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INTRODUCTION

1. As Australia’s largest professional body, with some 100,000 members, CPA Australia welcomes the opportunity to contribute to the Senate Economics References Committee’s Inquiry into the structure and distributive effects of the Australian taxation system. 
2. CPA Australia has been a leading advocate of tax reform for many years and is of the view that, while much has been achieved over the last 3-4 years, there is still much to be done.
3. CPA Australia’s interest in the Committee’s Inquiry is twofold:

First, as leaders in finance, accounting and business advice CPA Australia members have a vested interest in ensuring that economic conditions are as conducive as possible for people to do business.  The structure of the tax system is a major factor in influencing business decisions and economic outcomes.
· Secondly, as a professional member organisation CPA Australia has an overriding obligation to the public interest.
  Accordingly, as part of that obligation CPA Australia is interested not only in the economic impact of the tax system, but also the social impact of the structure and distributive effects of the Australian taxation system on the community at large.
4. For these reasons CPA Australia considers itself a key stakeholder, and it is in this context that this submission has been prepared. 
5. The ongoing work undertaken by the Government demonstrates that tax reform has not fallen off the agenda and recognises that just as the world is not static, neither is tax reform.  Given this environment tax reform is an ongoing challenge.  It is important that other competing issues and/or events occurring domestically or internationally do not cause true reform to be overshadowed and perhaps even stalled to the detriment of all Australians.

Submission structure
6. The submission follows the six elements of the Inquiry’s terms of reference:  They are:

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.

Key findings
7. The submission’s key findings are:

· Overall the current income tax burden on individuals is slightly higher than three years ago.
· The tax burden on companies is slightly lower although the compliance burden has increased significantly.

· Ultimately the tax burden is borne by individuals.

· There is no current data reviewing the impact of the current structure and distributive effects of the tax system on families.  However the introduction of the Family Tax Benefit and the Baby Bonus are both examples of two relatively new assistance/ welfare measures designed to reduce the burden of taxes on families.  It is incumbent on governments to monitor impacts of government policies.  There is no transparency in these measures and the government of the day must determine to what extent tax measures deliver on the desired outcomes or original policy objectives.

· The impact of high marginal tax rates at a low threshold impacts worker participation rates as do poverty traps created by the ineffective interaction of the tax and welfare systems.  These shortcomings are longstanding detriments to the Australian economy and the welfare of the community as a whole.  Both these matters must be addressed for the benefit of all Australians.  CPA Australia has identified a number of options for how tax cuts could be funded.  Also the option of tax credits for low income families must be explored more fully.

· Australia has now established a framework for its taxation system that, if implemented correctly, will ameliorate many of the problems we will face as a nation as expounded in the Government’s 2002 Intergenerational Report.  However, while the structure is now in place, the mix between direct and indirect taxes is still incorrect.  If we are to maintain the sort of welfare safety net currently enjoyed by many Australians, future governments and the Australian community will need to face up to some hard decisions, such as increasing the rate of the Goods and Services Tax (GST) and/or broadening the GST base.

· The Commonwealth Government’s plan for a new tax system, Tax reform – not a new tax a new tax system (ANTS) outlined some aspects of the Commonwealth - State relations problem and proposed a solution.  This has not been fully effected.  Unless addressed this also has the potential to seriously impact tax reform going forward as States implement new taxes to address funding deficiencies while not abolishing those originally earmarked to go under the intergovernmental agreement that was made when the GST was introduced.
· Personal tax cuts are of greater priority than the winding back or the abolition of State taxes.
· Tax reform is not a static event – our tax system should be constantly under review to enhance Australia’s competitiveness in the global market.  There are many issues that still need to be addressed and we have set these out in part (f) of this paper.

Acknowledgements

8. This submission has been prepared with the input of CPA Australia’s Taxation Centre of Excellence (TCoE) on behalf of all CPA Australia members.  The TCoE is assisted by Garry Addison FCPA and Paul Drum FCPA.
A)
THE LEVEL, EXTENT AND DISTRIBUTION OF THE CURRENT TAX BURDEN ON INDIVIDUALS AND BUSINESSES

9. The most recent research available that provides an insight into the level and extent of (but not the distribution) of the current tax burden on individuals and businesses is Australian Taxation in an International Context 
  While the focus of that paper is to consider Australia’s taxation sources and levels relative to a number of other mainly OECD countries, it also provides an important insight into the current tax burden on individuals and businesses in Australia.

