DEPARTMENT OF HEALTH AND AGEING

Submission to

Senate Economics References Committee inquiry into

The Structure and Distributive Effects of the Australian Taxation System

The Department of Health and Ageing welcomes the Inquiry as a contribution to debate about the interactions between the Australian Tax System with the health system.

The Commonwealth has utilised various tax and expenditure incentives to pursue and achieve policy goals.  Areas where there are indirect links between taxation and health, such as income inequalities, the retirement income system and distribution of taxation revenue should be covered by agencies with more direct responsibility for these areas.

The submission by the Department of Health and Ageing will focus on tax and expenditure incentives where there are direct links with health. These fall within the term of reference 
c) the use and efficacy of various tax and expenditure incentives to influence social and economic conduct, for instance participation in the workforce.

For the purposes of this submission we have grouped the areas into four broad categories:

Medicare Levy – the Medicare Levy and Medicare Levy Surcharge,

Goods and Services Tax (GST) - treatment of GST for health and aged care goods and services

Excises - tobacco and alcohol

Rebates and concessional allowances– the Private Health Insurance (30 percent) Rebate, the Medical Expenses Offset, Fringe Benefits Tax, private not-for-profit hospitals classified as charities and rural workforce incentives.

MEDICARE LEVY

The Medicare Levy and the Medicare Levy Surcharge

Australia has a progressive income tax system which incorporates the Medicare levy and a Medicare levy surcharge. The Medicare levy was introduced in 1984 as a supplement to other taxation revenue to enable the Commonwealth Government to meet the growing cost of providing universal care to the Australian population.  The Medicare levy is calculated at 1.5 per cent of taxable income, although this rate may vary depending on circumstances. The Medicare levy surcharge places a surcharge of 1.0 per cent of taxable income on individuals who earn in excess of $50,000 per annum and have not taken out private health insurance. 

Australia’s health expenditure has remained steady at between 8.5 per cent and 9.0 per cent of GDP over the last 5 years, comparing well with other OECD countries. In 2001-02 the Commonwealth spent around 4 per cent of GDP on health, with monies raised through the Medicare levy being equivalent to approximately 20 per cent of this overall amount
.

GOODS AND SERVICES TAX (GST)

Goods and Services Tax treatment of health and aged care goods and services

While the majority of goods and services attract a GST of 10 per cent under the ‘A New Tax System’, the Government was committed to minimising the impact of the overall tax reform package on consumers of health goods and services. This was achieved by declaring common medical goods and services to be GST- free.  

The principles underpinning the GST-free status of goods and services were set out in the report of the Tax Consultative Committee (the Vos Report) in 1998 and were designed to ensure the scope of GST-free areas are as simple and clear as possible. The range of 
GST-free health and aged care products and services include:

· all professionally relevant medical services provided by a registered doctor;

· a wide range of other commonly used health services;

· ambulance services;

· ambulance subscriptions and private health insurance premiums;

· first aid and lifesaving courses;

· a range of widely used medicines;

· sunscreens, folate pills, condoms, personal lubricants and analgesics sold in small packs;

· medical aids and appliances designed specifically for use by people with an illness or disability; and

· approved residential aged care and community care.

In addition to those medical services which attract a Medicare benefit, there are an additional twenty-one other “commonly used” allied health services which are also classified as 
GST-free. This list is provided at Attachment A.

Changes to the list of goods which are GST-free requires the agreement of the Ministerial Council of Commonwealth, State and Territory Treasurers in accordance with the Intergovernmental Agreement on the Reform of Commonwealth-State Financial Relations for inclusion by Regulation.

Since its introduction in July 2000, all revenue raised through the GST goes to the State and Territory Governments. In 2001-02 the States received $26,632 million in GST revenue
. This provides the States with a stable and growing source of revenue to replace the previous inefficient State based taxes and Financial Assistance Grants. The budgets of the States are projected to improve by  $2.25 billion in 2005-06, and by commensurately larger amounts in

subsequent years. The enhanced revenue security of the States due to the channelling of GST will ensure that they can provide a sustainable level of high quality services such as hospitals, schools, roads and law enforcement into the future.

EXCISE
Tobacco and alcohol excises

An excise can be used to modify high risk behaviours that are sensitive to price adjustments. 

