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FOREWORD
I am pleased to release this consultation paper on the Gillard Government’s
proposed reform to the timing of tax instalments for large corporate tax
entities. The total tax paid by large entities will not change, but they will be
required to remit their PAYG instalments monthly, not quarterly.
This will make the tax system more responsive, efficient and consistent. It
will better match tax collections with the economic conditions faced by
business, and for many entities will align the timing of their income tax
instalments with their GST payments.
Most large corporate tax entities are currently required to pay their income tax in four quarterly
PAYG instalments, and their GST in monthly payments. Given that wage and salary earners have tax
withheld from their income as it is earned, the Government believes that it is reasonable and logical
for large corporate tax entities to do the same.
This change continues the reform of the company tax instalment system that began in the late 1980s
and complements other initiatives the Government has announced to address timing disparities in
the tax system, such as 'loss carry‐back', which allows businesses to use losses more flexibly.
This paper sets out the proposed implementation and design details for the change to the timing of
PAYG instalments for large corporate tax entities, and I encourage all interested parties to
participate in the consultation process.

The Hon David Bradbury MP
Assistant Treasurer
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1. BACKGROUND
1.

On 22 October 2012, as part of the 2012‐13 Mid‐Year Economic and Fiscal Outlook (MYEFO),
the Australian Government announced a three year process to reform the timing of large
companies’ Pay As You Go (PAYG) instalments.

2.

The change continues the reform of the company tax instalment system that began in the late
1980s and complements other initiatives the Government has announced to address timing
disparities in the tax system.

3.

The Government will better align tax instalments for large companies with their income and
trading conditions by requiring them to make PAYG instalments monthly, rather than
quarterly. This will make the tax system more responsive, efficient and consistent and will
better match tax collections with the economic conditions faced by business.

4.

The total tax paid by companies will not change, but from 1 January 2014 companies who
meet or exceed the threshold of $1 billion will be required to remit their PAYG instalments
monthly, not quarterly. Companies that meet or exceed the threshold of $100 million will have
a further one year period to prepare for this change, with monthly payments to start from
1 January 2015. Companies who meet or exceed the threshold of $20 million will have over
three years to prepare for the change, with monthly payments to start from 1 January 2016.

5.

Through this consultation, the Government is consulting on additional reforms to the
calculation of PAYG instalments that could complement this measure and ensure that total
instalments paid throughout the year match the final tax liability as closely as possible.

2. TIMELINE
6.

Feedback and comments are sought on the issues outlined in this consultation paper by
Wednesday, 13 March 2013.

7.

Exposure draft legislation (with explanatory material) will be released as soon as possible after
consultation on this consultation paper closes. The intention is to provide a three week period
for the public to comment on the exposure draft.

8.

The Bill will then be finalised with a view to being introduced and passed during the
Winter 2013 Parliamentary sittings.
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3. OUTLINE OF THE CURRENT PAY AS YOU GO INSTALMENT SYSTEM
3.1 INTENT
9.

The PAYG withholding and instalments system was established in 1999 under the A New Tax
System (Pay As You Go) Act 1999 and applied from the 2000‐2001 income year. It replaced a
number of income tax collection systems with one simplified system.

10.

An entity’s actual income tax liability is worked out at the end of the income year when that
entity lodges its income tax return. The aim of instalment payments is for entities to make
provisions for their final income tax liability by making instalment payments throughout the
year. Any PAYG instalment amounts incurred throughout the year are then credited against
the end of year assessment. The intent is that the amount payable, or refunded, upon
assessment is as small as possible.

3.2 APPLICATION
11.

Companies are not the only entities captured by the PAYG system. If an entity earns business
and/or investment income, they are required to pay PAYG instalments toward their income tax
liability if they have been provided with an instalment rate by the Commissioner. The term
‘entity’ encompasses a number of different types of taxpayers, including companies, trusts,
superannuation funds and individuals. In accordance with the Commissioner’s existing
administrative policy, a taxpayer will be provided with an instalment rate if:
•

the entity shows $2,000 or more in gross investment and business income (excluding
any capital gains) in their last income tax return;

•

the assessment of the entity’s last income tax return resulted in a tax bill of more
than $500 (disregarding any voluntary payments or PAYG instalment credits that were
applied);

•

an entity’s notional tax is more than $250; and

•

the entity is not entitled to the Seniors and Pensioners Tax Offset.