10. Table 1 provides a high level outline of key revenue types as a percentage of Gross Domestic Product (GDP) for the years 1996/97 to 2002/03 inclusive.

Table 1 - Key revenue types as a percentage of Gross Domestic Product (GDP)

	Tax
	Year

1996/97 (%)
	1997/98 (%)
	1998/99 (%)
	1999/ 2000 (%)
	2000/01 (%)
	2001/02 (%) est
	2002/03 (%) est

	Personal income tax


	12.5
	12.5
	13.1
	13.3
	11.7
	12.3
	12.4

	Corporate income tax


	4.5
	4.4
	4.9
	4.9
	6.3
	4.7
	4.6

	Employment


	2.0
	2.0
	2.0
	2.0
	1.9
	N/A
	N/A

	Property


	2.7
	2.7
	2.8
	2.9
	2.8
	N/A
	N/A

	Goods and services


	8.4
	8.2
	8.0
	7.7
	9.1
	N/A
	N/A

	Total Tax Revenue


	30.2
	29.9
	30.8
	30.7
	31.8
	N/A
	N/A


Source:  Australian Taxation in an International Context – KPMG Tax and Policy Group, December 2002

11. However it is also relevant to note that all statistical data has its limitations, and these must be factored into any conclusions drawn.  For example, corporate taxes in Table 1 include tax on superannuation funds.  Goods and services includes excise, customs duties, the Wholesale Sales Tax (WST) where applicable and the GST where applicable.  Also the table above does not include the impact of the Superannuation Contributions Surcharge.  In the 2000 -2001 income year the surcharge collected around $700 million in revenue.  Accordingly exclusion of particular figures, or the aggregating of certain taxes together, along with the use of estimates, will not enable a completely clear picture to be presented. 
12. Notwithstanding these limitations, CPA Australia believes the following conclusions can be reliably drawn in relation to personal taxes and company taxes.

Personal taxes

· As expected, the moderate personal tax cuts introduced by the government in the 2000/01 income year provided a temporary reduction in personal income tax collections as a percentage of GDP in the 2001/02 financial year.

· With inflation and bracket creep it is expected that the percentage of personal taxes paid as a percentage of GDP will continue to increase over time.  This is already reflected in the 2001/02 and 2002/03 estimated figures in Table 1 – Key Revenue Types as a percentage of GDP.
· Overall there has not been any significant change in the average level of income tax burden on individuals over the last seven years.  The average tax paid as a percentage of GDP over that time is 12.54%.  (This compares with 8.7% in 1953/54 and 14.3% in 1982/83).

· Over the same period taxes on goods and services has increased.  This is a consequence of the introduction of the GST which is more broadly based than the WST it replaced.  This increase has restored some balance in our indirect taxes as the WST was slowly eroding (as it was a tax only on certain goods).  It is also of note that many other taxes earmarked for abolition or review as part of the ‘package’ associated with the introduction of the GST have yet to be removed.  This is discussed further at (e) in this submission.
Company tax

· Company tax over the same period has reduced principally because of the reduction in the corporate tax rate from 36% to 34% from 1 July 2000, and ultimately to 30% from 1 July 2001.

