2 November 1999

Ms Helen Donaldson

Secretary

Senate Standing Committee on Finance and Public Administration

Parliament House

CANBERRA ACT 2600

Dear Ms Donaldson

Inquiry into Business Tax Reform

Further to the resolution of the Senate for your committee to inquire into the Government’s business tax reform proposals, IFSA wishes to make a submission. 

The Investment and Financial Services Association was established in January 1998 to represent the interests of the life insurance, superannuation, unit trust and investment management segments of the Australian financial services industry. IFSA has 65 member companies holding more than $480 billion on behalf of about 9 million Australians who own superannuation, life insurance and managed investments.

One of IFSA’s goals is to promote higher levels of national savings. Another is to build an industry that is robust and efficient that will better serve its consumers. Tax reform, which is conducive to promoting higher levels of savings and investment, is therefore vital to IFSA, its constituents and their customers. Accordingly, IFSA has been a strong supporter of the public policy reform agenda to streamline and make more efficient the Australian taxation system. 

The purpose of this submission is to provide general comments on the proposals to reform capital gains tax arrangements.  

Capital Gains Tax

Notwithstanding the removal of indexation and averaging, IFSA supports the proposal to provide capital gains tax (CGT) relief for individuals, especially those in collective investment vehicles and superannuation funds.  

The CGT decision provides a long needed boost to savings and investment.  Over the past several years, a raft of new tax arrangements have worked to undermine the nation’s incentives to save and invest. Front end taxes and funds earning taxes on superannuation, the superannuation surcharge, CGT for public unit trusts, FIF, and changes to franking credit arrangements are but some of the unwelcome tax reforms of the late 1980s/1990s. 

The proposal to provide CGT relief is a positive change which should be supported, as it will flow through to small investors. These investors include those nine million Australians with funds in superannuation and other retirement savings vehicles. Furthermore, this reform will mobilise capital to move to those sectors of the economy which offer the best growth opportunities.

The proposal to reduce CGT will be popular with small investors and collective investment vehicles for two reasons:

· It will give small investors a significant incentive to make superannuation and non-superannuation savings.

· It greatly simplifies an overly complex CGT system. Currently, non-superannuation managed investments are subject to CGT at two points in the product cycle, viz; when capital gains are realised in the fund and when unitholders redeem their investments.

Transitional issues

Appropriately, the Government has had to introduce the new CGT regime via a press release without going into too much detail. Having regard to the 1 October 1999 start date the IFSA community has had to imply that this is the situation. We wish to bring to your attention the serious problem which could arise if the provisions in the press release and the final legislation differ.

The difficulty is that providing the relief at the fund level now, and then having to unravel the relief later (in the event that the legislation differs from the announcement), could result in investors who remain in managed funds or superannuation funds having to bear the cost of relief which was given to departing investors and members. Conversely, not providing relief now and having to locate and reimburse departing investors and members later, would be a messy and almost impossible exercise, and could only lead to a weakening of confidence in this industry. Such outcomes would impact the entire investing and superannuation community.

We trust that these brief comments assist the committee during coming weeks as it inquires into the business tax package. If you need any further details please contact Richard Gilbert on 0417 247 998.

Yours sincerely

Lynn Ralph

Chief Executive Officer
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