3.3 PAYING INSTALMENTS
12.

Most entities in the PAYG instalment system are required to pay quarterly PAYG instalments.
Some are eligible to pay their PAYG instalments annually or twice annually if they meet certain
criteria, although most of these entities will not exceed the turnover threshold to be affected
by this measure.

13.

Entities paying quarterly PAYG instalments receive an instalment notice during the last month
of the quarter in question. These notices are to be lodged in the month immediately following
the end of the quarter.

14.

Some entities can pay their quarterly instalments on the 28th day following the end of the
instalment period. However, most entities that will be affected by this measure are required to
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pay their instalments by the 21st day of the month immediately following the end of the
quarter, in line with the diagram below.

15.

Final income tax returns are to be lodged by the 15th day of the seventh month after the end of
their income year.

3.3.1

Substituted Accounting periods

16.

Some entities in the PAYG instalment system do not have the standard 1 July to 30 June
income year, but instead have substituted accounting periods. Such entities have income years
that end on days other than 30 June, such as 30 September or 31 December. This affects when
they are required to lodge their income tax returns and make their final income tax payments.
It also means that changes that apply from the first day of their new income year would apply
from dates like 1 October or 1 January, rather than 1 July.

17.

Most entities that use substituted accounting periods still have quarters that align with the
standard January‐March, April‐June, July‐September, October‐December quarters. In these
cases their instalments remain payable in the month immediately following the end of the
quarter.

18.

However, a small number of entities use quarters that fall outside the standard schedule, and
instead have quarters that encompass, for example, December‐February or May‐July. For
these entities, their first PAYG instalment quarter is considered to constitute the first
three months of their income year, quarter two will encompass months four, five and
six, quarter three months seven, eight and nine, and quarter four the final three months of the
income year. These entities still have instalments that remain payable in the month
immediately following the end of their quarters.

3.4 OPERATION OF THE PAYG INSTALMENT SYSTEM
19.

The aim of instalment payments is for entities to make provision for their final income tax
liability for the year by paying instalments progressively throughout the year.

20.

The PAYG instalments system offers entities two reporting options to calculate and pay their
instalments:

•

pay a PAYG instalment amount (this amount is calculated using the gross domestic
product (GDP)‐adjusted notional tax method); or

•

calculate and pay PAYG instalments using instalment income x instalment rate.

21.

An entity’s instalment income for a period includes the entity’s ordinary income derived during
that period, but only to the extent that it is assessable during the income year under
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consideration. Ordinary income includes amounts such as sales, fees, interest, dividends
(excluding franking credits) and royalties. Statutory income, such as capital gains, is not as a
general rule included as part of a taxpayer’s instalment income.1
22.

Full self–assessment entities (for example companies and superannuation funds) that choose
the GDP‐adjusted notional tax method as a basis upon which to calculate their instalments,
must satisfy one of the following:
•

their base assessment instalment income2 is $2 million or less;

•

they have a base assessment instalment income of more than $2 million and also
qualify to be an annual PAYG instalment payer; or

•

they are a small business entity.

23.

In these cases, the Commissioner uses that entity’s GDP‐adjusted notional tax as a basis upon
which to calculate their instalments.

24.

However most entities that would be affected by the proposed changes are required to
calculate their own quarterly instalment payments using the formula:
applicable instalment rate x instalment income for the quarter

25.

The applicable instalment rate will be either the latest instalment rate an entity has received
from the Commissioner or a varied rate calculated by the entity.

26.

