INQUIRY INTO THE STRUCTURE AND DISTRIBUTIVE EFFECTS OF THE AUSTRALIAN TAXATION SYSTEM

This submission bears upon the use of gift deduction tax incentives (term of Reference C) and the ageing nature of the Australian taxpayer (Term of Reference A).

Summary

Australian Universities are charitable institutions in tax law like their counterparts in other parts of the OECD.  As the Australian population ages, along with the rest of the OECD, it is anticipated that there will be an inter-generational transfer of wealth.  Universities in other OECD countries are in a better position to benefit from this transfer of wealth than Australian universities because of taxation incentives.  Australian Universities may miss this opportunity unless there is a more favorable gift tax regime.

Ageing Population

In 1999 12% of the Australian population was aged 65 years or more.  By 2019 it is projected that this will have risen to 18%, and the actual number of older Australians will have doubled.  Australia is experiencing numerical ageing of the population as the number of people aged 65 years and more increases as mortality rates decrease and more people live longer.  In 2001 the median age was 35.4 years, by 2019 it is projected it will be more than 40 years.  There is also a structural ageing of the population as the proportion of older people increases as a result of a declining fertility rate, leading to a relatively smaller proportion of younger people (Australian Social Trends 2002).

It is estimated that about $600 billion will change hands in Australia over the next 

decade – being a transfer of about 30% of household wealth.  People over 65 currently control 28% of private wealth.

This aging has many implications for the taxation system and its mix.  An 

inheritance tax is one policy response that is being taken up overseas.  A relief 

from inheritance tax is usually provided in the form of deductions for gifts to 

charitable organisations.

INTERNATIONAL COMPARISONS ON CHARITABLE GIVING

In recent times the generosity of Australians has been compared with the United States, Canada and the United Kingdom.  For instance, the 1995 Industry Commission Report No. 45 entitled Charitable Organisations in Australia reported (at page 229):


"Even though comparisons of giving between countries are difficult, Australia compares poorly with the United States, both on a per capita basis and as a proportion of GDP.  Australians on average contribute almost $100 per year whereas Americans contribute over five times this amount."

However, to compare philanthropic donations using Tax Expenditure Tables across countries is not a particularly revealing activity.  The way in which statistics are collected by the taxation authorities of various countries as well as the major differences in the taxation treatment of philanthropic gifts make meaningful comparisons difficult.

For example, when analysing taxation statistics in the United States, the figures include gifts by corporations, whereas in Australia they do not.  In the US, only taxpayers who opt to file tax returns can claim gift deductions.  In the case of corporations, donors may claim a gift tax deduction for no more than 10% of their taxable income in any year, but are able to carry forward any excess donations for up to five years.  Gift deductibility is also available in the US for gifts to religious institutions, national and international amateur sports competitions and the advocacy of social change, which are almost entirely excluded in Australia.

In Canada, like the US, there is a cap on the amount of donations that may be claimed in any one year, with the gift cap limited to 20% of a person’s taxable income, unless you are giving to the Canadian government, and then it is unlimited.

The more common measure of giving, which permits national comparisons, is by percentage of Gross National Product (GNP).  By this measure, the United States (2.0%) gives at a rate more than twice that of Great Britain (Wright 2001).

United States of America

Internal Revenue Service

Tax Year 1999-00

http://www.irs.gov.au
	Number of Tax returns
	130,122,204

	Total Number of Itemised Returns
	42,975,975

	Returns with charitable deductions
	37,678,477

	Taxable Income ($ millions)
	$6,307,009,049

	Total Donations ($millions)
	$136,654,153

	Percentage of donors to itemising taxpayers
	88%

	Donation as a Percentage of total adjusted gross income
	2.2%

	Average Tax Donation of gifting itemisers
	$3,626.85


The range of nonprofit organisations to which donations can attract tax deductions is much wider than that allowed in Australia and includes religious organisations and advocacy groups; almost all of the organisations we know as charitable or tax exempt in Australia would qualify.

There are limitations on the amount of the tax deduction that may be claimed.  The percentage varies with the status of the donee, the donor and the type of property, which makes for a very complex system of gift contributions.  In general, individuals may deduct up to 50% of their “adjusted gross income” (AGI) for donations to publicly supported charities, up to 30% of AGI for donations to charities classified as private foundations, up to 30% of AGI for donations of capital assets to publicly supported charities, and up to 20% of AGI for donations of capital assets to privately supported foundations.  Only those taxpayers who itemise their deductions actually claim gift deductions, mostly those over $US 75,000.

