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Executive Summary

This framework paper reflects on some of the lessons learned in the past, particularly over
the past three years of extensive domestic tax reform activity, including the importance in
both establishing and adhering to appropriate benchmark ‘road rules’ and a ‘road map’ in tax
law policy development. It also outlines a number of reform objectives that CPA Australia
believes still require attention and provides a series of recommendations.

Despite the intense debate over the direction of tax reform during the last three years, the
most tangible results of this process have been the introduction of a GST, the abolition of the
wholesale sales tax system, FID and stamp duty on marketable securities, a reduction in the
company tax rate from 36% to 30%, relatively modest personal tax cuts and changes to the
taxation of individual's capital gains. Other changes included a range of integrity measures
including action on the alienation of personal services income. The list of proposals from the
various federal reviews that remain as works-in-progress is considerable. While
consideration was given to introducing a unified entity regime, and later a regime for non-
fixed trusts these measures were both subsequently scrapped. The much awaited draft
consolidation materials have now been released* and this continues as work-in-progress.
Attempts to redefine the base of income taxes (by introducing the Tax Value Method (TVM))
have slowed as have changes to the imputation system, demergers and rights to name but a
few.

It is the contention of CPA Australia that comprehensive tax reform in Australia is at risk of
stalling because of:

e a failure to communicate the basic principles which are driving the Federal Government's
tax reform agenda;

e how these translate into the policy proposals supported by the government,

e and a failure to properly coordinate and project manage what, by any measure, is an
enormously complex task.

CPA Australia has long argued that constructive improvements to Australia's tax system
cannot be achieved without a full and open tax consultation process®. However, such
consultation will not be productive without a clear appreciation of what constitutes a good tax
system and therefore good tax reform and a feedback mechanism to benchmark
consultation against desired outcomes.

In essence, good tax reform requires:
1. clear criteria against which to benchmark taxes - the 'tax road rules’; and
2. aclear mapping of the process for implementing tax reforms - the 'tax road map'.

A map without the rules will make driving change difficult and potentially ad hoc. Equally,
rules without a map will mean that good ideas could founder for lack of direction or impetus

! The draft consolidation papers were released on 7 February 2002. Copies are available from www.taxreform.ato.gov.au
% CPA Australia, April 1999 Tax Policy to Tax Law: Processes to improve our Tax Legislation.
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on how to progress change. The real virtue of the RBT® was that it sought to detail for
business tax reform, both a set of business tax benchmark road rules and a tax reform road
map however the Government did not adopt the RBT’s recommendations in this area.

Therefore a key challenge is whether a set of 'tax road rules' and a 'tax road map' can be
agreed upon by all stakeholders. The experience in the past has not been encouraging, but
there is every reason to believe that the time is right for a more systematic approach to tax
reform. In considering these issues this paper is divided into three related segments:

Part A. The Tax Road Rules, and Institutional Constraints
Part B. The Tax Road Map, and
Part C. Evaluation of the Current System and Recommendations.

The broad conclusion of this paper is that much tax reform remains to be undertaken. The
Action Plan for government arising from this paper has three main components:

o firstly, government must abide by a set of agreed tax benchmarks in all its tax reform
deliberations; and

e secondly, it must develop a sound 'road map' for actioning tax reforms, and
¢ thirdly it must work with the community in developing and implementing tax reform.

In the interests of furthering the tax reform debate and for the betterment of Australia’s tax
system, this paper will be made available via the CPA Australia website at
www.cpaonline.com.au
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Introduction - A Road Well Travelled

This framework paper reflects on some of the lessons learned in the past, particularly over
the past three years of extensive domestic tax reform activity, including the importance in
both establishing and adhering to appropriate benchmark road rules and a road map in tax
law policy development. It also outlines a number of reform objectives that CPA Australia
believes still require attention and provides a series of recommendations.

The past three years have witnessed a major push for Federal tax reform in Australia. First
there was Senator Brian Gibson's backbenchers Tax Task Force which commenced late
1997 and completed its consultation in early 1998. While this Task Force did not formally
present a report, its findings were reported to the Federal Government which was
responsible for the preparation of Tax Reform: not a new tax a new tax system (ANTS),
released in August 1998. The proposed GST related reforms were then the subject of a
report by a Tax Consultative Committee® and a Senate Select Committee on a New Tax
System in April 1999°. At the same time, Mr John Ralph was chairing a major Review of
Business Taxation (RBT). This resulted in the release of three reports and one
commissioned study during 1998 and 1999°.

This was also at a time when State governments were also considering the need to reform
their taxes and assessing how the introduction of a GST could be catalyst for State tax
reform. Victoria even undertook its own major review of State business taxes, releasing its
report in early 2001°.

Despite this intense debate over the direction of tax reform during the last three years, the
most tangible results of this process have been the introduction of a GST, the abolition of the
wholesale sales tax system, FID and stamp duty on marketable securities, a reduction in the
company tax rate from 36% to 30%, relatively modest personal tax cuts and changes to the
taxation of individual's capital gains. Other changes included a range of integrity measures
including action on the alienation of personal services income. The list of proposals from the
various federal reviews that remain as works-in-progress is considerable. While
consideration was given to introducing a unified entity regime, and later a regime for non-
fixed trusts these measures were both subsequently scrapped. The much awaited draft
consolidation materials have now been released® and this continues as work-in-progress.
Attempts to redefine the base of income taxes (by introducing the Tax Value Method (TVM))
have slowed as have changes to the imputation system, demergers and rights to name but a
few.