Generally, entities that use the instalment rate methodology receive a statement each quarter
from the Commissioner that states their applicable instalment rate. At the end of the quarter,
the entity is then required to record their instalment income for the quarter to calculate their
quarterly liability. Under the proposed measure the calculation of instalment rates would
remain the same. Entities would receive the instalment notices monthly and would enter their
monthly instalment income instead of their quarterly instalment income.

1
2

Further discussion of calculating instalment income and instalment rates is included at Part 7.
Base assessment instalment income is so much of the taxpayer’s income as was taken into account for
the taxpayers ‘base year’. The base year is the latest income year for which an assessment has been
made (or the latest year where no assessment was lodged as the entity did not have taxable income
that year). It is also referenced to as BAII.
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3.4.1

Current annual timeline of quarterly PAYG instalment system
operation (June balancer)

1 July: ATO runs
beginning of
income year
refresh test
checking
eligibility for
PAYG
instalments

Early September:
ATO generates
and sends
September
quarter activity
statement

Early December:
ATO generates
and sends
December
quarter activity
statement

Mid January:
Entity prepares
and lodges
income tax
return

Early June: ATO
generates and
sends June
quarter activity
statement

Mid‐July: ATO notifies
entity of any changes
in their circumstances

21 October: Entity
pays instalment (or
receives refund) for
September activity
statement

21 January: Entity
pays instalment (or
receives refund) for
December activity
statment

Late Jan/early Feb:
ATO uses income tax
return information to
review circumstances
and instalment rate

21 July: Entity pays
instalment (or
receives refund) for
June activity statment

Early March: ATO
generates and sends
activity statment
reflecting new
instalment rate

repeats
each
quarter

21 April: Entity pays
instalment (or
receives refund) for
March activity
statement

27.

Entities in the PAYG instalment system that use substituted accounting periods instead of the
standard 1 July to 30 June income year follow the same process, just at different times of the
year. As explained above, their first PAYG instalment quarter will encompass the first
three months of their income year, the second will consist of months four, five and six, and so
on. They will lodge their income tax returns by the 15th day of the seventh month after the end
of their income year, like standard June balancers.

3.5 VARYING INSTALMENT RATES
28.

The Commissioner’s instalment rate is based on data from the most recent tax assessment or
amendment. However, an entity that pays quarterly instalments may choose to calculate a
different instalment rate if their circumstances change — for example they expect to
undertake a significant program of expansion or investment — and they believe that the
Commissioner’s rate is not appropriate for the current income year.

29.

If an entity chooses to vary their instalment rate they must choose a rate that closely reflects
their anticipated income tax liability. The general interest charge (GIC) may be applied if an
entity’s instalment rate is found to be less than 85 per cent of the benchmark instalment rate
(which is determined by the Commissioner after the taxpayer’s income tax return is lodged).
This is to avoid an entity deferring payment by varying their instalment rate down to far (such
as to zero) and paying most or all of their tax after the end of the income year.
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30.

Under the proposed changes, affected entities will retain the ability to vary instalment rates
and will have more opportunities to vary throughout the year.

4. INTRODUCING MONTHLY PAY AS YOU GO INSTALMENTS
31.

The tax system will be made more efficient, consistent and responsive by requiring large
corporate tax entities, that is, companies and entities taxed like companies, to pay their PAYG
instalments monthly rather than quarterly.

32.

This will make tax payments more contemporaneous with income earnings, and for many
entities, will align their PAYG instalments with their GST payments.

4.1 PROPOSED APPLICATION
4.1.1

Overview

33.

Monthly PAYG instalments will apply to large corporate tax entities. For the purposes of this
measure, ‘large’ will be defined as having base assessment instalment income of $20 million or
more.

34.

Corporate tax entities that meet or exceed the $20 million base assessment instalment income
threshold but pay their GST quarterly or annually will not be required to move to monthly
PAYG instalments unless:

35.

•

they are a head company of a consolidated group;

•

they are a provisional head company of a multiple entry consolidated (MEC) group; or

•

they meet or exceed the $100 million base assessment instalment income threshold.