Overall impact on individuals and business
13. As there does not appear to be any recent study that addresses this issue, CPA Australia can only make some general observations on this topic.
14. CPA Australia would note firstly that ultimately the tax burden is borne by individuals one way or another. However, the precise way this works out will depend on the final incidence of particular taxes, that is who finally bears the tax burden. This can be illustrated by considering the incidence of company tax which may ultimately be borne by shareholders through reduced profits and dividends, shifted forward and borne by final or intermediate consumers through higher prices, or shifted backwards and borne by the suppliers of labour in the form of lower wages.
15. Indirect taxes such as the GST are formally borne by businesses but are often passed on to final consumers - in fact, Australia’s major broad-based indirect tax (the GST) has been specifically structured to facilitate this. Nevertheless, even the GST may be shifted to business owners (eg. shareholders, etc) or suppliers in some circumstances, depending on the operation of market forces.
16. A significant proportion of business activity in Australia is conducted through entities other than companies particularly in the small to medium enterprise (SME) area, including trusts, partnerships and sole traders. However, the comments on incidence above would appear to apply equally to these entities other than for a minor change in terminology (that is, replace ‘shareholders’ with ‘business owners’).
17. While it may be difficult to determine the precise incidence of particular taxes, determining the impact of taxes on business is even more problematic. This is because business activity may be affected (albeit in different ways perhaps) regardless of the incidence of particular taxes. For example, the GST will inevitably impact on business activity indirectly even where it is passed on to consumers by dampening consumer demand. 
18. It is also necessary to bear in mind that taxes generally enable governments to supplant private spending with public sector spending. Consequently, in order to assess the impact of, say, increased taxes on business, it would be necessary to look at where the additional revenue has been spent. If it has been used to fund increased social security outlays then the likely spending of those outlays in the hands of welfare beneficiaries would need to be considered.
19. All this points to the difficulties involved in any exercise of this kind. However, it may be that the issue being raised here is the impact of the current tax system on the overall distribution of income in Australia. If this is the case, then that would be a major exercise and the only point that we would make here is that in seeking to assess such impact it would clearly be necessary to take into account the impact of the social security system. It seems likely that Australia’s social security and tax systems considered together are progressive. In any event, it seems unlikely that there would have been any significant change in recent years given that the total tax burden has only increased by around 1% of GDP. 
20. Any change which may have occurred may have been due more to the introduction of measures (eg, FTB, FCTR) aimed at providing assistance to families which have been subject to less rigorous means testing (or none at all) than has traditionally applied to Australian social security measures.
21. That said, however, any decline in progressiveness of the tax/social security system in this regard may have been offset by the wide range of reform measures introduced over the past few years designed to strengthen the overall integrity of the tax system.
B)
THE IMPACT OF (A) ON TAXPAYERS' FAMILIES

22. CPA Australia is are not aware of any data that addresses the impact of the current structure and distributive effects of the tax system on families that would encapsulate the effect of the last 4-5 years of tax reform.  The most recent paper that provided an insight into this type of issue was released in 1999, and is based on 1996-97 data
.  Accordingly we are not in a position to comment in any detail on this section of the inquiry at this time.  However we can make the following observations - the introduction of the Family Tax Benefit and the Baby Bonus are both examples of relatively recent welfare measures designed to reduce the burden of taxes on families
.
23. Further as part of a whole of government approach it is incumbent on the government to fully understand the economic and social impact of government tax policy on the general community, and we expect and encourage the government to review this as part of their ongoing overall management practices.

C)
THE USE AND EFFICACY OF VARIOUS TAX AND EXPENDITURE INCENTIVES TO INFLUENCE SOCIAL AND ECONOMIC CONDUCT, FOR INSTANCE PARTICIPATION IN THE WORKFORCE 

24. Our comments here are limited to the issue and impact of various tax and expenditure incentives and their influence on participation in the workforce rather than the use of tax and expenditure incentives to use to influence social and economic conduct more generally.

25. Based on the most recent OECD data
 Australia enjoys the position of being the sixth lowest taxed country when comparing a country’s total tax revenues as a percentage of its GDP.  
26. Chart A – Total tax revenue as percentage of GDP shows Australia’s position relative to the other member countries of the OECD. 
  Only Ireland, the United States, Japan, Korea and Mexico have lower total tax to GDP ratios.
27. Some care must be exercised, however, in using comparisons of this kind. For example, some countries may employ direct outlays for certain distributional and industry assistance purposes while others employ tax expenditures. The former, other things being equal, imply a larger tax take than the latter but the real effects of the system could be broadly similar. For example, total tax expenditures provided by the Commonwealth to individuals and businesses in 2001-02 totalled $29.9 billion ((including $9.8 billion on superannuation concessions).

28. One of Australia’s key problems however is that our highest marginal rate of tax cuts in at a very low threshold.  This negatively impacts worker participation in the workforce.  Poverty traps created by the ineffective interaction of the tax and welfare systems also have a similar effect.  Both of these matters must be addressed for the benefit of all Australians and are considered further below.
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High marginal tax rate and low comparative threshold

29. Australia has a current headline or nominal top marginal rate of 48.5% (including Medicare) that cuts in at $60,000, and the threshold is very low compared to other jurisdictions.  This problem is not new and has been widely recognised for many years.  For example it was recognised in 1998 as one of the key reasons Australia’s tax system was in need of reform.

