
does not oppose the proposed measure in toto.

The Alliance is concerned, however, that the proposed measure would have severe,
unintended, consequences on rural health service delivery.  Against a background of
poor rural and remote health outcomes, which partly reflect limited access to services,
and Government policies to address this, such an outcome would be unacceptable.

In the Alliance’s view, the measure could be transformed into a positive incentive to
recruitment and retention of professional health staff in rural and remote areas through
exempting organisations delivering rural and remote health (and other) services in
respect of staff primarily engaged in the delivery of those services.

The other option supported by the Alliance, to have an increase in the exemption level,
could ameliorate the potential unintended consequences of the proposed measure but
would not have this more positive effect on the prospects for improving the health
outcomes.

National Rural Health Alliance
9 September 1999



ATTACHMENT 1

SOME SERVICE IMPLICATIONS OF THE POTENTIAL
UNINTENDED CONSEQUENCES

1. Overnight re-location of work vehicles

A major service organisation in a rural and regional area has a number of offices in its
region.  Staff travel regularly between those offices.  The staff include child care
workers, psychologists and social workers.

Some of their travel is required because their organisation has won tenders for work
covering a large geographic area.  Frequently they take a business car home so that they
can start early the next day at another location.  Under the proposed new FBT rules, the
journey to home will be subject to calculation for tax.

For the organisation the outcome would be that staff will not take cars home – they will
travel to their base office in the morning to collect a vehicle, and then travel to the next
office - potentially starting an hour and a half later than would otherwise have been the
case.  This will reduce productivity and responsive client services.

2. Switching resources from service delivery to staff retention

A rural service organisation employed a new CEO in 1998.  The person was earning
$75,000 in the public service, and came to the rural organisation on a salary of $56,000
plus salary package.  In net terms the person took home the same amount of pay.  Tax
paid was legally minimised.

Under the new FBT proposals, either the member of staff will be worse off, or the
service organisation will have to divert some of their operational budget to staff salary
to retain the person’s services (or there would be a mixture of the two).  Community
organisations in the community services and health sectors are being expected to do
more with less because of the shrinkage of publicly-funded services and a diversion of
funds to the maintenance of salaries needs to be compensated, or services will be
reduced.

3. Use of work vehicles by on-call staff 

A number of staff in a family services agency in a rural area are on-call after normal
business hours to be able to respond to child protection issues that can occur 24 hours a
day.  They currently take a business vehicle home when they are on call - but under new
FBT rules this will be calculated for tax.  The current salary rates of the organisation are
not competitive with those set ‘in the market’ but this is ameliorated by salary packages
which will be included as part of tax calculations.  The staff will seek compensation for
taking vehicles home.  Without such compensation they will not work on-call.



4. Salary packaging equity between staff levels

Salary packages were originally the domain of senior management, but for equity and to
maintain competitive pay systems, they have been delivered to many staff in health and
community service industries.  They have become a key component of recruitment
strategies to provide an incentive for city people to move to the country.  Under the
proposed new FBT regime, many CEOs are negotiating with their Boards of
Management over compensation, but it is likely that smaller organisations will not have
the capacity to extend compensation to all staff.  Senior staff might be able to negotiate
the same take home pay, whereas social workers, physiotherapists, nurses and the like
will lose the remuneration incentive to remain in rural and remote health and
community services.

5. Salary packaging in more remote areas

Salary packaging, and exemption of organisations from FBT, has been a major step
forward in recruiting but more importantly retaining medical staff, and other health
professionals, to rural and remote Australia.  There must be some differential between
salaried practice in urban Australia and rural Australia, not only due to the retention
issues, but the cost of living is considerably higher in these areas anyway.

I fervently believe that the loss of the current level of salaries, due to changes in salary
packaging, will have a major detrimental effect on our ability to recruit and retain
medical staff in rural and remote areas.  This is especially poignant in North West
Western Australia, where 80% of the health care provided by medical staff, GPs and
Specialists is from the salaried sector; thus by capping salary packaging this workforce
will be severely affected, once again denigrating the care to rural people.



ATTACHMENT 2

COPY OF LETTER TO HON DR MICHAEL WOOLDRIDGE FROM THE
EASTERN WHEATBELT HEALTH SERVICE DISTRICT COUNCIL, IN WA

2 September 1999
Dr Michael Wooldridge
Minister for Health and Aged Care
House of Representatives
Parliament House
Canberra ACT 2600

Dear Dr Wooldridge

The Eastern Wheatbelt Health Service covers a large area in the wheatbelt of Western
Australia and has seven hospitals serving its population.  Over the last several years
these hospitals have experienced increased difficulty in attracting and retaining qualified
nursing and allied health staff.

The forthcoming introduction of the Fringe Benefits Tax (FBT) is likely to severely
impact even more on the recruitment of essential staff.  Rural and remote health services
rely upon incentives and provision of below cost amenities as a means of enticing
practitioners to the country.

We ask for assistance in ensuring that the unintended consequences of the FBT on rural
and remote health services are reassessed prior to the introduction of the new tax.