At the beginning of this tax reform process, the Federal Government indicated that its
reforms were designed to improve tax system fairness, incentives, revenue security,

* The Report of the Tax Consultative Committee, November 1998 (David Vos)

® Parliament of the Commonwealth of Australia, Senate Select Committee On A New Tax System: Main Report, April 1999

® Review of Business Taxation (RBT1), A Strong Foundation: Establishing objectives, principles and processes, Discussion
Paper, 23 November 1998; Review of Business Taxation (RBT2), An International Perspective, An information paper
commissioned from Arthur Andersen Examining how other countries approach business taxation, 23 December 1998; Review
of Business Taxation (RBT3), A Platform for Consultation, 22 February 1999; Review of Business Taxation (RBT4), A Tax
System Redesigned, September 1999.

" Victoria, Review of State Business Taxes: Full Report, February 2001, Department of Treasury and Finance, Victoria.
(www.vic.gov.au/treasury/rsbt/final.htm). See also CPA Australia’s submission to the Victorian State Business Taxes Review at
www.cpaonline.com.au

® The draft consolidation papers were released on 7 February 2002. Copies are available from www.taxreform.ato.gov.au
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consistency of treatment of economic activity and simplicity®. There is now considerable
doubt as to whether these goals have been achieved, and there is also growing concern
about the uncertainty created by the lack of stability in the structure and operation of the tax
system. After all, many tax reform proposals remain undecided, incomplete or implemented
with inadequate support and guidance, adding to taxpayer uncertainty, which creates
indecision and is bad for business and economic growth.

It is the contention of CPA Australia that comprehensive tax reform in Australia is at risk of
stalling mainly because of a failure to communicate the basic principles which are driving the
Federal Government's tax reform agenda and how these translate into the policy proposals
supported by the government, and a failure to properly coordinate and project manage what,
by any measure, is an enormously complex task. Not only will this paper outline the
necessary high-level principles, it will be these principles which will be used to guide CPA
Australia in developing its own policies on tax reform. The need for effective project
management, while not a key theme of this paper, must be also understood if we are to
achieve the desired outcomes of good tax reform.

CPA Australia Supports Good Tax Reform

CPA Australia has long argued that constructive improvements to Australia's tax system
cannot be achieved without a full and open tax consultation process®. However, such
consultation will not be productive without a clear appreciation of what constitutes a good tax
system and therefore good tax reform and a feedback mechanism to benchmark
consultation against desired outcomes.

In essence, good tax reform requires:
3. clear criteria against which to benchmark taxes - the 'tax road rules'; and
4. a clear mapping of the process for implementing tax reforms - the 'tax road map'.

The map without the rules will make driving change difficult and potentially ad hoc. Equally,
rules without a map will mean that good ideas could founder for lack of direction or impetus
on how to progress change.

The real virtue of the RBT*! was that it sought to detail for business tax reform, both a set of
business tax benchmark road rules and a tax reform road map. In contrast, the ANTS
reforms focused primarily on the road rules and a set of desired reforms.

CPA Australia sees considerable merit in agreeing a set of benchmark tax road rules against
which to regularly monitor the performance of the current tax system or proposed reforms.
Where ANTS and RBT failed was that ANTS had no road map to guide its recommendations
to implementation and in the case of RBT, it abandoned its road map following a lack of
support from Government for its recommendation?.

A key challenge is whether a set of 'tax road rules' and a 'tax road map' can be agreed upon
by all stakeholders. The experience in the past has not been encouraging but there is every

® ANTS (1998), pp. 15-18.
° CPA Australia, 1999 Tax Policy to Tax Law: Processes to improve our Tax Legislation, April.

" RBT reports: A Platform for Consultation (1999, p9, para 21-22); A Strong Foundation (1998, Ch 6, para 6.41) detail at length
the benchmark criteria for a tax system; and ANTS (1998), pp. 15-18

2 The Board of Taxation recommended by RBT does not have the authority and independence recommended by RBT.
However, the ATO is pursuing on its on volition, the Integrated Tax Design Process (ITD) recommended in RBT.
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reason to believe that the time is right for a more systematic approach to tax reform. In
considering these issues this paper is divided into three related segments:

Part A. The Tax Road Rules, and Institutional Constraints
Part B. The Tax Road Map, and
Part C. Evaluation of the Current System and Recommendations.
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PART A. The Tax Road Rules, and Institutional Constraints

The major challenge in developing a set of good 'tax road rules' is to make them practical
enough to be able to be easily understood and applied in any tax debate. It is the view of
CPA Australia that a practical and well-understood set of 'tax road rules’ will be a powerful
tool in ensuring constructive tax policy debate. This section therefore has two basic
objectives:

1. to develop good 'tax road rules' against which to evaluate the current tax system;
and

2. to outline tax reforms which best satisfy the good 'tax road rules', resulting in
improvements to the current Australian tax system.

However, CPA Australia recognises that any 'tax road rules' cannot be developed and
applied in a reality vacuum. It is important that we also identify and acknowledge at the
outset that there are institutional factors that will pose real constraints on the scope for any
potential tax reforms to be considered. It is only by acknowledging these constraints that we
will we be able to debate in an informed way, the tax reform options which are feasible.
Accordingly this paper first considers these institutional constraints, and then outlines a set
of operational criteria for determining what is a good tax system and what tax reform
proposals should then be pursued.

The Institutional Constraints

Tax policy formulation in Australia is fundamentally constrained by a number of institutional
factors which invariably impact on tax system design. After all, there is little benefit in
considering reforms which are not feasible because these constraints pose a reality check.
The most significant and obvious of these institutional constraints identified are detailed
below:

¢ Income based taxes:-Income based taxes are the cornerstone of tax systems in
developed economies. This is despite considerable debate over the merits of a cash
flow tax for business and a direct expenditure tax for individuals. The issue then
becomes one of how best to design income taxes.

e Assignment of taxation powers: The Australian Constitution makes reference to
selected aspects of the tax powers of the Commonwealth and the States. The High
Court's interpretation of various sections including s51(ii)*3, s90*, s92*°, s96'¢, s114"’

3 s51 states:

The Parliament shall, subject to this Constitution, have power to make laws for the peace, order, and good government of the
Commonwealth with respect to:

(i.) Trade and commerce with other countries, and among the States:

(i) Taxation; but so as not to discriminate between States or parts of States:

4 590. states:

On the imposition of uniform duties of customs the power of the Parliament to impose duties of customs and of excise, and to
grant bounties on the production or export of goods, shall become exclusive.

