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HENRY TAX REVIEW

EXECUTIVE SUMMARY

The Minerals Council of Australia (MCA) has prepared this submission to the Review of
Australia’s Future Tax System (the Henry Review) as an initial framework setting, principles-
focussed, contribution to the Review Panel’s deliberations.

The MCA has given particular attention to the stated objectives of the Henry Review. The
primary focus of this submission is on high-level design issues, with indications of the MCA'’s
preferred directions for change based on improving the efficiency, simplicity and fairness of
Australia’s tax system across all levels of government.

It is noted by the MCA that the indirect tax most appropriate to reform would be the GST,
particularly in relation to a base broadening, but also in relation to possible rate increases.
However it is noted that both of these worthwhile reforms are currently out of scope for the
Henry Tax Review, and so the MCA has not commented further on them.

The MCA may wish to present additional detailed submissions on specific areas of reform
depending upon the findings presented in the Consultation Paper1 released by the Review
Panel.

Problems with the current tax and transfer system: some general observations

In the MCA'’s opinion, at the broadest level, the problems with Australia’s current tax and
transfer system can be summarised as follows:

* Uncoordinated, overlapping and often-inefficient tax bases. The current tax system
inconsistently utilises a variety of tax bases: income, expenditure, consumption, turnover,
asset values, specific products, etc. The utilisation of these uncoordinated tax bases can
often result in anomalies, inefficiency and complexity.

* Inconsistent tax bases Tax bases under the current tax system are rarely
comprehensive and include inconsistencies such as taxing business inputs.

* Non-uniform tax rate structures. The rate structures applied to the relevant tax bases
are also rarely uniform. Non-uniformity usually means rising rate scales and intensifying
disincentive effects at the margin.

» Effective Marginal Tax Rate (EMTR) disincentives. The tax-transfer interface has
grown in an uncoordinated, ad hoc way, resulting in high EMTRs.

* High complexity, and high administrative and compliance costs. The sheer
complexity of Australia’s tax and transfer system results in an inappropriately
disproportionate resource diversion to administration and compliance.

Accordingly, root and branch reform starting from the ‘big picture’ and covering all elements,
is necessary.

Reforms needed to address these problems: a ‘big picture’ view
On the basis of the foregoing summary of the current problems with Australia’s tax and

transfer system and in light of the major challenges the MCA sees confronting Australia in the
period ahead, the following general reform framework is proposed:

1 Review Panel press release No. 2008/01, 19 August 2008, Tax review calls for submissions and

sets out consultation process, paragraph six.
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Determine which tax bases should be used for the tax and transfer system, and
move as quickly as possible to discard the rest.

Make those tax bases as comprehensive as possible and remove taxes on
business inputs.

Make the tax rate structures applied to those tax bases as uniform as possible.

Allocate the Government tax revenue via a new Intergovernmental Agreement
(IGA) between Commonwealth, state and local government levels in a way that
more closely reflects the spending responsibilities of each level of government.

Specific areas for reform

More specific areas for tax reform advocated by the MCA, include the following:

Mining royalties — the MCA advocates for a further debate on appropriate changes to
the State based royalty systems, particularly around the appropriateness of profit based
royalty schemes. However, such debate, and any future policy changes that may flow
therefrom, will need to be prospective in nature to reduce significant sovereign risk
concerns. That is, the existing royalty systems should be allowed to continue to apply to
existing projects, with any revised system only applying to new projects for which an
analysis of the implications of the new system can be factored into the investment
decision for the projects. The MCA wishes to work closely with the Henry Tax Review in
relation to these matters.

Corporate Tax Rate — the existing 30% corporate tax rate should be decreased to
restore Australia’s competitive position on this “headline” rate and so contribute to
stronger growth and increased productivity.

Capital Expenditures — a 20 year cap on the tax depreciation lives of long lived assets
should be introduced.

Tax Consolidation Regime — the tax consolidation regime should be reformed on a
prospective basis to implement a pure ‘asset based model’.

Commonwealth Customs Duties - the existing systems to give effect to duty-free
imports are unwieldy and inefficient and should be reformed.

Stamp Duties — on business conveyancing and on the transfer of shares in land rich
companies should be abolished.

High EMTRs - a review should be undertaken of the most efficient and effective ways to
reduce the existing high EMTRSs, to encourage further workforce participation.

Indigenous Tax Reforms — there are a range of problems with the way that the existing
tax system applies to the interactions between mining companies and indigenous groups.
A number of possible reforms are recommended.

Tax Policy Development - The MCA advocates for the scope of the existing Board of
Taxation to be formally and statutorily expanded so that it has a role in the provision of
formal input into the Australian Government and Federal Treasury on all material tax
policy developments in Australia.

Reducing Tax Complexity: there is a need for greater tax system simplicity. A range of
possible ways of achieving this are discussed, including: increased use of audited
financial statements to prepare tax returns, a consolidation of the existing Commonwealth
tax legislation into one main Act, harmonisation of a range of State Tax Acts, and the
possibility of a single revenue collection agency in Australia.
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Each of these matters is discussed in more detail in the body of this submission, on a without
prejudice basis in respect to any specific position put by the MCA in the past or future on
existing taxation law and its administration.
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