In order to make the transition as smooth as possible, large corporate tax entities will be
moved to monthly PAYG instalments in three stages.
35.1. Corporate tax entities that meet or exceed the $1 billion base assessment instalment
income threshold will pay their instalments monthly from their first instalment period
commencing on or after 1 January 2014.
35.2. Corporate tax entities that meet or exceed the $100 million base assessment instalment
income threshold will pay their instalments monthly from their first instalment period
commencing on or after 1 January 2015.
35.3. Corporate tax entities that meet or exceed the $20 million base assessment instalment
income threshold will pay their instalments monthly from their first instalment period
commencing on or after 1 January 2016.

36.

After 1 January 2016, corporate tax entities that newly meet or exceed the $20 million base
assessment instalment income threshold will pay their PAYG instalments monthly from the
commencement of their subsequent income tax year.
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4.1.2

Base Assessment Instalment Income Threshold Test

37.

For the purposes of this measure, entry to the PAYG instalment system will be based on a
corporate tax entity’s base assessment instalment income. This basis is already used to
calculate instalment rates for entities in the PAYG instalment system.

38.

A corporate tax entity’s base assessment instalment income is so much of that entity’s
assessable income from their most recent tax assessment as is determined to be instalment
income. Further information on the meaning of instalment income is available in
section 45‐120 of Schedule 1 to the Taxation Administration Act 1953.

4.1.3

Exceptions

39.

One effect of this change will be to align GST payments and PAYG instalment payments for
many corporate tax entities. If an entity’s GST turnover is $20 million or more, they are
required to pay their GST monthly. Entities may also elect to pay their GST monthly. The
measure will not draw a distinction between entities that choose to pay their GST monthly and
those that are required to pay their GST monthly.

40.

GST turnover is often different to base assessment instalment income. Therefore, there are a
number of corporate tax entities who will meet the required base assessment instalment
income threshold even though they have a lower GST turnover that allows them to make their
GST payments quarterly or annually.

41.

To avoid imposing undue compliance burdens, corporate tax entities that pay their GST
quarterly or annually and have a base assessment instalment income of $20 million to
$100 million will not be required to move to a monthly PAYG instalment schedule unless they
are also consolidated for income tax purposes. Corporate tax entities not registered for GST
will also be required to make monthly payments.

42.

All corporate tax entities will be required to be monthly PAYG instalment payers, regardless of
their GST payment cycle (if any) if:
•

their base assessment instalment income is $100 million or more; or

•

they are a head company or provisional head company with a base assessment
instalment income of $20 million or more.

4.2 SYSTEM OPERATION
43.

Once established, the changes to the PAYG instalment system will operate much like the
current PAYG instalment system.

44.

Once an entity is a monthly payer for PAYG instalment purposes, it will continue to receive
instalment notices as described in part 3, only on a monthly rather than a quarterly schedule.
Instalment notices will remain payable on or before the 21st (or 28th) day of the month
immediately following the month in which the notice is issued. Final income tax returns will
remain due by the 15th day of the seventh month after the end of the income tax year.

45.

The methodology used to determine a corporate tax entity’s instalment rate will remain the
same, and the size of instalment payments will still be calculated by applying a corporate tax
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entity’s instalment rate to their instalment income for that period. However the period in
question will change from ‘annual’ or ‘quarter’ to ‘month’. The formula for calculating
instalment payments will become:
applicable instalment rate x instalment income for the month
46.

The ATO will still recalculate and re‐issue instalment rates upon the receipt of a new income
tax return or if an amended income tax assessment is issued. Corporate tax entities will retain
the ability to vary their instalment rates and, with monthly instalments, will have more
opportunities to vary throughout the year.

47.

Entities affected by this measure will be expected to report and pay their instalments
electronically.