On the imposition of uniform duties of customs all laws of the several States imposing duties of customs or of excise, or offering
bounties on the production or export of goods, shall cease to have effect, but any grant of or agreement for any such bounty
lawfully made by or under the authority of the Government of any State shall be taken to be good if made before the thirtieth

day of June, One thousand eight hundred and ninety eight, and not otherwise.

® $92. states:

On the imposition of uniform duties of customs, trade, commerce, and intercourse among the States, whether by means of
internal carriage or ocean navigation, shall be absolutely free.

CPA Australia February 2002 8
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has meant that States cannot levy consumption taxes (s90), and they have been
effectively prevented from levying income taxes (s96) through the Federal
Government's use of grants powers. This has meant that States have very limited tax
revenue raising powers, being excluded from the two broadest based taxes.

¢ Fiscal federalism: The States in the Australian Federation are reliant on substantial
grants from the Federal Government to meet their expenditure obligations under the
Constitution as a result of the High Court interpretation of their taxation powers.
Vertical fiscal imbalance (VFI) is therefore an issue because it implies no direct link
between revenue raised and revenue expended. Further, States are forced into
raising revenues from inefficient and inequitable taxes and this works against the
principle of running an efficient economy, the resultant outcome being against the
national interest.

o Electoral system: Australia has a Westminster system of government with
preferential voting and a 3-year political term. This must mean that tax reform is often
undertaken in an election environment and highly politicised. Management of the tax
reform process to minimise the potential for adverse outcomes is a real issue.

e Globalisation'®: Internationally mobile capital (and tax competition) and reduced
barriers to trade, especially in digitised goods and services, significantly impacts on
domestic tax policy design and prevents countries having systems dramatically
different from those of our trading partners. This imposes a real constraint on the
range of tax reform possibilities that can be considered, and also may force pressure
for reforms that would not otherwise be considered.

e Tax change management: There are generally compliance costs associated with any
changes. However there is a widespread community perception based on recent tax
changes in the name of reform that such costs are unfairly thrust upon some sections
of the community more than others, and the government is not prepared to adequately
compensate during the transitional period.

o Market failure: Sometimes markets fail to operate efficiently and governments must
intervene to correct for these failures. This is most evident in the case of research and
development expenditure. Others argue that other examples include taxes on petrol,
tobacco and alcohol and environmental levies. It can also result in a case for tax
concessions and subsidies to encourage the production of goods that would otherwise
be under-supplied.

Acknowledgment of the above institutional constraints inevitably limits the scope of any tax
reform debate. There is for example, little merit in proposing to replace the personal income
tax with an expenditure tax if this is not the case in other countries - or to consider a State
income tax if the Federal Government penalises States for this action through reduced
general revenue grants. With these constraints in mind, we now turn our attention to

16 596. states:

During a period of ten years after the establishment of the Commonwealth and thereafter until the Parliament otherwise
provides, the Parliament may grant financial assistance to any State on such terms and conditions as the Parliament thinks fit.

7 $114. states:

A State shall not, without the consent of the Parliament of the Commonwealth, raise or maintain any naval or military force, or
impose any tax on property of any kind belonging to the Commonwealth, nor shall the Commonwealth impose any tax on
property of any kind belonging to a State.

'8 This was clearly recognised in: An International Perspective: Examining how other countries approach business taxation, An
information paper commissioned from Arthur Andersen by the Review of Business Taxation, December 1998, paral.78-1.79.
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developing criteria capable of being applied to developing and evaluating good tax policy
proposals.

Operational Criteria - Tax Policy Road Rules

A safe road system requires a sound appreciation of the road rules. Equally, developing
good tax policy requires a sound appreciation of the criteria a good tax system must satisfy.
Such criteria should set down the rules that must be adhered to in the debate. When there is
any deviation from these rules, it is incumbent upon those departing from the rules to explain
why.

The following table details the traditional good tax criteria against which tax reform proposals
have been assessed. The problem is however that while individual criteria are intuitively
appealing, they often lack practical content and are often in irreconcilable conflict with one
another. Despite these problems, there is no disputing the important role of a framework
against which to evaluate tax reform in bringing discipline to a tax reform debate - the
challenge is to make such a framework operational.

The Good Tax Policy Road Rules

Adam Smith Australian Asprey Report Draft White Paper Tax Reform: not a new
(1776) Treasury (1975, p11) (1985, p14) tax a new tax system
(1974, p3) (1998, p14)
Equity Equity Fairness Equity Fairness
Economy Economic Efficiency Efficiency Consistency of
Efficiency and treatment of economic
Neutrality activity; incentives
Certainty and Administratively Simplicity Simplicity Simplicity
Convenience efficient and
effective
Others: Others: Others: Others:
1. Growth 1. Growth 1. Prevent tax avoidance 1. Revenue security

) I I and evasion
2. Fiscal Flexibility 2. Stabilisation

2. Interaction of tax with

3. Ability to meet social welfare system

Revenue
3. Tax expenditures

4. Federal-State Issues

Two issues must therefore be resolved - firstly, how to give practical content to these good
tax criteria and secondly, how to prioritise the various elements of these criteria.

The approach taken by the RBT was to give greatest priority to achieving an economically
efficient business tax. The RBT then sought to explicitly identify a consistent and practical
design philosophy that could underlie its business tax reform proposals. By explicitly stating
the objectives and principles underlying business tax, it was hoped to prevent the possibility
of inconsistencies, anomalies and complexity in the resulting business tax legislation. The
key to this approach is the adoption of transparent and well-defined tax benchmarks which
was complemented with an open and independent tax consultative process.