Corporations may generally deduct up to 10% of their taxable income, regardless of the status of the organisation and regardless of the type of property involved.  Donations are also deductible for the purposes of gift and estate duty.  It is possible for an individual’s tax base for gift and estate purposes to be reduced to zero by making donations to nonprofit organisations.

United Kingdom

Taxation Statistics

Inland Revenue 1999-2000

http://www.inlandrevenue.gov.uk

	Number of Taxable taxpayers (Coy and individuals)
	27,000,000

	Number of Non-taxable Taxpayers
	Not available

	Taxable Income (£ millions)
	£92,986

	Number of individual Taxpayers providing Tax – deductible Donations
	Not available

	Gross Amounts donated by Individuals (net of basic income tax rate) (£ millions)
	£429

	Gross Amounts donated by Companies (net of basic income tax rate) (£ millions)
	£268

	Gross Amount Donated (£ millions)
	£905

	Payroll Giving Scheme – No. of donors
	760,000

	Payroll Giving Scheme – Gross Amt donated (£ millions)
	£37

	Average Payroll donation (£)
	£48.68

	Percentage of donors to total taxpayers
	Not available

	Donation as a Percentage to taxable income
	0.97%

	Average Gross Tax Donation – taken on all taxpayers not just those donating
	£33.52


In the 1999/00 income tax year there were three forms in which a taxpayer could benefit from a gift to a charity:

1. Covenant

Up to April 2000, taxpayers who had a covenant (a legal document by which an individual or company promised to pay a fixed sum to charity each year) received relief from income or corporation tax, provided their covenants ran for more than three years.  There were no restrictions on the amounts donated by covenants.

2. Gift Aid

Gift Aid enables individuals and companies to obtain tax relief on single gifts of money to charities.  Millennium Gift Aid started on 31 July 1998 and continued until 31 December 2000.  Millennium Aid lowered the minimum donation, which gets Gift Aid from £250 to £100 where an individual gives to these causes.  The minimum amount was removed in April 2000 and there is no upper limit.

3. Payroll

In addition, since 1987, the United Kingdom has provided tax relief in relation to payroll giving.  In other words, the employer gives tax relief by deducting the gift from the employee's pay before calculating the PAYE tax.  The employer pays the gift to an agency charity, which distributes the amounts to nominated charities.

In the March 2000 budget major changes were made to charitable giving.  The mechanics of the relief operate as follows:  the gift is paid less the basic rate of income tax and the charity recovers this from the taxation authorities.  If the donor is an individual, then they retain the tax deducted.  A gift by an individual of £78 is treated as a donation of £100 from which the donor has deducted tax at the basic rate of 22%.  The individual keeps the £22, if a basic taxpayer.  If the taxpayer is on a higher rate (40%), the gross payment (£100) is deducted from his income chargeable at 40% and the amount of relief is £40.

A company pays over the whole amount to the charity and deducts the gross amount of the gift from taxable profits.

In the United Kingdom, most organisations that come within the legal definition of charity are recipients of tax-deductible gifts.  This includes religious organisations, educational institutions, the relief of poverty and sickness and other public benefit organisations that act in the community's interest.  This is a much wider group of interests and activities compared to Australia's narrower conception of gift deductibility via Public Benevolent Institutions, philanthropic funds and specifically named institutions.

Canada

Taxation Statistics

Canada Customs and Revenue Agency - 2000 Tax Year

Available at http://www.ccra-adrc.gc.ca

	Number of Taxable taxpayers
	14, 978,270

	Number of Non-taxable Taxpayers
	6,458,440

	Total Number of Individual Taxpayers
	21,436,710

	Taxable Income ($millions)
	$671,922

	Number of individual Taxpayers providing Tax – deductible Donations
	5,476,410

	Total Donations ($millions)
	$5,401

	Total tax credits on donations ($ millions)

	$1,483

	Total non-refundable tax credits ($ million)

	$38,045

	Percentage of donors to total taxpayers
	25.54%

	Donation as a Percentage to taxable income
	.8%

	Average Tax Donation
	$986


Donation Differences to Australia

· donations are allowable to a much wider range of entities including charities such as churches and religious groups and a wider range of overseas charities;

· an individual’s donations are not deducted from their income, but are a tax credit;

· only a percentage of the donation is taken off actual tax paid;

· in any year individuals cannot claim more than 75% of their taxable income;

· donations made pursuant to a taxpayer’s will also generate a tax credit;

· a corporation can claim a deduction, but it is from taxable income as it is in Australia;

· these statistics do not include corporate giving; and 

· all tax credits can be spread over five years.

