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22 March 2004
The Secretary 

Senate Economics Legislation Committee 

Parliament House

CANBERRA    ACT    2600

Dear Secretary

NEW INTERNATIONAL TAX ARRANGEMENTS BILL 2003

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

The BCTR welcomes this opportunity to comment on the two aspects of the abovementioned Bill that have been referred to the Senate Committee for further review.  Before doing so, and by way of general background, I would like to emphasise the importance the BCTR places on the package of international tax reform measures announced by the Government in May 2003, of which the current Bill represents the first tranche.  

As Australian business continues to become increasingly internationalised, it is important to recognise that our international taxation arrangements can have a major impact on our ability to compete internationally for mobile capital, business, technology and labour. 

There have been a number of major changes in Australia’s tax system since our international tax rules were designed in the late 1980’s.  Specifically, Australia’s corporate tax rate has been significantly reduced following the business tax reform process of the late 1990’s, and Australia’s transfer pricing rules are now much better developed and enforced by the Australian Taxation Office.  

Moreover, the international tax arrangements of our global competitors have been modified over recent years to reflect the increasing degree of globalisation.  So much so that Australia’s international tax rules are now outdated, involve unnecessary compliance costs at many levels, and act as a barrier to attracting and maintaining investment in this country.  

The BCTR strongly supports the entire package of measures announced by the government, and is pleased to observe that the consultation process set in place appears to be operating very effectively.  We also note that both major political parties have signalled their broad support for these measures, which we hope will ensure the speedy passage of this and the succeeding Bills.  

Turning now specifically to the matters referred to the Senate Committee for review, we offer the following comments:

Increase in FIF Balanced Portfolio Exemption

The Bill proposes to increase the Foreign Investment Fund rules balanced portfolio exemption from 5% to 10%.  In addition, “management of funds” will no longer be included in the “blacklist” of non-eligible business activities in the FIF rules.  Welcome as they are, these measures in themselves only represent a short term fix for some of the major problems that the FIF rules pose for Australia’s funds management industry.  Only a full review of the FIF measures will achieve comprehensive reform.

However, increasing the threshold will have beneficial impact on the administrative costs imposed on funds, and ultimately on Australian investors saving for their retirement.  Because far fewer funds are expected to be in breach of the proposed 10% threshold, many will be able to avoid the administrative costs associated with disposing of some of the offending investments before year end (known as “bed and breakfast” transactions), or the detailed work required in maintaining attribution accounts.  As far as they go, the proposed measures are therefore most welcome and we would urge Senators to support this part of the Bill.
Reconciliation of Costs to Revenue

Since this Bill is the first of three tranches of measures the Government has indicated it will introduce, it is difficult to attempt any sort of reconciliation between the international tax measures announced in the 2003-04 Budget, and the limited range of measures introduced in this Bill.

We note that the estimated financial impact of the measures in this Bill total some $67 million over the three year forward estimates period, with the bulk of the cost being represented by the proposed FIF changes.  While the BCTR does not have access to revenue analysis information from the ATO or Treasury, the FIF estimates appear somewhat high, given our understanding that most funds obviate the need to pay tax on attributable amounts by “bed and breakfasting” the offending investments when the existing 5% threshold is in danger of being breached.

At a broader level, I would draw your attention to evidence from Treasury in last year’s hearings of this Senate Committee on the International Tax Agreements Amendment Bill 2003, relating mainly to the estimated cost of re-negotiating the UK/Australia Double Tax Treaty.  Treasury evidence given at those hearings confirms the long standing practice to only factor in directly measurable first round revenue effects of proposed policy measures.  While Treasury acknowledged there were likely to be beneficial second round effects caused by behavioural changes, the impact of those changes could not be estimated with sufficient certainty as to warrant their inclusion in the forward estimates.

The BCTR considers this is a major shortcoming in the tax policy development process, and one that could assume greater importance in the subsequent international tax reform Bills once they are introduced.  If the beneficial revenue and GDP impact caused by behavioural changes arising from a proposed policy measure are assumed not to exist for the purposes of making revenue estimates, there is a risk that tax measures that might be highly desirable from a public policy perspective may not proceed on the false premise that they are not affordable.  

Surging company tax payments over recent years, while no doubt fuelled chiefly by healthy corporate profits, are in our view at least partly attributable to the practice of making conservative revenue estimates during the Business Tax Reform process in recent years.

Thank you again for this opportunity to comment on the Bill.  If required, the BCTR would be happy to give evidence to the Senate Committee through Mr Frank Drenth, Chair of our International Tax Sub-committee.

Yours sincerely

John Stanhope
Chairman
Business


Coalition for


Tax


Reform
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