BUSINESS COALITION FOR TAX REFORM
SUBMISSION TO SENATE ECONOMICS LEGISLATION COMMITTEE INTERNATIONAL TAX AGREEMENTS AMENDMENT BILL 2003

Introduction
The Business Coalition for Tax Reform (BCTR) is an apolitical organisation whose members are industry and professional industry associations from all sectors of the Australian economy representing small, medium, and large businesses.  A list of BCTR members is attached as Appendix A.

BCTR members share a common objective of creating a better tax system that enhances both international and domestic competitiveness and fairness, and which helps create a business environment that is conducive to investment, growth, job creation and private saving.

The BCTR has been closely involved in taxation reform since being established in 1997, and we welcome this opportunity to make this brief submission to the Senate Economics Legislation Committee in respect of the above Bill.  
As the committee would be aware, the Bill provides a legislative framework for the 2003 United Kingdom Convention and the Mexican Agreement.  In effect, the Bill achieves both of the major objectives the BCTR considers the government should be pursuing in relation to tax treaties – to update existing treaties with Australia’s major trading partners, while at the same time expanding our treaty network.
The Mexican Agreement
The Mexican Agreement represents the first Double Taxation Agreement between the two countries.  Its form is consistent with Australia’s other tax treaties, and is not expected entail a significant cost to the revenue
.  

Compared with many other countries, Australia’s level of trade and investment with Mexico is fairly modest.  We note, however, that Mexico is a signatory to the North American Free Trade Agreement (NAFTA), which is designed to remove most barriers to trade and investment among the United States, Canada, and Mexico.  The Mexican economy can be expected to grow at an improved rate as a result of the gradual elimination of trade barriers, thereby improving the scope for additional trade and investment with other countries, including Australia.

The BCTR supports the implementation of the Australia/Mexico treaty as part of widening the already extensive list of countries with which Australia has such agreements.

The 2003 United Kingdom Convention
The 2003 UK Convention updates a long-standing tax treaty to reflect changes in treaty policies and business practices in both countries.  The updated agreement moves towards a more residence-based policy, which is consistent with OECD practices.
The Alienation of Property article confirms Australia’s taxing rights over certain capital gains, as well as removing the potential for double taxation applying to the capital gains of departing expatriates.

The revised treaty improves certainty in relation to partnerships and introduces new residency rules for dual listed companies.  It extends the Business Profits article to include business trusts and spectrum licences; it clarifies the tax treatment of employee share option schemes, and improves provisions relating to the exchange of information between revenue authorities.

UK Convention Revenue Issues
The main revenue impact arising from the revised UK Treaty arises from the proposed reductions in dividend, interest and royalty withholding tax rates.  The Explanatory Memorandum estimates the direct cost to revenue from these reductions to be about $100m per annum, although that cost is expected to be largely offset by an increase in revenue of some $70m per annum by way of second round gains arising from increased economic activity.  
Consistent with longstanding Treasury practice, the positive second round revenue impact has not been factored into the forward estimates, but that does not make the expected revenue offset any less real.  Indeed, from past experience it must be likely that the second round revenue benefits have been conservatively estimated.  In other words, the net cost to the revenue of implementing the proposed withholding tax rate reductions is likely to be somewhat less than $30m per annum, and could even be positive.  The broader gains to the Australian economy would be over and above these revenue impacts.
The government’s current fiscal position is significantly better than forecast.  This improved outcome is substantially attributable to unexpectedly strong company income tax payments, which have been substantially greater than Treasury was able to estimate using only the first round impacts from previous business tax reform measures.

The BCTR considers the proposed withholding tax reductions would be warranted irrespective of what the government’s fiscal position happens to be from one year to the next.  Reductions in withholding taxes lead to reduced business costs, which have a beneficial flow-on effect on the level of economic activity.  Other aspects of the 2003 UK Convention also help improve certainty as to tax outcomes for taxpayers.  These benefits have a wider impact on the broader business community, including small businesses.
Strategic Importance of the UK
Historically, the UK has acted as a gateway for many Australian companies expanding into Europe, and those companies tend to use the UK as a location for regional management.  This gives those companies an entrée into the EU’s low or zero withholding tax arrangements and other free trade directives.  In some ways, therefore, the 2003 UK Convention is effectively a European treaty.
London is also a major global financial centre, and the revised treaty would more effectively integrate Australia’s capital markets with global markets, which would be beneficial for Australian business.

Other treaties moving in the same direction
We also note that the withholding tax rate reductions proposed in the 2003 UK Convention mirror those achieved in the US/Australia Protocol that was negotiated some 18 months ago, and which came into effect on 1 July 2003.  The UK and the US are Australia’s largest two trade and investment partners and it is important that the benefits arising from the US/Australia Protocol should equally apply to Australian companies investing in and trading with the UK.

Because of non-discrimination clauses that apply to Australia’s double tax treaties with a number of other countries (but not the UK), it is inevitable that withholding tax rate reductions similar to those achieved vis-à-vis the US will occur as Australia’s existing treaties with other countries are also renegotiated.  Not to treat the UK in the same way would represent a major set-back for Australia’s investment and trade with the UK, and through that country into the rest of Europe.
Conclusion
That concludes our brief submission.  We would be pleased to expand on any particular points the Committee might wish to discuss further.

Yours faithfully,
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Frank Drenth
Chairman

International Tax Sub-committee

Business Coalition for Tax Reform

6 October 2003
APPENDIX A
Association of Consulting Engineers Australia

Australian Constructors Association

Australian Food and Grocery Council

Australian Gas Association

Australian Industry Group

Australian Institute of Company Directors

Australian Retailers Association

Australian Stock Exchange

Business Council of Australia

Corporate Tax Association of Australia

Council of Small Business Organisations of Australia Ltd

CPA Australia

Electricity Supply Association of Australia Ltd

Federal Chamber of Automotive Industries

Institute of Chartered Accountants in Australia

Insurance Council of Australia

International Banks and Securities Association of Australia

Investment & Financial Services Association Ltd

Master Builders Australia Inc

Meetings Industry Association of Australia

Minerals Council of Australia

Property Council of Australia

Real Estate Institute of Australia

� Refer Explanatory Memorandum, Page 15, which estimates the direct revenue cost at about $2m per annum.