4.2.1

Operation of mature monthly PAYG instalment system (June balancer)
July: ATO generates
and sends July
monthly activity
statement

Mid January: Entity
prepares and lodges
income tax return

Late January: ATO uses
income tax return
information to review
circumstances and
instalment rate

Early March: ATO
generates and sends
March monthly
activity statement

April: ATO runs
rechecks eligibility for
monthly PAYG
instalments

21 August: Entity pays
instalment (or receives
refund) for July activity
statement

Early February: ATO
generates and sends
activity statment
reflecting new rate

Repeats each month

21 March: Entity pays
instalment (or receives
refund) for February
activity statement

21 April: Entity lodges
and pays (or receives
refund) March activity
statement.

Mid‐April: ATO notifies
entity of any change in
circumstances

April: ATO generates
and sends April
monthly activity
statement

21 May: Entity pays
instalment (or receives
refund) for April
activity statement

Early May: ATO
generates and sends
May monthly activity
statement

21 June: Entity lodges
and pays (or receives
refund) Mayactivity
statement.

Repeats each month

5. ENTERING AND EXITING MONTHLY PAYG INSTALMENTS
48.

Corporate tax entities that meet the relevant base assessment instalment income threshold
will be required to become monthly payers for PAYG instalment purposes. This process will be
different in the transitional years and in the mature system.
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5.1 ENTRY AND EXIT IN TRANSITIONAL YEARS
49.

The diagram below sets out an example of how a June‐balancing corporate tax entity with a
base assessment instalment income of $1.5 billion would be brought into the system on
1 January 2014.

5.1.1

Entry into the monthly PAYG instalment system — transitional year
October 2013: latest
BAII data is used
check if CTE is over
$1 billion threshold

Entity is found to have
a BAII of $1.5 billion

ATO provides courtesy
notification to affected
entity that it will be in
the system as of
1 January 2014

Early December: ATO
generates and sends
last quarterly
statement

21 January: Entity pays
instalment (or receives
refund) for December
quarter activity
statement

1 January 2014: Entity
enters the monthly
PAYG instalment
system

Early January: ATO
generates and sends
first monthly activity
statement

21 February: Entity
pays instalment (or
receives refund) for
January activity
statement

Mid January 2014:
Entity prepares and
lodges income tax
return

Late January: ATO uses
income tax return
information to review
circumstances and
instalment rate

Early February: ATO
generates and sends
activity statment
reflecting new rate

21 March: Entity pays
instalment (or recivies
refund) for February
activity statement

21 April: Entity pays
instalment (or receives
refund) for March
activity statement

Repeats monthly

Early March: ATO
generates and sends
March monthly
activity statement

50.

CTEs will self‐evaluate on 1 October 2013 whether they are required to pay their PAYG
instalments monthly. This evaluation, known as the ‘interim test day’ will be based on the
information available to the entity at the end of the day immediately prior to 1 October 2013.
Thus it will be based on the most recent base assessment instalment income assessment and
GST status of the entity on 30 September 2013.

51.

Where an entity is required to move to monthly PAYG instalments, the entity will move as of
its first instalment period commencing on or after 1 January 2014.

52.

For entities that do not use substituted accounting periods, this first instalment period will
commence on 1 January 2014. For corporate tax entities with substituted accounting periods
this will be at the first instalment period that commences after 1 January 2014. This means
that entities that are required to pay PAYG instalments monthly are not required to change
their payments mid‐instalment period.

53.

Corporate tax entities moving to a monthly payment schedule will receive their last quarterly
instalment notice in early December 2013, payable on 21 (or in some cases 28) January 2014.
They will then receive their first monthly instalment statement in early January 2014, to be
paid by 21 (or 28) February 2014.
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54.

Corporate tax entities that are June balancers will generally lodge an income tax return in
January 2014. The Commissioner will use information from this return to recalculate the
corporate tax entity’s base assessment instalment income and instalment rate. Unless the
corporate tax entity has elected to vary their instalment rate, subsequent instalment notices
will include the new instalment rate. The same process will be performed when corporate tax
entities that use substituted accounting periods lodge their income tax returns or when a
corporate tax entity lodges an amended assessment.

55.

