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1. introduction - Background Information

Prepared by:-

Organisation:
The Western Australian Farmers Federation (Inc)

President:
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PERTH   WA   6000
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PO Box 6291






EAST PERTH   WA   6892

Phone:



9325 2933

Facsimile:



9325 4197

Email:



rosshardwick@waff.org.au 

Contact Name:


Ross Hardwick

Title:




Executive Officer - Economics

The Western Australian Farmers Federation (Inc) (WAFarmers) is WA’s largest and most influential rural lobby and service organisation.

WAFarmers represents West Australian farmers from a range of primary industries including grain growers, meat and wool producers, horticulturalists, dairy farmers and beekeepers. WAFarmers has recently expanded its membership base to incorporate rural small business owners. 

It is estimated that collectively our members are major contributors to the $5.538 billion gross value of production that agriculture in its various forms contributes to Western Australia’s economy (ABS report 2001/02 season).

Additionally, through differing forms of land tenure, our members own, control and capably manage many millions of hectares of the State’s land mass and as such are responsible for maintaining the productive capacity and environmental well being of that land.

1.1 The Inquiry

The inquiry is being conducted by the Senate Economics References Committee Canberra.

In essence it is looking at:

a) the level, extent and distribution of the current tax burden on individuals and businesses;

b) the impact of (a) on taxpayers’ families;

c) the use and efficacy of various tax and expenditure incentives to influence social and economic conduct, for instance participation in the workforce;

d) the long term social and economic impact of the current distribution of taxation, government spending and employment including the intergenerational consequences of the tax structure;

e) the respective roles of the Commonwealth and the states in relation to the collection and distribution of taxation revenue; and

f) any other relevant issues which may arise in the course of the inquiry.

WAFarmers submission points to this inquiry are generic and pertain to rural and regional Western Australia. Specific mechanical detail will not be provided at this stage, with further detail being outlined at the hearing stage, as the adoption of the principles are more important for structural change and simplification of Australia’s taxation system. 

2. recommendation summary

1. That Zonal Tax Rebates be introduced on an extended basis into the Australian Taxation system. The relevant rebate is to be a fair and equitable recompense for the removal of services. Refer 3.1

2. Farm Management Deposits should be refined as a tax planning and risk management tool for primary producers that has real investment incentive with superannuation and succession provisions. FMD’s should allow adequate monies to be set aside for one or two seasons full production costs. Refer 3.2

3. That an alteration be made to the GST legislation that allows recipient generated invoices nett amount and the GST amount to be entered onto the BAS statement for all primary production. Where the relevant definitions and cut-off points are amended and indexed to cater for the changing primary production business environment for GST reporting. Refer 3.3.1

4. The defined ‘Simplified Tax System’ be amended to allow primary producers to use this mechanism for tax planning, capital gains tax planning, superannuation provision to allow for intergenerational change and structural reform and reporting, with the relevant definitions and cut-off points being amended and indexed to cater for the changing primary production business environment. Refer 3.3.2

5. Capital allowance incentives for primary producers should be introduced and structured to deal with local environmental and drought protection issues that are investment based. Refer 3.4

6. That a Primary Production Fund be set up on commercial grounds to provide long term low interest loans for relevant event failure rebuilding for primary producers. Refer 3.5

7. That AWB shares and CBH tolls be classified as farm assets. Refer 3.5

8. That for all purposes the credit (rebate) of the fuel excise tax for primary producers not be labelled or referred to as a subsidy. Refer 3.6

9. That the State based Land tax be removed. Refer 3.7

10. That the State based Payroll tax be removed. Refer 3.8

11. That all State based stamp duty charges be removed and that all State based license fees be service and admin cost neutral in dollar terms for there provision and control of the area that the license fee was set up for. Refer 3.9

12. That Federal and State funding arrangements be sorted out to remove duplication of service provision and equitable access to funding for areas of responsibility. Refer 3.9

13. That the Agricultural sector is not a pawn to be traded with in any trade negotiations. Refer 3.10

3. Primary Producers and Rural Businesses and Taxation

Primary producers and rural businesses have a lumpy and unpredictable but significant tax burden. The application of a multitude of State taxes on top of both GST and Income tax provides a web of complexity and high compliance costs. Where is the incentive to do more with less, as indicated by the structure of successive Federal and State budgets?