Gifts to a registered charity by an individual may be deducted as a tax credit from an individual’s income tax, rather than a deduction from an individual’s assessable income, as it is in Australia.  A tax credit differs from a straight deduction from assessable income.  It affects the taxpayer’s tax liability directly, rather than indirectly, through the taxpayer’s taxable income.  A percentage of the amount is set and this is the same for all taxpayers no matter what their tax bracket.  Thus the taxpayer’s marginal rate of tax does not dictate the size of the subsidy the donor receives.

The Canadian tax credit rate is 17% of the first $200 and 29% for donations over $200. However, the maximum credit that an individual may claim is generally limited to a total of 75% of the taxpayer’s income for the year plus 25% of any taxable capital gain from making the gift.  Unused credits in any year can be carried forward for up to five years. Special rules apply for gifts to the Crown, gifts to US charities, and of certified cultural property.

In Canada, gifts to all charities (not just a specified class of charities such as gift deductible entities) receive tax benefits as well as gifts made in wills.  This is much wider than permitted in Australia.

Donations by corporations are deductible by the corporation in computing its taxable income, similar to Australia.  However, unlike Australia, there is a gift deduction cap of 75% of the corporation’s net income for the year.

The 2000 National Survey of Giving, Volunteering and Participating in Canada indicated that people gave (not only tax deductible gifts) on average $259, an increase of $20 on the last survey in 1997 with a participation rate of 78%.  The value of direct donations to charities was $5 billion.  Indirect support through purchasing of goods such a chocolate bars where the proceeds go to charity, purchasing charity lottery tickets, and attending charity sponsored bingo totalled $1.19 billion.

STIMULATING GIVING?

The policy behind giving a tax deduction to gifts to certain nonprofit organisations is that it will increase giving to such organisations, which is believed to be a “good” outcome by the government.  In terms of economic theory, this assumes that the less it costs to give (ie. tax breaks for giving), then the more people will give.  The economists build models of the “price elasticity of giving” – a measure of how responsive giving is to a change in its cost.  It is assumed that people will give more if the price of giving is lowered, and less if the price of giving is raised.

In the tax year 1999/00 there were some initiatives to increase giving. These were:

· permitting gifts of property valued by the Commissioner as being over $5,000;

· enabling the establishment of Prescribed Private Funds (PPF); and

· the apportionment of deductions for gifts to certain organisations over five years.

While these measures technically commenced on 1 July 1999, the legislation and administrative procedures were only settled during the latter stages of the tax year in question, or even later for PPFs.  This may well have thwarted the potential to increase tax deductible gifts.  It also came at a time immediately prior to the introduction of the GST which may also have been a factor.
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Total Tax-Deductible Donations shows a seven-year comparison of the total amount of tax-deductible donations claimed by individual Australian taxpayers between the 1993 and 2000 financial years.  The amount donated of $702.5 million in 1999/2000 represents an 11.18% increase from the previous financial year of $632 million.  Previous years of the 1990s only average just over a 6% increase each year (McGregor-Lowndes, Marsden and Flack 2002).
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Further stimulation of gift giving

Definition of a Gift

Australia has a fairly strict notion of a gift which does not include any ‘quid pro quo’ transactions nor split gifts (eg. gala dinner cost and donation).  In other jurisdictions such arrangements can be apportioned.

Capital Gains tax

There are still capital gains tax implications in gifts for donors, although the government has recently addressed the issue in respect of testamentary gifts and conservation covenants.

Remainder Trusts

The USA permits taxpayers to transfer property and receive a tax deduction, but reserve a right such as living in the house or dividends from shares.  This is particularly attractive to retired persons and can be done in Australia with respect to some types of art works and cultural gifts.  It could be expanded to allow donors to Universities to be the beneficiaries of such remainder trusts.

Such remainder trusts flourish in a taxation regime with an estate or inheritance tax.  The USA has a 55% inheritance duty, Japan 70% and the UK 40%.  Hong Kong has recently introduced a modern inheritance tax.  In all such jurisdictions university benefit now from such gifts, and will increasingly benefit in the future.
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Most of the material was taken from two article:  ‘Regional Populations Ageing’ and ‘Older Overseas-born Australians’.
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� As explained in the text, in the Canadian tax system, gifts by an individual are not a deduction from their income tax, but a set percentage of the donation may be deducted as a tax credit from an individual’s income tax. This is the amount actually deducted from their tax liability, not their assessable income.


