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Submission: Inquiry into food production in Australia — Impact of Managed 
Investment Schemes (MIS) 

 

Please find attached, for the benefit of the Committee, a table that compares the taxation 
treatment of agricultural businesses, MIS forestry investment, and private forest growers. 

This submission is relevant to the third term of reference of the inquiry: “the efficient 
production of food, including the impact of MIS on supply and demand, and on the 
availability and efficient use of capital”. 

Forestry MIS provides an avenue for (largely) urban-based capital to be transferred to rural 
areas, leading to a much needed injection of external capital.  This capital increases local jobs 
and business activity, and moves the plantation resource toward the critical scale needed to 
attract local processing and contracting investment to those regions. 

In the past eight years, the public debate about the expansion of timber plantations funded and 
managed as forestry managed investment schemes has seen a number of factually wrong or at 
best misleading assertions made about the tax provisions that apply to these schemes. 

Different tax arrangements are put in place for specific and rational policy reasons, not the 
least of which are the pursuit of consistency with the fundamental tax policy concepts of 
efficiency, equity and simplicity, the correction of market failures, and Government 
determinations to influence consumption and investment patterns throughout the economy.  

Consequently, knowing the Government’s policy intent is important to understanding the 
significance of any particular tax provision.   

It should be emphasized that Australian governments have not used direct incentives (eg. 
grants, concessionary loans, provision of free seedlings, and the like) to stimulate private 
forestry investment, unlike most other nations.  Rather, they have focused on the ‘enabling 
environment’, using standard year-of-expenditure tax deductibility for eligible business costs, 
a stable regulatory environment, and supportive industry development policy messages via 
the national plantation strategy (Plantations for Australia: The 2020 Vision), to stimulate 
investment in a long-term industry that exhibits comparatively unfavourable cash-flow 
characteristics (a potential source of market failure) for investors. 

The purpose of the attached table is to put in perspective the diverse range of submissions 
received to date, some of which assert that MIS forestry receives an ‘unfair’ tax advantage not 
available to other primary producers, and benefits from a ‘non-level playing field’.   

 

The table was prepared in consultation with Treasury and ATO officials, who confirmed that 
the factual information is correct.   



As is the case with all Australian businesses, investors in MIS forestry projects receive a tax 
deduction for eligible expenses in the year of expenditure.  This deduction may be more than 
offset at harvest, when investors receive a considerable lump of income, upon which tax is 
paid at their marginal tax rate.  Unlike a farm business, most forestry MIS investors do not 
have the opportunity to smooth out this lumpy tax liability through mechanisms such as 
income averaging or Farm Management Deposits. 

Moreover, agricultural businesses can access other forms of assistance not available to the 
plantation forestry sector, including drought assistance and concessions for natural resource 
management works.  

Some plantation opponents assert that there is massive leakage from public tax revenue as a 
result of the deductions claimed by forestry MIS investors.  To put it mildly, such an 
argument is factually incorrect.   

MIS forestry provides substantial tax revenue in several ways, ultimately somewhat larger 
than the initial investor deductions.   

• MIS forestry employees, contractors and suppliers pay tax on the income they receive 
for carrying out the services paid for by the investors; 

• Investors pay income tax on harvest proceeds (a recently harvested scheme in 
Tasmania returned in excess of $20,000 per hectare to investors from an initial outlay 
of $3,000); and 

• MIS forestry companies pay tax on profits they make from the project.  

o Companies are also required to ‘prepay’ tax on the initial investor funds by 
bringing forward their company tax liability on gross receipts into the same 
year the investors claim their deductions.  

You might like to consider the following anecdote about farmers and tax.  During 2000, I was 
involved in the economic modelling of the impact of the GST taxation reform on farm 
businesses, including the proposed lowering of marginal tax rates.  A common lament from 
farming groups was that reduced tax rates would be of little benefit, because most of their 
members paid no tax anyway!  

Although it is late in the process of the inquiry, I would be happy to discuss the attached 
table, should that be of interest.   

 

Yours sincerely, 

 
 

 

David Thompson 
National Plantations Strategy Coordinator 



Federal tax provisions — a comparison of farming and forestry 
Prepared by: David Thompson — National Plantation Strategy Coordinator  
  Alan Cummine — Treefarm Investment Managers Association  

 February 2009 

 

In the past eight years, the public debate about the expansion of timber plantations funded and managed as 
forestry managed investment schemes (MIS) has seen a number of factually wrong or at best misleading 
assertions made about the tax provisions that apply to these schemes.  

Despite being an easy target, tax is not the villain some commentators make it out to be.  No proper 
objective analysis can substantiate the often-repeated assertions of ‘taxpayer funds that would otherwise 
be spent on roads, schools and hospitals’, or of ‘tax subsidies’ and ‘unfair tax breaks’.  

Articles published elsewhere provide detailed explanations of why these assertions misrepresent the real 
situation.  (For example, see MIS forestry will shape Australia’s future wood potential, in Australian 
Farm Journal, March 2009, pp 42-45.)  

The attached two-page table has been prepared to help demonstrate why it is misleading to claim that MIS 
forestry enjoys ‘unfair tax breaks’ or ‘special tax advantages not available to other primary production 
enterprises’.  The table compares the tax treatments of private forest growers, MIS forestry investors, MIS 
forestry companies and non-forestry primary production.   

Different tax arrangements are put in place for specific and rational policy reasons, not the least of which are 
the pursuit of consistency with the fundamental tax policy concepts of efficiency, equity and simplicity, the 
correction of market failures, and Government determinations to influence consumption and investment 
patterns throughout the economy.  Consequently, knowing the Government’s policy intent is important to 
understanding the significance of any particular tax provision.   

The table indicates that the diverse tax provisions available to different primary production sectors tend to 
balance each other out and leave no sector with a special overall tax advantage that is not in place for good 
policy reasons.  

An important qualification applies to the ‘Notional farm’ column in the table.  Clearly, there is no such thing 
as a ‘typical farm’ in Australia.  Widely diverse business and ownership structures, enterprise combinations 
and scales of operation mean that not all of the listed tax provisions will apply to all farms, and the table 
should be read with that in mind.   

One example is that income averaging, Farm Management Deposits (FMDs) and the non-commercial loss 
provisions apply only to sole traders and partnerships, not to company structures, and also have a number 
of eligibility thresholds.  Other examples, which have justifiably been excluded from the table, include the 
special tax provisions relating to double wool clips, insurance recoveries for livestock and timber losses, 
and forced disposal or compulsory destruction of livestock.   

One of the terms used in the table warrants some explanation.   

Period inequity is the term used to describe the different tax impacts of lump-sum income compared to 
annual income.  Period inequity is inherent in a plantation forestry enterprise, which offers one to three 
income events spread over periods of from ten to 25 years.  Because most of the income in large income 
events (commercial thinning harvests and final clearfall harvest) is taxed at the forest grower’s highest 
marginal tax rate, it can be seen that, subject to the taxpayer’s individual circumstances, more income tax 
is likely to be paid on a plantation forestry enterprise than if the same total amount of income was 
received annually—as with the most livestock, cropping and horticultural enterprises.   

Constraints of space prevented more detailed explanations of the various tax arrangements listed in the 
table.  Readers are referred to the relevant parts of the tax laws and rulings, which can be accessed via the 
ATO website, www.ato.gov.au.  

 
The attached table was prepared in consultation with the Treasury and the Australian Taxation Office (ATO).  
However, the authors take full responsibility for the content and presentation.  

Contact:  David Thompson    
 Alan Cummine  

http://www.ato.gov.au/


 



 