Corporate tax entities will also be required to assess whether they are required to pay PAYG
instalments monthly on the first day of the tenth month of their income tax year. This is known
as the ‘test day’. This assessment will be based on the most recent base assessment instalment
income and GST status of the entity at the end of the day immediately prior to the ‘test day’.
For standard June balancers, the ‘test day’ will be on 1 April 2014.

56.

For corporate tax entities that assess that they are required to pay PAYG instalments monthly
on the ‘test day’, they will commence monthly PAYG instalments from the start of the next
income year. For June balancers this will be 1 July 2014.

57.

The 2014 ‘test day’ evaluation may show that some corporate tax entities that were obliged to
become monthly PAYG instalment payers on 1 January 2014 have since fallen below the
$1 billion threshold. For example, a corporate tax entity with a base assessment instalment
income of $1.1 billion in October 2013 may lodge its tax return in January 2014 and find its
base assessment instalment income has fallen to $950 million, below the 2014 threshold.

58.

Corporate tax entities that drop below one of the transitional thresholds during the
transitional years will only be able to revert to quarterly payments if their base assessment
instalment income drops below the final threshold of $20 million. This will avoid corporate tax
entities reverting to quarterly instalments after six months, only to become obliged to return
to making monthly instalment payments when the threshold is further reduced six months
later.

59.

The process will then begin again in October 2014, when corporate tax entities undertake a
second ‘interim test day’ to see if they are required to pay their PAYG instalments monthly
based on a base assessment instalment income of $100 million or more, ready for the second
tranche beginning on 1 January 2015. The transitional process will begin for a final time in
October 2015 when corporate tax entities undertake a third ‘interim test day’ to see if they are
required to pay their PAYG instalments monthly based on a base assessment instalment
income of $20 million or more, ready for the final tranche of movement to begin on
1 January 2016.

60.

During this transitional period corporate tax entities will not be able to exit monthly PAYG
instalments by an ‘interim test day’ assessment. Entities in the system will only be able to
move to another PAYG instalment cycle by a ‘test day’ assessment.

5.2 ENTRY AND EXIT IN THE MATURE SYSTEM
61.

In the mature system, corporate tax entities will assess annually whether they are required to
pay or to continue to pay their PAYG instalments monthly. This assessment will occur on the
first day of the 10th month of their income year (the ‘test day’). For ordinary June balancers
this check will be run on 1 April and affected entities will move into the monthly PAYG
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instalment system on 1 July of their next income year. The first monthly instalment notice will
be received in the first month after the start of the new income year.
62.

For corporate tax entities currently paying PAYG instalments monthly, if the ‘test day’
assessment shows that the entity is no longer required to pay PAYG instalments monthly,
because the corporate tax entity has fallen below the $20 million threshold or its GST status
has changed, the corporate tax entity will be required to notify the Commissioner in the
approved manner before the end of its current income tax year if it wishes to return to
quarterly payments; otherwise it will remain a monthly PAYG instalment payer for the entire
subsequent income tax year.

5.2.1

Exit from monthly PAYG instalments (June balancer) — mature system

Mid January
2014: Entity
prepares and
lodges income tax
return

Late January: ATO uses
income tax return
information to review
circumstances and
instalment rate

Early March: ATO
generates and
sends March
activity statement

April: ATO uses
latest data
calculate BAII &
run eligibility
check for CTEs

Early June: ATO
generates and
sends last
monthly activity
statment

1 July: Entity
enters quarterly
PAYG instalment
system

21 April: Entity pays
instalment (or receives
refund) for March
activity statement

Entity's last tax return
shows BAII fell to $18
million

21 July: Entity pays
instalment (or receives
refund) for June
activity statment

Early September: ATO
generates and sends
first quarterly activity
statement

Early February: ATO
generates and sends
activity statment
reflecting new rate

ATO notifies entity
that they are eligible
to return to quarterly
PAYG instalments
from the beginning of
their new income year

21 October: entitiy
pays instalment (or
receives refund) for
September quarterly
activity statement

Entity notifies ATO
that they elect to
return to quarterly
PAYG instalments

Repeats
each
quarter

Repeats
each month

21 March: Entity pays
instalment (or receives
refund) for February
activity statement

63.