� As explained in the text, in the Canadian tax system, gifts by an individual are not a deduction from their income tax, but a set percentage of the donation may be deducted as a tax credit from an individual’s income tax. This is the amount of the donation that was outside the percentage of the donation that could be claimed.
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I05

		Taxation Statistics 2000

		Table 1: Individual Taxpayer Statistics

		Financial Years Ending 30 June 1993 to 30 June 2000

				1992-93		1993-94		1994-95		1995-96		1996-97		1997-98		1998-99		1999-00

		Number of Taxable Taxpayers		7,661,771		7,609,299		7,861,134		8,165,622		8,239,609		8,251,120		8,019,250		8,457,392

		Number of Non-Taxable Taxpayers		1,611,200		1,781,791		1,757,876		1,685,899		1,621,454		1,554,455		1,736,142		1,678,442

		Total Number of Individual Taxpayers		9,272,971		9,391,090		9,619,010		9,851,521		9,861,063		9,805,575		9,755,392		10,135,834

		Taxable income ($million)		$   210,903		$   222,712		$   236,580		$   253,564		$   263,849		$   277,089		$   286,914		$   316,020

		Number of Individual Taxpayers Providing

		Tax-Deductible Donations		3,134,553		3,156,223		3,170,370		3,201,891		3,150,500		3,200,513		3,260,758		3,350,557

		Total Tax-Deductible Donations (in $ millions)		$   439		$   471		$   495		$   528		$   541		$   581		$   632		$   703

		Percentage Increase		N/A		7.29%		5.10%		6.67%		2.46%		7.30%		8.85%		11.18%

		Percentage of Donors to Total Taxpayers		33.80%		33.61%		32.96%		32.50%		31.95%		32.64%		33.43%		33.06%

		Donation as a Percentage of Taxable Income		0.20815%		0.21148%		0.20923%		0.20823%		0.20504%		0.20950%		0.22023%		0.22231%

		Average Tax-Deductible Donation		$   140.05		$   149.23		$   156.13		$   164.90		$   171.72		$   181.38		$   193.78		$   209.68

		Percentage Increase		N/A		6.55%		4.63%		5.62%		4.13%		5.63%		6.84%		8.20%
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		Taxation Statistics 2000

		Table 1: Individual Taxpayer Statistics

		Financial Years Ending 30 June 1993 to 30 June 2000

				1992-93		1993-94		1994-95		1995-96		1996-97		1997-98		1998-99		1999-00

		Number of Taxable Taxpayers		7,661,771		7,609,299		7,861,134		8,165,622		8,239,609		8,251,120		8,019,250		8,457,392

		Number of Non-Taxable Taxpayers		1,611,200		1,781,791		1,757,876		1,685,899		1,621,454		1,554,455		1,736,142		1,678,442

		Total Number of Individual Taxpayers		9,272,971		9,391,090		9,619,010		9,851,521		9,861,063		9,805,575		9,755,392		10,135,834

		Taxable income ($million)		$   210,903		$   222,712		$   236,580		$   253,564		$   263,849		$   277,089		$   286,914		$   316,020

		Number of Individual Taxpayers Providing

		Tax-Deductible Donations		3,134,553		3,156,223		3,170,370		3,201,891		3,150,500		3,200,513		3,260,758		3,350,557

		Total Tax-Deductible Donations (in $ millions)		$   439		$   471		$   495		$   528		$   541		$   581		$   632		$   703

		Percentage Increase		N/A		7.29%		5.10%		6.67%		2.46%		7.30%		8.85%		11.18%

		Percentage of Donors to Total Taxpayers		33.80%		33.61%		32.96%		32.50%		31.95%		32.64%		33.43%		33.06%

		Donation as a Percentage of Taxable Income		0.20815%		0.21148%		0.20923%		0.20823%		0.20504%		0.20950%		0.22023%		0.22231%

		Average Tax-Deductible Donation		$   140.05		$   149.23		$   156.13		$   164.90		$   171.72		$   181.38		$   193.78		$   209.68

		Percentage Increase		N/A		6.55%		4.63%		5.62%		4.13%		5.63%		6.84%		8.20%
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