30. Table 2 provides a brief comparison of tax rates and the relevant threshold levels for a number of selected countries.  It is important to note that some of these and other countries are also considering further tax cuts.
Table 2 – Comparison of top marginal rates and income thresholds for selected countries
	Country
	Current top marginal rate 

(%)
	Income threshold 

($A)

	Australia
	48.5
	60,000

	Canada
	45.7
	114,800

	France 
	52.75
	86,200

	Germany
	48.5
	98,000

	New Zealand
	39
	53,400

	United Kingdom
	40
	83,900

	USA
	47.4
	549,100


Source KPMG ibid p.32
31. While there is a certain ‘shock factor’ from tables such as Table 2, they also have some limitations – for example they do not express the fact that unlike Australia, some other jurisdictions also have other personal taxes levied at the state level and many other countries also have social security contributions at both employer and employee levels which are often significant.  Some of these could be likened to another form of taxation, and in fact the OECD attempts to factor the impact of these contributions into it’s statistics on taxes on revenue in an attempt to provide some reasonable means of comparison between countries.
32. Recognising these limitations, the key purpose of Table 2 in this submission is to demonstrate the point that Australia’s top marginal rate cuts in at a comparably low level.
33. A more useful comparison for the Australia tax debate is considered to be Australian individual marginal income tax rates compared to average weekly earnings.  This was also recognised by the current government in The Australian Tax System - In Need of Reform
 which described how in 1954 the average wage earner paid 17.5% tax on additional earnings and also had to earn 19 times average earnings to pay the top rate.  This position was contrasted with that in the year 2000 where a taxpayer would pay 43% tax on additional earnings and only have to earn 1.2 times average earnings for the privilege.
  The moderate income tax cuts introduced from 1 July 2001, one year after the introduction of the GST, did not address this underlying problem.
34. There is little dispute if any that Australia’s top marginal rate and low commencement threshold are disincentives to individuals to work overtime or take second jobs, seek higher paid employment or even to save and invest.  We need to explore options on how this could be ameliorated as it is widely held to be a major impediment to economic growth.
35. Also bracket creep poses a significant problem  Consider the following brief example: A taxpayer earning income $40,000 pays income tax of $8980, representing an average tax rate of 22.45%  If the taxpayer earns $ 45,000 they pay income tax of $10,555.  This represents an average tax rate 23.46%.  This example demonstrates tax rate creep within brackets – without the taxpayer moving from the 30% tax bracket, their average tax rate goes up by more than 1%.  Also given that current AWOTE are around $43,000 bracket creep presents a big problem in the future as workers will only need to earn $50,000 to move to the 42c bracket.
36. CPA Australia submits that there are major efficiency gains to be achieved from lowering the income tax rates across the board in conjunction with a targeted rebate for low-income earners. Particular attention should be given to the marginal tax rates faced by middle and upper income earners.  Consideration should be given to reducing the number of income tax brackets from the current five to three.  Such a flattening of the personal tax rate scale would reduce bracket creep.  Further, bracket creep could be completely fixed by indexation.  All of these measures would provide taxpayers with greater incentive to work, save and invest.
37. Despite efforts to address ‘pay as you go’ (PAYG) erosion with personal services income (PSI) rules, there is still a risk to revenue and equity with these relatively new arrangements.  As a result, there is still a strong case for a closer alignment of the top personal income tax rate with the current 30% company tax rate.  The benefits of such a move include reduced tax planning incentives and an increased work incentive for individuals.
38. According to some figures recently provided to CPA Australia by provided by HSBC’s Chief Economist, Dr John Edwards, reducing the income tax rate to 39% without changing the tax threshold brackets would cost about $4.7 billion.  If the rate was cut to 30%, which for integrity reasons should be the target, the cost is closer to $11 billion.
39. Funding for such a proposal could come from a variety of options, for example:

