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Reforming business and State taxes
16.1
Nature of problem and case for reform
Taxation is an integral feature of the Australian economy. The revenue raised is used for a wide variety of purposes, ranging from funding the provision of government services, social welfare and infrastructure through to repaying government debt and improving a government’s financial position. Despite changes in the mix of taxes over time, the overall tax take has remained relatively stable.
Taxation reform can reduce the cost to taxpayers of complying with their taxation obligations, improve economic efficiency and address equity objectives. Reform can also enable governments to fund additional services, repay debt or to reduce revenue raised from other taxes. 
Thus, in assessing the impact of tax reform, consideration also needs to be given to the corresponding changes that accompany the reform (be they changes in government expenditure, revenue raised from other taxes or changes in a government’s fiscal position). The overall impacts will depend on the impacts from the tax reform relative to the impacts from the accompanying changes.

The impact of a tax reform will depend, among other things, on the type of the reform (the tax being reformed and the type of change) and the nature and extent of economic activity affected.
16.

 SEQ Heading2 2
Potential reform and possible gains 
A range of taxation reforms are currently being explored for consideration by COAG. These initiatives fall into two broad groups — business tax reforms and State tax reform.
Business tax reforms
Potential business tax reforms are being developed by the Business Tax Working Group (BTWG). The BTWG has been asked to canvass a range of possible options to ‘relieve the taxation of new investment’ (BTWG 2012, p. 57). Its first report focussed on the treatment of losses and suggested the option of ‘loss carry-back’ to ‘provide benefits for businesses and the economy by supporting business investment and improving investment decisions in response to changes in the wider economy’ (BTWG 2012, p. 19). Other potential business-related taxation reforms are being developed for a second BTWG report, which is due for release in December 2012. Other possible reform options being examined include changes to the corporate tax rate and a move towards a business expenditure tax system (BTWG 2012). The Working Group is also identifying possible off-setting cost saving measures to ensure that the reforms are revenue neutral. To date, the focus of the BTWG has been on Australian Government, rather than State, taxes.
In essence, loss carry-back arrangements allow companies the option to offset losses in the current year against profits in previous years, rather than necessarily carrying these losses forward and offsetting them against future profits. This reform will primarily affect the timing of business tax payments, as businesses will receive a tax offset in the year that the loss is incurred rather than a decrease in future tax obligations. However, where companies incur ongoing losses, the changes will result in a reduction in the revenue collected from company tax.
The possible gains from the business tax reforms being considered will depend on the nature of the changes made to these business taxes and the offsetting changes to other business taxes to ensure revenue neutrality. That is, the gains from reforming these business taxes need to be weighed up against the effects of the offsetting changes. For example, the net effect on economic efficiency will depend on the changes in the deadweight loss arising from each tax change. The net effects of such changes are likely to be relatively modest, unless the changes have a material effect on the production and investment decisions of business.

The Commission has not previously assessed the potential impact of the business tax reform options of the kind canvassed so far by the BTWG and is, therefore, unable to quantify the gains from such reforms and the effects of the accompanying changes.
State tax reform

The Council for the Australian Federation is separately identifying potential State tax reform options for consideration by COAG. These initiatives build on the harmonisation of payroll tax arrangements that formed part of the Seamless National Economy reforms agreed to by COAG in 2008 (COAG 2008). 
One reform option under consideration is that of a single lodgement point for payroll tax across jurisdictions, to reduce the cost to businesses of complying with different State payroll tax regimes and administrative arrangements. Legal, administrative and constitutional issues will need to be addressed before such a reform could take effect.

In a recent study on the impacts of 17 Seamless National Economy business regulation reforms, the Commission identified that further opportunities exist to improve the harmonisation of payroll tax across States (PC 2012b). One option put to the Commission was that elements of the Standard Business Reporting (SBR) framework could be used to develop a single web portal for the payment of payroll tax. The Commission did not assess the likely gains from such a reform. However, in assessing the potential gains from the SBR reforms agreed to by COAG, the Commission found the take-up rates to be low. The Commission concluded that, while the SBR reforms had the potential to reduce business costs by $560 million per year, take-up rates of SBR-enabled software needed to increase substantially for this to occur and that this would require continued commitment and sustained effort on the part of all governments and relevant government agencies (see section 7).
It is understood that the Council for the Australian Federation is also identifying other potential State taxation reform options.

Although dated, a Commission staff working paper (Gabbitas and Eldridge 1998) explored a range of State tax reform options. It assessed a range of State taxes against the criteria of economic efficiency; equity; administration and compliance; and stability. Payroll tax was found to be a relatively broad and efficient tax, with generally low administration costs. However, the paper identified scope to reduce the relatively high cost to businesses of meeting their payroll tax obligations and to reduce the range of exemptions so as to broaden the base on which the tax is levied. Subsequent reforms have addressed some of these suggestions.
This study also found that rates levied by local government were a relatively efficient form of taxation, while State land taxes were less so because of their much narrower base. It was concluded that removing exemptions, such as for owner-occupied housing, could improve the efficiency of State land tax.
The study also found certain State transaction-based taxes, such as stamp duty, to be less efficient and more inequitable than ownership-based taxes, such as land tax. One reform option identified was the abolition of stamp duty, with the foregone revenue made up through broadening the base and increasing the rate of land tax. Another possible reform option was to abolish some of the more distorting State taxes and replace them with a broad-based expenditure or income tax.
The Commission has not quantified the potential gain from State tax reform.

However, given the relatively high deadweight losses associated with many State taxes (see, for example, Gabbitas and Eldridge 1998 and Henry Review 2010), the net impact of State tax reform has the potential to improve the overall efficiency of the tax system and to deliver worthwhile gains.
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What has been achieved 
In light of the recommendations of the BTWG, loss carry-back arrangements for companies were subsequently adopted by the Australian Government as part of the 2012-13 budget measures (Australian Government 2012). These measures are due to take effect on 1 July 2012 and are expected to lead to a $700 million reduction in business tax revenue over the four-year forward estimates period. This will be funded by the Minerals Resource Rent Tax.
Recent reform of State taxes has focussed on harmonising the legislative and administrative arrangements across jurisdictions for payroll tax (but not the thresholds and tax rates that apply). These reforms formed part of the Seamless National Economy reforms (COAG 2008) and involved State Governments adopting common definitions and provisions and common payroll tax rulings.
In its 2012 assessment, the COAG Reform Council found that there had been substantial progress in harmonising the administrative arrangements for payroll tax (CRC 2012). In assessing the impacts of the Seamless National Economy reforms, the Commission found that the payroll tax reforms were worthwhile and had the potential to reduce business costs by around $30 million per year, of which two‑thirds was assessed as having been realised by mid-2012 (PC 2012b).
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Achieving effective reform in the future
In its assessment of the impacts of COAG reforms, the Commission noted that opportunities existed to further harmonise the administrative arrangements for payroll tax (PC 2012b). The Commission found that, given the remaining differences in administrative arrangements across jurisdictions and the size of the activities affected, the gains from further payroll tax harmonisation are likely to be relatively modest.

The Commission went on to note that scope existed for wider, more substantive reform of payroll tax, including replacing it with a more efficient broad-based tax, along the lines recommended by the Henry Review (2010). Such reforms would go some way towards reform of State taxes more broadly.

While the State tax reform options being developed are unknown at this stage, meaningful and material reform of State taxes has the potential to be worthwhile, depending on the corresponding changes that accompany the reform. Given the relative size of revenue raised through Australian Government taxes, broader reform has the potential to deliver even larger benefits than State tax reform alone.
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