CPA Australia contends that transparency and clarity of purpose would be best served by
drawing a distinction between benchmarks that relate to goals for the overall tax system and
those that should be sought for individual taxes. This is especially the case in relation to

CPA Australia February 2002 10
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achieving horizontal and vertical equity which are crucial objectives for the overall tax (and
welfare) system. CPA Australia will therefore initially focus on how the same equity outcome
can be achieved by adopting a more efficient, growth enhancing and simple tax system. It
then considers possible ways equity in the tax system can be improved.

The Tax Related Benchmarks
CPA Australia supports the following tax related benchmarks (or tax road rules):

Benchmark 1 Business income taxes should be economically efficient and internationally
competitive

Benchmark 2 Personal income taxes should be economically efficient,

Benchmark 3 Expenditure taxes should be broad based, simple and few, and

Benchmark 4 The overall tax and welfare system should be equitable.

This approach does not disregard what was adopted by the RBT. In fact it builds on that
adopted in RBT which focused on achieving Benchmark 1. The attribute of efficiency should
also be the requirement for personal income taxes. The goal for expenditure taxes should
be simplicity and few in number. The overall tax (and welfare) system which results should
in turn satisfy the following uncontroversial Tax System Benchmarks:

a. certainty and transparency in its impact
b. stability in its operation; and
c. low compliance and administration costs.

The Tax Road Rules Explained

The four tax road rules detailed earlier must now be made operational. These rules are best
given meaning in a tax specific context - the approach adopted below for the major tax
categories.

1. Business income tax and economic efficiency

What do we mean by the efficiency benchmark for business income taxes?

Taxes should not distort the allocation of scarce economic resources. If we accept that
income will continue to be the basis on which businesses and individuals are primarily taxed,
then for the business income taxes, this efficiency benchmark requires the following practical
conditions to be satisfied:

Conditions Practical Description RBT" Principles

Financing Do not distort the decision on how to fund a RBT1 entity

neutrality business (eg debt, equity, retained profits, share financing neutrality
buy-backs). para 6.41

Risk neutrality Adopts a comprehensive income tax base which RBT1 risk neutrality
permits risk offsets and adjustments. para 6.41

Entity neutrality Taxation should not distort choice of entity for RBT2’s entity
carrying on of business. taxation benchmark;

RBT1, entity

neutrality para 6.41

Income source Neutral in its treatment of different income and RBT1 income

Y RBT1 is A Strong Foundation (1998) and RBT2 is A Platform for Consultation(1999).

CPA Australia February 2002 11



Tax Reform: The Road Ahead

neutrality expenditure sources and asset and liability types.  distribution neutrality
para 6.41

Payout neutrality  Neutral between dividends, retained profits, and
share buy-backs;
Neutral in its impact on financial innovation.

Investment If investment incentives are required for social or  RBTL1 investment
neutrality economic reasons, they should be explicit, neutrality para 6.41;
efficiently targeted, transparent and costed. RBT’s tax incentive

benchmark

Capital Benefit to resident and offshore investors should RBT?2 international

import/export be similar but should also reflect Australia's taxation benchmark;

neutrality national interest and international obligations. RBT1 Balanced
taxation of
international
investment para
6.41

The above approach builds on the conceptual approach taken in the Review of Business
Taxes where it focused on how to achieve an efficient business income tax.

2. Personal income tax and economic efficiency

For personal income tax, the efficiency benchmark is the priority and requires the tax to be:
1. Income source neutral.

2. Incentive neutral: Tax rates should not create disincentive effects through altering the
choice between work versus leisure and savings versus consumption.

3. 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.

4. 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).

3. Expenditure taxes and simplicity

While efficiency is a priority for income taxes, in relation to expenditure taxes, the simplicity
benchmark should be the priority. The international experience makes it clear that this
requires the tax to exhibit a:

1. broad base; and a
2. single rate

The current GST is from an economic point of view, not economically efficient. For example
an economically efficient GST would have multiple rates which were designed to ensure the
least distortion to consumer expenditure behaviour. Goods with elastic demand would
therefore have rates lower than those with inelastic demand. However such a GST would be
complex and costly to administer and should be avoided. A simple single rate broad based
GST should be the priority. In this case, the key benchmark criteria for a GST is that it
exhibit a single rate across a broad base.
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To achieve this objective for example, the GST legislation could be structured to make a
distinction between the core rules which would see all good and services taxable and the
policy rules would then define which goods and services are GST free or input taxed for
policy reasons.

4. Equity

While efficient income taxes and a simple consumption tax are a priority when designing
these taxes, this does not override the fundamental requirement that the overall tax system
should be equitable in its impact. While equity is a high priority goal, CPA Australia holds
the view that equity is a 'whole of government' goal which can be achieved through the
combined operation of the tax system, the welfare system and broader government
expenditure programs.

Seeking to achieve equity on a tax by tax basis must invariably lead to complexity and

inefficiencies. The approach taken in this paper is to focus on individual taxes and their
operation in terms of efficiency (income taxes) and simplicity (expenditure taxes) and to
focus on reaching agreement on the need for and direction of change to these individual
taxes. Itis only after this is established that we then move on to consider equity issues.

The rationale for this approach is that what is equitable is subjective and based on ones
perceptions of social justice?®. Equity therefore has a political dimension. While CPA
Australia has views on equity, such views shall be left for consideration following the
resolution of less controversial issues on which broad agreement is possible and progress is
a first priority.

? This applies to both vertical and horizontal equity. Vertical equity requires 'unequals to pay unequally’ - but who decides how
unequally? Horizontal equity requires ‘equals to pay equally' but if equity focuses on the family, how do we compare different
family structures - any decision here is subjective.
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Part B.