When the relevancy of access to and the supply of Government services, State and Federal, are brought into the equation you have a high degree of imbalance on an individual basis for rural and regional Western Australia. Primary Producers and Rural Businesses have had enough and equity principles need to be reintroduced into service access and provision.

 The following are provided as a means of addressing this situation short of providing full and equitable services to all people wherever they live.

3.1 Zonal Tax Rebates

Zonal tax rebates are an effective means of compensating for loss/lack of  government services (education, health, water, electricity, law & enforcement, transport access, access to labour)  and directing people into regional and rural areas. The mechanism exists to administer this from a government taxation perspective.

This mechanism also can deal with non-farm businesses and incentives for rural and regional development.

The basis for this is a discussion paper Taxation Zones and the City-Country Divide, prepared by the National Farmers Federation May 2001.

Recommendation

That Zonal Tax Rebates be introduced on an extended basis into the Australian Taxation system. The relevant rebate is to be a fair and equitable recompense for the removal of services. 

3.2 Farm Management Deposits (FMD’s)

The further refinement of this tax planning mechanism and risk management tool should see access made available to more primary producers, contain real investment incentive with superannuation and succession provisions, deal with asset ownership and business structures for efficient utilisation of this financial mechanism. In particular, taxpayers who operate the primary production business through a company or trust should be eligible to open an FMD account.

With FMD ownership and interest earned being taxed when the deposit is redeemed should also be dealt with, along with the interest amounts not being counted as off farm income and forming part of any limits.

The $300,000 limit is grossly under-providing for WA’s cropping sector and a figure that is double this current limit for now and annually index increased is more inline with what would be needed for good risk management in WA.

Recommendation

Farm Management Deposits should be refined as a tax planning and risk management tool for primary producers that has real investment incentive with superannuation and succession provisions. FMD’s should allow adequate monies to be set aside for one or two seasons full production costs.

3.3 Business Activity Statement 

3.3.1 GST Definition & Detail

Primary production is cash based and accruals have no place from an accounting perspective. Therefore, the relevant definitions of small business, small to medium enterprises and the various threshold amounts need to be revamped to treat agriculture in an effective way that is equitable in comparison with a manufacturing business.

GST is transaction based with nearly all invoices and receipts being recipient generated. For example, livestock account sales, AWB payments, wool account sales and milk sales. These invoices all have gross receipts, selling expenses, levies etc as designated line items and the manual entry of these line items can be time consuming given that farmers would enter them into the farm management system first and then into their accounting system (where used). Manual cashbook recording is utilised by a reasonable section of primary producers as well.  As a means of efficiency and effectiveness for simplification then:

Recommendation

That an alteration be made to the GST legislation that allows recipient generated invoices nett amount and the GST amount to be entered onto the BAS statement for all primary production.

Where the relevant definitions and cut-off points are amended and indexed to cater for the changing primary production business environment for GST reporting.  

3.3.2 Simplified Tax System

Through the ‘new tax system’ PAYG has evolved into the new form of provisional tax. The means of either quarterly or annual adjustment to suit reality is fraught with pitfalls, like the ATO penalty regime and again the lack of integration of farm management packages and accounting practices for tax planning. Were this better placed the increased use of accountants for routine entry would be diminished and hence the accounting cost as well. The mechanisms for matching PAYG with what is actually happening, given the degree of unpredictability for rainfall and the fact that primary producers are price takers, means that a more effective process of adjustment and cashflow matching needs to be arrived at for simplification and ease of use.

Recommendation

The defined ‘Simplified Tax System’ be amended to allow primary producers to use this mechanism for tax planning, capital gains tax planning, superannuation provision to allow for intergenerational change and structural reform and reporting, with the relevant definitions and cut-off points being amended and indexed to cater for the changing primary production business environment.

3.4 Capital Allowances

Capital allowance incentives for primary producers to deal with local environmental issues particularly, salinity, water storage (stock and domestic) and drainage, and fodder storage for feed drought protection should be structured such that investment decisions are balanced in a whole of farm situation. These measures further enhance investment in rural and regional Australia and provide for rural employment and hence rural community sustainability.

Recommendation

Capital allowance incentives for primary producers should be introduced and structured to deal with local environmental and drought protection issues that are investment based.