Our ideal position would be for rural and remote health services to be totally exempt
from the FBT.  In an era when all Governments are working to improve health services
in rural areas, the exemption would be seen as the greatest and most effective
achievement in the promotion of rural areas as a place to work.

We urge you to listen to the National Rural Health Alliance and the Australian
Healthcare Association on this matter.

Yours sincerely

Joan McCutcheon
Chairperson, Eastern Wheatbelt Health Service District Council

Contact: Gerry Burns
General Manager
Eastern Wheatbelt Health Service
tel 90 413 044
Fax 90 413 120
Email Gerry.Burns@health.wa.gov.au



ATTACHMENT 3

5TH  NATIONAL RURAL HEALTH CONFERENCE

CONFERENCE COMMUNIQUE

Delegates to the 5th National Rural Health Conference in Adelaide have
identified a set of priorities to improve the health of people in rural and remote
areas.

The 900 people at the Conference have called on communities themselves,
governments and professional bodies to build on the energy of the Conference
and to act in ways which will immediately improve health.  There is a fear that,
if the current political climate and groundwork of support do not result in some
immediate health improvements, the present energies will turn into more of the
frustration that some Conference delegates already felt.

"Right now there is a good chance of making a real difference to health
outcomes," said John Lawrence, Chairperson of the National Rural Health
Alliance.  "Right now may be our best chance."

The overdue improvement in health in rural and remote areas requires both more
effective use of existing resources and additional resources to be allocated.  The
ultimate goal is a proportion of health resources equivalent to the proportion of
people who live in rural and remote areas – the so-called '30% fair share'.

Commonwealth, State and Territory Governments, and the Member Bodies of
the Alliance, have committed themselves to implementing the action required by
Healthy Horizons in a reasonable timeframe.

Conference delegates agreed that Healthy Horizons - a Framework for
Improving the Health of Rural and Remote Australia - is the framework in
which action should be taken.  Healthy Horizons has been agreed by all State
and Territory Health Departments, the Commonwealth Department of Health
and Aged Care and the 20 Member Bodies of the Alliance.  Its framework must
also be adopted by other agencies and professional organisations whose work
impacts on health and wellbeing.  Attached is a brief paper on implementation
plans for Healthy Horizons.

Those at the Conference strongly support the principles of Healthy Horizons: its
focus on primary health care, 'whole-of-government' approach, strengthening
community capacity, an emphasis on prioritising 'worst first', and strong
community participation.  Conference delegates called for a stocktake in 12
months' time on progress made with Healthy Horizons in all government
jurisdictions and by the Member Bodies of the Alliance.

The consultation process of Healthy Horizons, and of the Conference itself, were
acknowledged.  Delegates called on governments, communities and professional
organisations to continue their collaborative work.  There has to be an emphasis
on the positive aspects of rural life, despite the current deficits in health status



and health services.  The work of health professionals in rural and remote areas
needs to be celebrated and valued by the whole of Australian society.

Delegates made a strong call for the next National Rural Health Conference to
have a much clearer focus on issues as they affect individuals and on the
importance of the consumer voice.

The maintenance of acute care services in a climate of 'resource rationalisation' –
and while acute, aged and community services are being merged - is a
particularly important challenge for rural and remote areas.  Doctors, nurses,
pharmacists, midwives, allied health professionals, indigenous health workers,
managers and dentists are all in short supply in rural and remote areas.  All are
essential components of the rural and remote health team.

Aboriginal and Torres Strait Islanders played a pivotal role in the Conference
and highlighted the continuing and substantial inequities around indigenous
health issues.  There is a demand for real change.

The Conference called for immediate action on five things (in no priority
order):

•  the impact on rural services of the proposed changes to Fringe Benefits
Tax (emphasis added);

•  the urgency of improving housing, water and food quality in Aboriginal
and Torres Strait Islander communities, particularly the cost and
availability of food and essential goods;

•  the extension of recruitment and retention incentives to allied health,
nursing, oral health and pharmacy;

•  work by the Australian Institute of Health and Welfare, the Australian
Bureau of Statistics and other agencies to make rural and remote health
data more comprehensive and available; and

•  establishment of a single clearinghouse for rural and remote health
information based on evidence and practice.

Student representatives successfully led their own important interests on the
Conference agenda and made a major impact.

There is irrefutable evidence of the inferior status of health in rural and remote
areas, and the inferior access and options in health services.  There is also
irrefutable evidence that local health and health promotion programs are being
designed and successfully operated in non-metropolitan areas.

People at the Conference expressed confidence and hope that, when the barriers
to action are overcome, there will be substantial and immediate improvements in
rural and remote health status.  Chief among those barriers are the frequent
failure of governments and associations to collaborate adequately with
consumers, and the difficulties of governments and government departments in



collaborating closely with each other.  The most urgent area of need is to
improve indigenous health.

The numbers and energies at the 5th Conference should provide an immediate
boost to the collaborative actions that are required for better rural and remote
health.

A complete set of Conference Recommendations will be available.

Adelaide, 17 March 1999
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