A Good Tax Road Map

While a good set of road rules is important, so to is a quality road map. The tax policy road
map in Australia is of a poor standard. In contrast, that in New Zealand is well documented
and adhered to. The RBT recommended a more formalised tax policy development road

map but this was not adopted by government.

The current lack of an open and consultative approach to formulating tax policy in effect
poses an additional institutional constraint by inhibiting constructive tax policy debate and

therefore limiting the scope for good tax reform in Australia.

With an open consultative process, ad hoc or ‘policy-on-the-run’ responses by governments

would be minimised. The presence of the Board of Taxation and the ATO Integrated Tax
Design Process are both welcome improvements but still only partial steps in the right

direction. A more holistic approach is needed.

Detailed below is what CPA Australia consider to be a good ' tax policy road map' for

Australia:

MAKING TAX LAWS - A BEST PRACTICE ROAD MAP

- economic, social and fiscal strategy
- Broad ideas, options and priorities
- Economic and social needs

- Development of ‘tax road rules'
benchmark criteria

Step 1. Policy Development Framework

Step 11. Identification of Remedial
Issues
- public consultation

I

‘Tax road rules" applied

Step 2. Broad Policy Design Options
- Treasury/ATO/Private sector

- Outline of options

(Green Paper)

Step 10. Post Implementation
Review
- eg Board of Taxation

Step 9. Passage and Implementation
of Legislation

Final Legislation OK

Step 3. Formal Detailed Consultation
and Communication

- Treasury/Govt/Private Sector broad
community consultation and
communication

- research performance against domestic
“tax road rule" criteria

- international benchmarking of tax system

Step 8. Senate Select Committee

Phase

Final
Legislation

Step 7. Introduction of tax
legislation

not OK

Draft Legislation OK

Do the Broad Policy Design Options
satisfy 'the tax road rules'?

Yes
v

Draft

Step 6. Consultation and public
hearings

- community education

- business readiness

- ATO procedures

Legislation
not OK

(White Paper)

Step 4. Detailed Draft of Tax Proposals

Step 5. Legislation Drafted and
Released

Do the White Paper proposals
satisfy 'the tax road rules'?

Yes J

Legislation
not OK -
amend

accordingly

CPA Australia February 2002
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As a matter of good practice this roadmap should be followed for all major changes to the
tax system. However it is acknowledged that circumstances will also arise where it may be
both necessary and acceptable to depart from rigid adherence to the road map without
adverse consequences. Two examples of instances where such departures may be
acceptable are where the government proposes to introduce special anti-avoidance rules; or
in circumstances where there is a significant level of government /community consensus on
the change(s) proposed.

The above model is based on the foundations laid by the New Zealand Generic Tax Policy
Process (GTPP) and is tailored for Australia, identifying the key elements of an open,
transparent and certain tax policy process.

Resistance to change

Following such a map would address another major constraint on tax reform which is to
overcome resistance to change by businesses, individuals and even government agencies.
In many cases this arises from their lack of engagement in the tax reform process.
Moreover, it would impart ownership of the tax reform process to all those involved. At
present, tax reform might be prepared by one group (such as the RBT team) which are then
passed onto another (such as government) who in turn passes recommendations onto the
Treasury and the ATO. To those not directly involved in the process it is perceived that each
group regularly drops its baton following its contribution and either walks away - or is forced
to keep its distance. With the road map above, all parties are involved in all stages and this
ensures ownership of the end result. Even if dissention occurs, at least it has been heard
and seen to be responded to even if not acted upon.

We have now detailed the broad tax policy road rules and the tax policy road map. The next
crucial step is to make the tax road rules operational,

Tax Policy Process Road Map Explained

While the discussion in Part A of this paper gives us tax road rules and observations about
the direction of reforms to various taxes, it does not provide us with insight into how to bring
about these tax reforms. To this end we must turn to the tax road map. Herein lies the key
to addressing institutional constraints on tax reform and the inertia against change evident in
the reaction of politicians (federal and state), businesses and individuals to tax change.

A good tax road map can therefore be used to improve the tax policy outcomes. Not until an
open, independent and consultative tax policy process is introduced in Australia can we
expect good tax reforms to be introduced. The best will in the world and the most well
argued case for change can always fall foul of an inadequate process of deliberation on
complex and difficult issues. CPA Australia has long held the view that the current tax policy
development process (or lack thereof) has inhibited the introduction of good tax policies.

It is for this reason that CPA Australia strongly supports the RBT proposal for a statutory
consultative Board of Taxation, not the Board as currently constituted by the Federal
Government. At the heart of this independent Board of Taxation must be an agreed process
for engaging in an open consultation on the direction and implementation of tax reform. CPA
Australia has had much to say on this issue in the past® and the process mapped in the
diagram above builds on our earlier statements on this issue.

! CPA Australia, Tax Policy to Tax Law: Processes to Improve our Tax Legislation, April 1999.
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The Federal Government’s commitment to tax reform

Notwithstanding our views on the road rules and road map above we acknowledge and
welcome the government'’s recent initiatives of and/ or commitment to:

e appointing a new Minister for Revenue who is responsible for, amongst other things,
assisting the Treasurer in the development, implementation and administration of:

e Taxation policy including the design of taxation laws;
e Implementation of the business tax reforms;

e Administration of taxation laws and administrative matters relating to the Australian
Taxation Office; and

e Taxation proposals in relation to compliance

e Taxation policy and administration in relation to superannuation; and

e the creation of the role of the Inspector General of Taxation, which will act as an
advocate for all taxpayers and provide independent advice on tax administration and
process matters

e getting the proposed consolidation rules right through an extensive consultative process
and more effective project management than we have experienced in the past

e the proposed international tax review.

CPA Australia recognise the above as evidence of the current government’s ongoing
commitment to better tax laws for Australia.