Similar to the current PAYG instalments system, after the transitional period corporate tax
entities will only be able to move into or out of the PAYG instalment system at the beginning of
their income year. This is regardless of their GST registration or reporting status. Even if a
corporate tax entity who is a voluntary monthly GST payer moves to quarterly GST payments
mid‐year, they will still not be able to become a quarterly payer for PAYG instalment purposes
until the beginning of their next income year.
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6. IMPROVING THE CALCULATION OF INSTALMENT INCOME
6.1.1

Current instalment calculation method

64.

The purpose of the PAYG instalment system is for taxpayers to make provisions for their final
income tax liability by paying instalments progressively throughout the year. Ideally,
instalments should approximate the final tax that an entity will be liable for at the end of the
income year — entities do not want to overpay their tax throughout the year or be left with an
unexpectedly large tax bill at the end of the year.

65.

The Commissioner attempts to achieve this by giving entities in the PAYG instalment system an
instalment rate to apply to instalment income earned in the relevant period.

66.

The instalment rate is calculated by the Commissioner using the formula:
notional tax / base assessment instalment income x 100

67.

Notional tax removes one‐off income sources and tax offsets from the previous year’s
assessment. By combining this with base assessment instalment income, which also removes
one‐offs, it seeks to approximate an entity’s effective tax rate. By applying this tax rate to a
period’s instalment income, an entity can pay instalments that closely reflect their final tax
liability for the year.

68.

Notional tax is calculated by subtracting the adjusted tax payable on adjusted withholding
income from the adjusted tax payable on adjusted taxable income.

69.

Adjusted taxable income is an entity’s total assessable income from its most recent income tax
assessment, reduced by deductions (except tax losses), capital gains, and tax losses that are
carried forward to the next income year. Adjusted tax is the tax payable on adjusted taxable
income, disregarding a number of tax offsets such as a tax offset for franking deficit tax
liabilities.

70.

An entity’s instalment income for a period includes the entity’s ordinary income derived during
that period, but only to the extent that it is assessable during the income year under
consideration. Ordinary income includes amounts such as sales, fees, interest, dividends
(excluding franking credits) and royalties. Statutory income, such as capital gains, is not as a
general rule included as part of a taxpayer’s instalment income.

6.1.2

Possible areas for improvement

71.

Circumstances can change throughout the year, and instalment payments may not accurately
reflect an entity’s actual income tax liability. While entities are able to vary their instalment
rate throughout the year to better match their final income tax liability, many entities are
reluctant to take advantage of this option.

72.

As such, improving the timing of payments is only one part of helping PAYG instalments to
better reflect actual economic and trading conditions and seeks suggested additional measures
that could be used to better match instalment liabilities to business conditions through this
consultation process.
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73.

A significant number of firms also choose to vary their instalments, reinforcing that individual
entities have more information about their tax situations than the Commissioner. The
Government is interested in ways this information can be better communicated to the
Commissioner and better reflected in the calculation of instalment rates.

74.

Although it is usually not possible to perfectly determine a corporate tax entity’s tax liability
each instalment period, the PAYG instalment system is instead designed to give an
approximation through the use of instalment income and instalment rates.

75.

The Government welcomes suggestions as to how it could refine the calculation of instalment
income and instalment rates to make this approximation more accurate. Entities varying their
instalment rates reinforces that individual entities have more information about their tax
situations than the Commissioner, and the Government welcomes suggestions of ways this
information can be better communicated to the Commissioner.

76.

For instance, recent developments in technology and business capabilities have allowed more
timely data to be available to both businesses and the ATO. As such, the Government is
interested to see how these developments may be harnessed to provide a more accurate
method of calculating corporate tax entities’ PAYG instalment rates and reduce compliance
and administration costs for businesses.
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