Tobacco use and harmful level of alcohol consumption are generally price sensitive and therefore can be modified by the application of an excise. For example, international and Australian studies indicate that for every 10 per cent increase in the price of tobacco products, there is a 3-6 percent decrease in consumption
.
The Federal Government has imposed an excise tax on tobacco products since 1901. In November 1999, the Federal Government introduced a 'per stick' system of calculating excise on cigarettes.  The 'per stick' excise applies to all cigarettes with a tobacco content up to and including 0.8 grams per cigarette. This system replaced the previous weight-based excise system which enabled manufacturers to minimise costs by reducing the weight of each cigarette and packaging more cigarettes in larger packs. These cigarettes were much cheaper per cigarette and attractive to price sensitive smokers including young people and people from lower socio-economic backgrounds. 

Taxation policy, as it relates to alcohol, is largely the responsibility of the Commonwealth Government and is the product of a range of factors, including historical precedent, government objectives in relation to health policy, industry assistance and budgetary requirements. On 1 July 2000, the alcohol excise arrangements were altered as part of the Government’s ‘A New Tax System’ reform package.  In particular, the Wine Equalisation Tax was introduced and the excise rates on beer and other beverages with less than 10 per cent alcohol content were altered to offset the removal of the 37 per cent wholesale sales tax.  

The new beer excise rates were set to ensure that the ‘A New Tax System’ price commitments were met; namely, that the price of a carton of full strength beer need only increase by 
1.9 per cent and the price of low alcohol beer need not increase as a result of the tax changes.  This measure has increased the price differential between full strength and low alcohol beers in favour of the low alcohol varieties.  Beer and other alcoholic beverages (excluding wine) with less than 10 per cent alcohol are now taxed according to alcoholic content. From a public health perspective, these measures are helpful because pricing in this way creates an incentive for the consumer to choose lower strength alcohol products when purchasing alcohol
.

REBATES AND CONCESSIONAL ALLOWANCES

Tax rebates and concessional allowances provide incentives or compensate tax payer in undertaking specific activities or actions that are beneficial to the community.

Private Health Insurance Rebate

The Private Health Insurance (30 per cent) Rebate is a universal tax concession that recognises the additional costs incurred by people, regardless of income, who choose to take out private health insurance.  The rebate encourages the uptake of private health insurance and other initiatives, such as Lifetime Health Cover, reward long term membership. The rebate was designed to reinforce the effectiveness of the Medicare Levy Surcharge, which encourages higher income earners to take up private health insurance.
Government policy in this area supports a clear balance between public and private sector roles and promotes both universal access and choice. The 30 per cent rebate was introduced to support the private health sector, relieve pressure on the public health sector and offer Australian health consumers more choice about their health care. The 30 per cent rebate creates an incentive for all consumers to participate in private health insurance which, in turn, helps to reduce the overall cost of premiums. One of the outcomes of private health insurance membership is that lower risk members provide significant contributions required for the balancing of costs essential to effective community rating.
Since the introduction of the 30 per cent rebate in 1999 and Lifetime Health Cover in 2000, participation rates for private health insurance have risen from 30.5 per cent (1998) to 
44.1 per cent (2002
), their highest level in the last decade.
Medical Expense Offset (MEO)

The MEO is a rebate administered through the Australian Tax Office allowing taxpayers to claim a rebate of 20 per cent for net medical expenses above $1250 ie, out of pocket expenses not reimbursed through Medicare or private health insurance (excluding premiums). The offset reduces tax that would otherwise be payable in a financial year. The MEO is important in circumstances where individuals have a chronic illness or disability with large out of pocket expenses or are unexpectedly hit with major health costs.  The MEO may also be claimed for eligible medical expenses incurred by family members.  Payments classified as eligible under the Income Tax Assessment Act, 1936 are included at Attachment A.  

In 2000-01 the MEO was claimed by around 300,000 taxpayers, at an approximate cost to revenue of  $153 million.

Fringe Benefits Tax (FBT) supplementation for Aboriginal and Torres Strait Islander Organisations

In March 2001, the Government announced the decision to allocate $43.7 million over four years in additional funding to enable not-for-profit indigenous organisations to continue to offer competitive salary packages to their staff following the introduction of FBT concessional benefits limit. 

The Fringe Benefits Tax Act was amended, effective from 1 April 2001, to restrict the use of tax concessions used by charities and other non-profit organisations (including most Aboriginal and Torres Strait Islander organisations) to a maximum of $30,000 of the gross taxable value of the benefit per employee.  