The Rules and the Road Map - A Strategy for the Road
Ahead

Despite three years of debate over the need for and direction of tax reform, many issues
remain unresolved. Issues such as the introduction of TVM and its implications for
individuals and businesses if adopted has not been resolved. Proposed changes to
consolidation rules while now released for broader consultation remain to be resolved as do
postponed changes to a range of State taxes. The differential between the company tax rate
and the top marginal tax rate remains an issue despite efforts to limit the alienation of
personal services income and complex business structuring. However, each of these issues
should not be considered in isolation as is so often the case. Rather, they should be seen
as symptomatic of problems with the overall tax system, placed in context and addressed as
part of an overall program of tax reform.

The virtue of the framework developed in this paper is that it provides us with both a generic

map for progressing necessary tax reforms and an operational criteria designed to ensure
we achieve the benchmark tax criteria of:

1. improving economic efficiency;

2. enhancing simplicity;

3. achieving equity; and

4. overcoming institutional constraints.

Part C of the framework paper applies the benchmark tax criteria outlined in this paper to the
major Australian tax categories. The analysis in Part C leads us to propose the following tax
reform Action items.
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Conclusions

Tax
Personal

Income
Taxes

Company
Income Tax

Indirect
Taxes

Other
Taxes

Institutional
Issues

Social
Welfare
System

Action

By aligning the top individual marginal tax rate and the company income tax
rate, we will be able to:

provide more incentives to work, save and invest

reduce the PSI problem

provide the opportunity to move towards taxing different income sources
similarly (and hence eliminate the current CGT concessions)

eliminate other tax concessions

reduce the incentive to set up complex trust and company structures
reduce the attractiveness of mass marketed tax reduction schemes.

Develop an internationally competitive tax regime
Simplification for SMEs through presumptive taxes should be investigated
Trade off tax concessions for further reductions in the company tax rate.

Maintain a broad based single rate GST and the elimination of State BAD
and business stamp duties

In the longer term, eliminate the State payroll taxes with an increase in the
GST.

Hypothecated taxes are a tax of last resort.

Major tax change must be accompanied by full and open consultation with
adequate time for the change to be digested by business and the tax
profession.

Welfare should not be delivered through the tax system

Equity should be the primary focus of our means tested welfare system.

The broad conclusion of this paper is that much tax reform remains to be undertaken. The
Action Plan for government arising from this paper has three main components:

firstly, government must abide by a set of agreed tax benchmarks in all its tax reform

deliberations; and

secondly, it must develop a sound ‘road map' for actioning tax reforms, and

thirdly it must work with the community in developing and implementing tax reform.

CPA Australia February 2002
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Part C. Evaluation of the current system and
recommendations

1. Improving Economic Efficiency

What's the Problem? Recommendations

Personal income taxes

Disincentive effect of high CPA Australia sees major efficiency gains from lowering the income
top marginal tax rates at a tax rates across the board in conjunction with a targeted rebate for
low threshold. 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 and thereby
provide more incentive to work, save and invest.

Gap between the company Despite efforts to address PAYG erosion with personal services

tax rate and top personal income (PSI) rules, there is still a risk to revenue and equity with the
income tax. new arrangements. As a result, there is still a strong case for a closer
alignment of the top personal income tax with the current 30%
company tax rate. The benefits of such a move include not only
reduced tax planning incentives but also an increased work incentive
for individuals. Funding for such a move could come from the revenue
savings anticipated to flow from the ongoing clamp-down on
aggressive tax avoidance schemes. Alternatively the government will
need to consider options such as cutting the top personal income tax
marginal rate funded by a reduction in government spending, reduced
tax concessions or increasing the GST rate.

Superannuation taxation. The taxation of superannuation is very complex with taxes on
contributions, investment income and final benefits. The taxation of
superannuation should be comprehensively reviewed to ensure that it
is equitable and efficient while providing the necessary incentives to
encourage self-provision in retirement. CPA Australia recognises the
conflict of the provision of taxation concessions on one hand, and
revenue implications on the other. This conflict will become more
apparent as the working population increasingly supports an ageing
population. A more radical superannuation taxation review may need
to be considered in this regard.

Superannuation surcharge The superannuation surcharge is highly inefficient with high costs of
has high administration and compliance and administration®” and impacting on all fund member’s
compliance costs and balances. While it is acknowledged that the government has moved

2 n 1999 it was reported that the superannuation surcharge cost nearly $200 million in administrative costs to collect $347
million. — see H. Bateman and J Piggott (1999) The Costs of the Superannuation Surcharge. CEDA Information paper, No.66.
Melbourne, Page 25.
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1. Improving Economic Efficiency

What's the Problem?

Recommendations

unforeseen impacts.

towards winding back the super surcharge this raises even more the
guestion of compliance costs v/s revenue collections. Our preference
is for the surcharge to be completely removed as soon as possible.
CPA Australia is on the public record as a supporter of a review of
retirement saving policy including the social security (aged pension)
system.

Hypothecated taxes (taxes
that are publicly committed to
certain kinds of spending, for
example the Medicare levy,
Gun buy-back levy). Other
potential examples include
‘eco’ taxes, Murray Basin
salinity, carbon taxes, etc.

Hypothecated taxes have considerable political appeal but their
economic case is weak. In practice, these taxes are often misused or
poorly applied as in Australia with the Medicare Levy and the recent
gun buy-back levy. While CPA Australia prefers such taxes to be
rolled into the general revenue income tax system, the organisation is
aware of the politics of linking the 'pain’ with the 'gain’. Therefore
CPAs would only be supportive of such taxes when their benefits far
outweigh the costs or where the limits of taxation mean that they are
the only mechanism for raising required revenue.

Lack of neutrality in the
treatment of different
investment income sources.

Interest income, capital gains and superannuation-based savings are
all taxed at different rates. This is inefficient and must be addressed,
while recognising that it is important to encourage national savings,
especially superannuation savings.