· reducing government spending – difficult at the best of times;
· increase other taxes such as the GST – not politically feasible for many years to come (if ever);
· broadening the GST base – suffers the same problem as the point above;
· abolishing completely, or eliminating the extent of the deductibility of work related expenses - plausible given that this would result in a revenue saving in the vicinity of $7.7 billion
.  There would also be significant compliance cost savings for individuals on recordkeeping, and possibly also significant expenditure savings in the ATO as a consequence of such a measure.  However this could also be regressive and it may widen the equity gap between employees and the self-employed;
· introducing provisions disallowing, say, the first $1000 of all taxpayer’s allowable deductions;
· revisit the CGT rules and concessions to identify savings if the 50% general discount was removed and replaced with, say, a system where capital gains were taxed at an individual’s marginal tax rate up to but capped at 30%; and
· other initiatives, such as the increased revenue expected from integrity measures such as the clampdown on mass marketed and the other business tax reform integrity measures generally.
Welfare/ work poverty traps
40. CPA Australia released a paper in 2002
 that amongst other things considered benchmarks that should be attributed to different elements of tax reform.  It also considered that personal taxes should be:
· Income source neutral – that is, neutral in its treatment of different income and expenditure sources and asset and liability types.
· Incentive neutral:  Tax rates should not create disincentive effects through altering the choice between work versus leisure and savings versus consumption.

· Payment neutral:  The tax system should not distort the way in which personal services (labour) is supplied such as through a partnership, trust, company or directly by an individual.

· Tax and non-tax policies should not interact in such a way as to create disincentive effects (eg impact of the social welfare system and personal income tax interaction; impact of tax expenditures and subsidies).

41. Unfortunately most of these criteria have not been met in any real sense in our current tax system  However the focus of our comments in this submission is on the fourth point above which recognises one of the key problems discussed in the recent McClure Report
 and other recent government public statements.

42. Welfare/ work poverty traps have very costly social implications as well as potentially long term negative economic and business impacts.  The McClure Report clearly recognises this as one of its conclusions was that ‘Australia's social support system must do more than provide adequate levels of income support for people in need. It must ensure that people are actively engaged socially and economically, including in the labour force, to reduce the risk of long term social and economic disadvantage for themselves and their families. Many people will require support at different points in their lives and some may require it for longer periods. Whatever their circumstances, the social support system should seek to optimise their capacity for participation.’
  However the McClure Report does not provide a clear direction on how this problem can be minimised.  One proposal recently in the public spotlight is that of tax credits.
Tax credits

43. Some jurisdictions use tax credit systems to help provide incentives to facilitate the shift for people off welfare and back into the workforce.  For example, in the US there is a Earned Income Tax Credit (EITC) which is a refundable federal income tax credit for low income individuals and families.  The size of the credit depends on both the size of the taxpayer’s income and also the number of children in the family.  While Australia does not have a tax credit system as such the FTB could be viewed as a de-facto tax credit system as could the Baby Bonus.  Critics of these measures would also consider that these measures are not adequately targeted at those most in need and are also available to those in middle and upper income Australia.
44. Properly targeted, an EITC can raise many families above the poverty line.  For example the US Centre on Budget Policy Priorities in The Safety Net Delivers
 reports that 1.4 million people were lifted above the poverty line by the US EITC.  In particular, it was found that ‘more than half the increase between 1989 and 1995 in the number of children lifted from poverty by government programs occurred as a result of improvements in the tax system….especially largely EITC expansions.’

45. However tax credit systems (TCS) are not a panacea or silver bullet to the problem of poverty traps.  For example, critics argue that TCS:
· ultimately act as a barrier to low paid workers working extra hours, and 

· also act as a barrier for low paid workers seeking and going for higher paid work.

46. It is noted that this argument is similar to that advanced earlier in this submission regarding the impact of high marginal rates at a low threshold on worker participation, savings and investment.  The substance of the argument against TCS is that it merely moves the target from non working welfare poverty traps to low paid and welfare or at least partial welfare working poverty traps.
47. While the ‘moving the target’ argument is logical, it fails to recognise the social implications (in many cases long term) of such an outcome.  It also seems to fail to take into account the problems outlined in the Intergenerational Report
 that indicates that labour participation may provide one of the best possible options of avoiding placing excessive tax burdens on future generations of Australians.
  Further a Canadian study entitled Negative Income Tax and Family Labour Supply in Canada
 provides some empirical evidence that a ‘NIT reduces the supply of females ... but these results are different for males, who … increase labour supply’.
48. A second argument against TCS may be the economic cost case itself.  Treasury may even have empirical evidence that the economic case of ‘moving the target’ is outweighed by the cost and lack of any increase in productivity and economic growth, and therefore something that should be avoided lest another drain on government funds is created.  That is, it may be cheaper to have people unemployed and on welfare than in the workforce on partial welfare.  But Peter Dawkins in The Distribution of Work in Australia
 reports evidence from the USA and New Zealand that a more flexible wage system has resulted in a larger number of jobs in these countries, likely to be a significant economic benefit.
49. Any potential ‘economic cost case’ argument certainly fails the social implications test and would appear to ignore the opportunity for higher economic growth as worker participation is maximised for both social and economic reasons.  Poverty traps need to be eliminated to get people into the workforce.  The long term cost to the welfare budget will increase exponentially if we are to create/ expand a culture of long term unemployed/ unemployable people.  To do so also reduces the opportunity for economic growth as worker participation potential will not be maximised.