3.5 Exceptional Circumstances (EC)

The whole process of exceptional circumstances and definitions need to be revamped such that primary producers and rural small business can effectively and commercially deal with catastrophic events without all of the political rhetoric.

Currently, issues where no debt means no access to assistance actually penalises business that are prudent risk managers. In one sense, equity of access will be achieved by providing incentive for this group of primary producers and rural business entities to manage their own risk through a) FMD’s being revamped, and b) access to long term low interest cost debt for event recovery.  The provision and development of access to long term low interest cost debt for primary producers and rural businesses should also allow for restructuring that can be expected to occur through these periods of time.

For the purposes of EC assessment criteria AWB shares and CBH tolls should not be treated as off farm investments. They are in fact production support facilities and should be treated as part of normal farm assets. 

Recommendation

That a Primary Production Fund be set up on commercial grounds to provide long term low interest loans for relevant event failure rebuilding for primary producers.

Recommendation
That AWB shares and CBH tolls be classified as farm assets.

3.6 Fuel Excise

Under the revamp of the off road and on road rebate mechanisms, Energy Grants (Credits) Scheme Bill 2003, the claimed credit is to be treated as a subsidy.  The classification of this rebate as a subsidy has ramifications for any trade negotiations on agriculture that Australia may enter into. Yet the credit is a rebate of a tax because the fuel is being used primarily for a non-road situation and the excise is a tax applied to fuel for recovery of road users costs for road maintenance.

Recommendation

That for all purposes the credit (rebate) of the fuel excise tax for primary producers not be labelled or referred as a subsidy.

3.7 Land Tax (State based tax)

Primary production land is exempt from this state tax but where a primary producer has either a value adding enterprise on this farm land or off farm investment land then the full unimproved value of all lands owned by the controlling parties are added together (except exempted land) to arrive at the respective rate of tax to be applied to 50% of the value of the unimproved value of the title being used for the value adding enterprise irrespective of the actual amount of land in question.

Recommendation

That the State based Land tax be removed.

3.8 Payroll Tax (State based tax)

The threshold level for this tax is grossly inadequate given the very high flat rate of this tax is now 6%. Therefore any business and tax planning measures that are legally utilised for tax planning are nullified by this state tax where the threshold level is assessed by adding together all controlled enterprise salary and wages costs including contractors’ costs. 

Recommendation

That the State based Payroll tax be removed.

3.9 Stamp Duty Costs Removed & License Fee Curtailment

With the introduction of the GST tax, agreement was obtained for the removal of the numerous stamp duty costs that the State levies. The removal is both being delayed and the rates of duty being ramped up by this State Government, and is still creating the anomaly of a tax on a tax. All state governments signed the agreement to remove these taxes by certain dates with a review process also being locked in, however, this hasn’t occurred.

License fees are now being used as a means of tax revenue and not as fee for service control and provision.  Coupled with this scenario is the continual argument of funding distribution from the Federal Government to the States and who is responsible for what. Isn’t it time that this was sorted out?

Recommendation

That all State based stamp duty charges be removed and that all State based license fees be service and admin cost neutral in dollar terms for there provision and control of the area that the license fee was set up for.

Recommendation
That Federal and State funding arrangements be sorted out to remove duplication of service provision and equitable access to funding for areas of responsibility.

3.10 Free Trade Agreements (FTA)

The tax income and distribution effects that Government utilise within the trade arena for both micro and macro outcomes are tending to be politically biased. The primary production sector is not a pawn to be discarded for other sector outcomes. Various studies indicate that the approach that Australia should take on this front should be a multilateral approach, as the positive outcome for both Australia and primary producers appears to be quite robust. Whereas, the bilateral approach is fraught with danger whereby Australia is in peril of being both distracted and sidelined in future WTO negotiations when locked into a FTA.

The proposed FTA with the US would also see our trade with Asian countries come under pressure and the Asian trade has far more potential than any increase in US trade. The chance for Agriculture being reformed in the US with any US FTA is highly unlikely given the recent and very strong protection Bills that have been passed in the US Senate.

The relevant issues of Government intervention for market access, domestic support and export subsidies for all sectors needs to be balanced and primary producers will not accept trade off’s as agriculture has already taken the unilateral trade reform path and adjusted accordingly. 

Recommendation

That the Agricultural sector is not a pawn to be traded with in any trade negotiations.
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