Capital gains tax (CGT)
complexity.

CGT is complex. TLIP has not helped and in fact we now have
around 40 CGT events. TVM has sought to reduce this to about 5
events but TVM is itself too complex and creates too much
uncertainty. CGT must be simplified and consideration given to
making it less generous relative to other investment income sources.
We contend that a reduction in the number of CGT events could be
achieved under the current income tax laws without the necessity for
TVM.

Personal Services Income
(PSI) is still an issue.

The recent initiatives on personal services income were designed to
prevent income tax minimisation - but they have not been effective
due to carve-outs. The problem is a highly progressive personal
income tax. The solution is reduced top marginal tax rates.

Tax expenditures and
subsidies lack transparency
and are potentially inefficient
and open to abuse.

Tax expenditures and subsidies should be converted to government
cash payments so that their cost and impact can be directly monitored
and factored into budgets.

Business income taxes

International tax competition
and harmful tax practices of
competitors.

CPAs supported the reduction of the company rate to 30% to remain
internationally competitive. However international trends need to be
monitored to ensure Australia’'s competitiveness is not eroded.
Further company rate reduction(s) may be necessary and this would
need to be funded. Options could be either an increase in other State

CPA Australia February 2002
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1. Improving Economic Efficiency

What's the Problem?

Recommendations

taxes or to increase the rate of GST and/or broaden the base of the
GST. All these options would be most unpopular at any time but
especially now so close after the introduction of the GST, and the
latter could not be undertaken without reconsidering the compensation
issue for low income earners and others. In the interim, it is important
that we maintain a watching brief on the competitiveness of our
company income tax system.

The income tax system is not
designed to readily respond
to e-commerce pressures.

The ATO in its two Tax and the Internet reports has shown its flexible
and sympathetic approach to responding to the growth of e-
commerce. The OECD TAGs and action on Harmful Tax Practices
has supported the basic ATO approach. It is important that the ATO
does not take actions which hinder the growth of e-commerce.

Divided imputation and
international
competitiveness.

Australia’s full imputation system is very favourable to Australian
residents receiving franked Australian sourced company dividends.
However non-residents do not enjoy the same tax treatment, and
there are other complications arising out of dividends paid out of
foreign sourced income paid as dividends to non-residents. These are
two examples of disincentives for non-residents to investing in
Australian based companies. Linked to these issues and perhaps
more importantly there is evidence that many other OECD countries
are moving away from full imputation models either back to classical
systems or other hybrid systems. For example, Germany has
proposed that from 2002 residents will be taxed on only 50% of any
dividends received regardless of source. If Australia is to achieve it's
objective of remaining competitive in the global economy these issues
need to be examined. To ensure the best outcome this review needs
to be completed prior to the introduction of any so-called ‘simplified
imputation’ arrangements as were originally proposed by the RBT and
the government in 1999 and still potentially listed for commencement
from 1 July 2002.

Tax Value Method proposal
(TVM).

TVM proposes to change the core rules of the tax laws with other
parts bolted on to the new core rules. At the time of writing
consultations are continuing on TVM and accordingly it is not
appropriate to predict the outcome. However CPAs have raised
concerns about taxpayer compliance costs if the proposal is ultimately
adopted (both in the interim and ongoing), the need for appropriate
testing, the need to clearly outline what the proposed benefits are, and
the need to consider other alternatives to achieve the same outcomes.

Fringe benefits tax (FBT).

¢ Inthe past CPA Australia has supported FBT simplification by way
of moving it into the PAYE (now PAYG) system. However there is
now a view that such a change would cause many employers,
particularly large business employers, unacceptably high
compliance costs, put at risk industrial relations agreements and
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1. Improving Economic Efficiency

What's the Problem?

Recommendations

perhaps also cost employers more by way of employer
remuneration. As a consequence the rolling in of fringe benefits to
PAYG is not considered an option at this point. However FBT is in
need of a thorough review and overhaul as the current FBT rules
are complex (consider the issues of deductible v/s non-deductible
expenditure, GST v/s non GST, reportable v/s non-reportable
expenditure) and the compliance costs unacceptably high.

Alignment of the FBT and company tax reporting periods. The
introduction of the reportable fringe benefits raises the issue of
whether the FBT and employee payment summary preparation
time should be more closely aligned. Consultation with the
business community should be sought to consider whether such a
move would provide any benefit to employers, such as compliance
cost savings.

Taxation of trusts.

The unified entity concept has been rejected. The recent proposal to
tax certain trusts at entity level has also been scrapped. There is an
argument that certain trusts such as those carrying on a business
should be taxed at entity level. Other than this exception (which would
require further work before any change was implemented) the general
principle of taxing non-fixed trusts or some other broader generic
group is not supported. However we are supportive of further
measures targeted at specific tax avoidance mischief(s) being
developed as part of the consultative process where necessary.

Consolidation of wholly
owned groups.

CPA Australia remains supportive of the concept of a consolidated
regime for wholly owned groups. Done correctly this could reduce
complexity in the law (for example reduction of the impact of the
complex loss integrity measures). However at the time of writing the
draft consolidation materials have just been released and are still
under review. The extent of our ongoing support will depend on
issues such as:

whether there are real benefits of consolidating (and not just a
forced decision based on the abolition of a range of benefits
groups may access under the current the tax laws) and

that the proposed transitional rules afford relevant protection
regarding compliance costs and sufficient time for businesses to
make an informed decision.

Business restructuring —
mergers, demergers and
consolidation.

CPA Australia remain supportive of the implementation of
simplified rules that enable entities to restructure without punitive
disincentives.

CPA Australia February 2002
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1. Improving Economic Efficiency

What's the Problem?