The additional funding is available to Aboriginal and Torres Strait Islander organisations which provide health, housing, employment, education and legal services to Indigenous communities. Payments of the FBT supplementation funding have been made to Indigenous health organisations thereby enabling these organisations to meet their FBT liability to the Australian Tax Office.

Role of the Religious and Charitable Private Hospital Sector

Charitable/religious, not-for-profit private hospitals make significant contributions in areas of community need not necessarily addressed by for-profit counterparts. The provision of community services by these types of private hospitals has been recognised by the Australian Competition and Consumer Commission (ACCC) as a ‘genuine and valuable’ public benefit.

Not-for-profit private hospitals that are currently classified as ‘charities’ receive a number of tax concessions including: income tax exemptions; refund of imputation credits; fringe benefits tax rebates; and GST charity/gift deductible entity concessions.  These tax advantages allow eligible hospitals to remain viable in areas of need. In addition, the concessional FBT and payroll tax treatment, afforded to charitable not-for-profit hospitals, assists these hospitals with employee retention.  

This has clear benefits for rural and regional communities, where these hospitals are often sole providers of private hospital services, and, as such, are important in providing equity of access to insured persons.  Commonly, these hospitals are also a key employer in these regions and underpin the economic viability of their respective communities.

Rural Workforce Incentives

There area a number of specific workforce programs designed to strengthen the capacity of  the health workforce in areas of need across rural and regional Australia.  Some workforce incentives take the form of a rebate (such as the remote area tax rebate or concessional FBT treatment of remote area housing allowances for medical practitioners). However, in many cases incentives or scholarships are made as direct payments to individuals and therefore require a taxation treatment that does not negate the overall benefit intended.  Examples of these direct payments are discussed below in relation to their taxation treatment.

HECS Reimbursement Scheme

Under the HECS Reimbursement Scheme participants who undertake training or provide medical services in designated rural and remote areas of Australia, have one fifth of their HECS Medical fees reimbursed for each year of service. 

The HECS reimbursement payments are considered as assessable income and subject to Pay As You Go (PAYG) Income Tax, which is withheld at the time of payment.  The Health Insurance Commission (HIC) administers the Scheme and “grosses up” each payment and then deducts the appropriate amount of taxation.  This process ensures that participants receive the full reimbursement for each completed period (one fifth of the HECS Payment Total for the initial 12 month period or one tenth of the HECS Payment Total for subsequent six month periods).  HIC provides a statement of earnings to each Scheme participant at the end of each financial year, that show the level of payment and the amount of taxation withheld.  No GST applies to these payments.

Commonwealth rural and remote workforce scholarships

There is a range of rural undergraduate and post graduate scholarships available aimed to encourage students to undertake a career in rural health. These include scholarships for medical, pharmacy, nursing and allied health related studies. 

Scholarships are considered as income for the purposes of establishing eligibility for Centrelink payments and may impact on the level of benefits that the student receives. However, if used for full time study at an Australian University, the scholarships are exempt from income tax under the Income Tax Assessment Act, 1997. 

Other health services classified GST free under Section 38-10 of A New Tax System (Goods and Services Tax) Act 1999.

1. Aboriginal or Torres Strait Islander health;

2. Acupuncture;

3. Audiology, audiometry;

4. Chiropody;

5. Chiropractic;

6. Dental;

7. Dietary;

8. Herbal medicine (including traditional Chinese herbal medicine);

9. Naturopathy;

10. Nursing;

11. Occupational therapy;

12. Optometry;

13. Osteopathy;

14. Paramedical;

15. Pharmacy;

16. Psychology;

17. Physiotherapy;

18. Podiatry;

19. Speech pathology;

20. Speech therapy; and

21. Social work.

Medical Expense Offset – eligible payments under the Income Tax Assessment Act 1936

Eligible medical expenses include payments:

· to a medical practitioner, nurse or chemist, or a public or private hospital, in respect of an illness or operation, to a dentist or dental technician, residential aged care and for therapeutic treatment administered by direction of a medical practitioner;

· for an artificial limb, artificial eye, hearing aid and for a medical or surgical appliance prescribed by a medical practitioner;

· for the testing of eyes and prescribing of spectacles and the supply of prescription spectacles;

· for services of persons attending the blind, permanently ill or disabled; and

· for guide dogs.
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