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

50. Our organisation welcomed the release of the Intergenerational Report in May 2002.  The report recognises, amongst other things, the importance of sound policy management, including the need to maintain a retirement incomes policy that encourages private saving for retirement, and reduces the future demand for the age pension.
51. The current tax system is not sustainable given the findings of the Intergenerational Report.  If we are to maintain a similar standard of living in the future the indicators point to economic growth as the key rather than further significant increases in taxes which are at any time politically unpopular.
52. Any increase in the GST and income tax rates are both politically unpalatable.
53. Economic growth is influenced by a number of factors including individual participation in the workplace.  Government policy needs to consider the challenges the aging demographic presents us and develop policy accordingly.  CPA Australia acknowledges some policy decisions already implemented that are steps in the direction of encouraging workers to stay productive in the workforce longer and defer the early retirement option.  Examples include:
· raising the age at which women become eligible for the age pension, and
· changes to the time at which a individuals can access their superannuation.
54. Other options must also be explored.  These could include:

· Changing employer paradigms and recognising the value of older people in the workplace.  This could require initiatives such as a government educational campaign, incentives for employers to keep staff longer, or the provision of training initiatives to ensure people have the requisite skills.

· given that Australians are living longer, further reviewing the age at which the next generation can access their retirement savings.
· a more flexible labour market and an EITC to encourage people to move into the workforce.
E)
THE RESPECTIVE ROLES OF THE COMMONWEALTH AND THE STATES IN RELATION TO THE COLLECTION AND DISTRIBUTION OF TAXATION REVENUE

55. CPA Australia has for many years argued that good tax policy should be based on the premise that taxes be broad based, simple and few with adequate compensation for low income earners/ those in need.
  Support for this thesis has international acceptance as the appropriate basis for good tax systems.
  It was in this context that CPA Australia supported the introduction of the GST as part of comprehensive tax reform, and this support was also based on the understanding that a range of other inefficient taxes especially at the state level would be abolished.  While this work has commenced it remains largely unfinished business.
56. ANTS proposed that from 1 July 2000 the Commonwealth would provide the States with all the revenue from the GST conditional on the States abolishing inefficient taxes and not re-introducing them.

57. This proposal remains part of the ‘unfinished business’ of tax reform.  Unless addressed this also has the potential to seriously impact tax reform going forward as States implement new taxes to address new funding deficiencies while not abolishing all those taxes originally earmarked to go under the April 1999 Intergovernmental Agreement that due to modifications to that Agreement in May 1999 to take account of changes to the GST (eg. exclusion of basic food its base) which produced a significant reduction in estimates of GST revenue collections.
58. The following taxes were earmarked for review/ abolition:

1. abolition of bed taxes from 1 July 2000

2. abolition of stamp duty on marketable securities from 1 July 2001

3. abolition of financial institutions duties (FID) was deferred six months to 1 July 2001

4. abolition of BAD was to be implemented from 1 July 2005 (subject to review by the Ministerial Council
5. stamp duties in respect of the following arrangements and instruments to be reviewed by the Ministerial Council in light of State fiscal circumstances after 2005:
· business conveyances
· credit arrangements, instalment purchase arrangements and rental (hiring) agreements
· leases
· mortgages, bonds, debentures and other loan securities
· cheques, bills of exchange and promissory notes. 

59. While this represents unfinished business, we acknowledge the revenue implications of cutting state taxes (exclusive of GST they currently total around $40 billion) and the states appear to have little (if any) other revenue options.  Nevertheless, given that the removal of most of these taxes was subject to replacement of the lost revenue by the expected increase in the GST revenue over time, it seems appropriate for the Federal Government and the States to remain committed to the Inter-Governmental Agreement and to regularly review the state of play with a view to removing as many of these taxes as conditions permit.  It is also encouraging to see the economy is on track to assist in the wind back of the State’s Budget Balancing Assistance due to the increase in GST revenue exceeding the Guaranteed Minimum Amount (GMA).

60. CPA Australia believes that in the current economic climate personal tax cuts of the type discussed earlier in this paper are of a greater priority than winding back or the abolition of State taxes.  However in the area of Commonwealth-State relations the priority should be firstly to review with a view to abolition of those taxes still outstanding but earmarked for review and abolition in ANTS.  We also note that  there are a number of other taxes at both the Federal and State levels that need to be reviewed also.  These include:

the superannuation surcharge;

the interaction of other superannuation taxes and the possibility of simplifying the current regime,
state pay-roll taxes, recognising the damage caused by competition between the states, and the need for standardisation, and 
State taxes more generally.
61. It is important to bear in mind in this context that ANTS only addressed one aspect of the problem with Commonwealth/State financial relations. Other matters that remain to be addressed include:

State tax reform generally (that is, covering all State taxes and not simply confined to those previously earmarked as ‘business’ taxes);
vertical fiscal imbalance (this has been partially remedied by giving the States/Territories access to GST revenues but further work need to be done in this area);
the distribution of GST revenues in accordance with the old Commonwealth Grants Commission processes (the appropriateness of this may warrant review given its uneven impact on some States).

F)
OTHER RELEVANT ISSUES WHICH MAY ARISE IN THE COURSE OF THE INQUIRY.

62. Australia needs a tax system based on policy that follows the universally road rules as set out below.
	The Good Tax Policy Road Rules



	Adam Smith
(1776)
	Australian Treasury
(1974, p3)
	Asprey Report
(1975, p11)
	Draft White Paper
(1985, p14)
	Tax Reform: not a new tax a new tax system (1998, p14)

	Equity
	Equity
	Fairness
	Equity
	Fairness

	Economy
	Economic Efficiency and Neutrality
	Efficiency
	Efficiency
	Consistency of treatment of economic activity; incentives

	Certainty and Convenience
	Administratively efficient and effective
	Simplicity
	Simplicity
	Simplicity

	
	Others:

1. Growth

2. Fiscal Flexibility

3. Ability to meet Revenue
	Others:

1. Growth 

2. Stabilisation
	Others:

1. Prevent tax avoidance and evasion

2. Interaction of tax with social welfare system

3. Tax expenditures

4. Federal-State Issues
	Others:

1. Revenue security


63. Specific issues other than those already addressed elsewhere are as follows:
90% of all Australians should never pay more than 30% income tax (this would obviate the need for complex personal; services income alienation rules)
Medicare levy and other so-called hypothecated taxes such as the Ansett levy, sugar levy, dairy levy, etc. should be integrated into the general income tax base

social security and family assistance measures (and related tax expenditures) should be reviewed to ensure that assistance is provided to those most in need, consistent with the retention of a progressive social security/ tax system
welfare for those in need should be addressed through transfer payments rather than highly progressive tax scales

further work needs to be done on tax administration simplification

further simplification should consider other presumptive tax type solutions

APPENDIX 1 – TERMS OF REFERENCE
Senate Economics References Committee

The Structure and Distributive Effects of the Australian Taxation System
The Senate has referred the following matter to the above Committee for inquiry and report by June 2004:

The structure and distributive effects of the Australian taxation system with reference to:
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.

APPENDIX 2 – TAX RATES 2001-02 AND 2002-03
Table 1 shows income tax rates applying in Australia for the years 2001-02 and 2002-03.

.

	Table 1 - Tax rates 2001-02 and 2002-03

	Taxable income
	Tax on this income

	$0 – $6,000
	Nil

	$6,001 – $20,000
	17c for each $1 over $6,000

	$20,001 - $50,000
	$2,380 plus 30c for each $1 over $20,000

	$50,001 – $60,000
	$11,380 plus 42c for each $1 over $50,000

	Over $60,000 
	$15,580 plus 47c for each $1 over $60,000


The tax rates in Table 1 do not include the Medicare levy of 1.5%.

Note also that tax offsets reduce the tax payable. Tax offsets based on taxable income levels apply to:

individuals on low incomes (below $24,450 in 2001-02) 

individuals who receive certain Australian government allowances and payments 

senior Australians.
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