Recommendations

e This includes addressing the issue of the application of State
duties to business restructures. Businesses have evolved with the
current tax system in mind. With major reform, it is incumbent
upon the Government to assist business to work with the new
system. In particular, the States should not receive a windfall
revenue gain from consequential business restructuring. This is
an issue that must be resolved by the Federal Government
working in conjunction with the States. CPA Australia
acknowledges the Government's intentions in this regard as
announced by the Treasurer in November 1999. However, we are
concerned that considerable time has elapsed since that
announcement without any tangible signs of an appropriate
agreement having being reached with the States on this issue.
Time is rapidly running out for a satisfactory resolution of this issue
if the proposed new consolidations regime is to commence from 1
July 2002. In the absence of appropriate action in this area, it is
likely that there will be entities that remain in existence purely to
hold assets as it is too costly to transfer them into a more efficient
structure. If this occurs, the Federal Government will undermine its
efficiency goal, and the State Governments would still not see a
one-off windfall profit from the imposition of duties.

Social welfare system

The interaction of the
personal income tax and
social welfare system
creates:

¢ High effective marginal
tax rates

e Complicated and different
income definitions under
the income tax and the
social welfare systems
assets test (e.g.
treatment of controlling
interest in trusts and
companies).

The interaction should be improved over the next three years subject
to revenue constraints and other potential measures to improve the
operation of the welfare system.

CPA Australia supports closer integration of the tax and social security
systems to reduce the very high effective tax rates faced by low and
middle income earners. Incorporating the Medicare levy directly into
the personal income tax schedule would reduce effective tax rates for
low income earners, would simplify the system, and remove the
illusion of health being funded entirely from the levy. CPA also
supports an examination of middle class welfare and the elimination of
unintended benefits to the less needy.
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2. Enhancing Simplicity

What's the Problem?

Recommendations

Indirect tax reforms

Reducing the GST base.

CPA Australia supports a GST that has a broad base and low rate
with minimum exemptions. The social welfare system should be used
to compensate those most in need - compensation to low income
families should not be provided through the tax system. Changes to
income taxes should be designed to focus on compensating only
those outside the welfare system that are deemed as warranting
assistance

Any future narrowing of the GST base should be avoided as it
undermines the integrity of the GST as a revenue collection
mechanism, and exacerbates Australia’s over-reliance on income
taxes which is the main driver of the growth of tax avoidance/evasion.

A broad base, low rate GST is ideal and maintaining the integrity of
the GST should be a priory. As a general principle any reduction in
the GST base is not supported. However where governments may
contemplate such a proposal they should firstly:

e take into account the alternative of social welfare compensation to
ensure GST simplicity is maintained; and

¢ identify simplified methods of administration which can reduce
compliance costs for business generally but particularly SMEs.

Australia has a low GST rate
imposed relative to other
OECD countries (but not
relative to other countries in
the region).

Arguably, Australia still relies too heavily on income tax bases. The
GST only comprised approximately 12% of total tax collections by the
Commonwealth and States in 2001. There is a need to consider
broadening the GST base and/or raise the rate to redress this
imbalance.

A myriad of indirect taxes are
levied principally by State
governments.

Repealing BAD and business stamp duties would do much to reduce
the number of State taxes. This would have the added benefit of
eliminating a number of inefficient taxes.

Payroll tax could be a simple
and efficient tax but is not. It
has a high threshold and is
manipulated by state
governments for a myriad of
purposes.

CPA Australia is opposed to payroll tax as it is viewed by members as
a tax on jobs and a disincentive to both employment and business
growth. We are supportive of considering raising the raising the
current 10% GST to 12.5% to fund the abolition of payroll taxes.

However, since the CPA acknowledges that the payroll tax makes a
significant contribution to state tax revenues and that there is need for
stability in the GST for some time, the abolition of the payroll tax is
seen as a long-term objective.

Stamp duties on business
transactions impose a

This is an area of significant importance given some of the federal tax
reform measures proposed.
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2. Enhancing Simplicity

What's the Problem?

Recommendations

considerable constraint on
the scope for business
consolidation and
reconstruction which is
necessary to enable Federal
business income tax reform.

It is proposed that the fiscal dividend from the introduction of the
GST/PAYG system be used to fund the abolition of business stamp
duties.

The FID has gone but the
Bank Accounts Debits (BAD)
tax remains as a insidious
tax on businesses and
households.

BAD should be repealed immediately. NSW will repeal its BAD from
January 2002. The other States plan to repeal their BAD in July 2005.
If the repeal of the BAD cannot be funded through an increase in the
GST rate, then its repeal should be funded in the short term from any
fiscal dividend arising from the GST/PAYG system.

Priority for indirect tax
simplification.

In summary, CPA Australia places a high priority on the simplification
of state taxes through (in order of priority) (1) the abolition of BAD, (2)
the abolition of business stamp duties and (3) a payroll tax rollback.

Superannuation

Superannuation surcharge
has high administration and
compliance costs and
unforeseen impacts.

The concerns outlined in this paper regarding the superannuation
surcharge under Improving Economic Efficiency at p19 of this paper
equally apply here under Enhancing Simplicity. See p.19 for our
comments on the surcharge.

Personal income taxes

'‘Chasing every rabbit into its
hole' — the pursuit of every
dollar of revenue without
proper consideration of the
cost.

The pursuit of every last dollar of taxable income on the basis of
equity concerns has resulted in a complex personal income tax
system. Consideration should be given to simplification through the
introduction of a presumptive income tax system. This is possible
through an extension of the IAS - the difference being that the IAS
payments could be the final payments if so chosen by taxpayers.
Annual lodgments would therefore be optional. Some revenue might
be lost but the gain in simplicity would be considerable.

In the case of dividends, interest and royalties received by Australian
residents there would be compliance efficiencies gained if the
government introduced a domestic withholding tax as a final tax on
these income receipts.

Lodgments for those with
small investment income.

Investment income withholding taxes are a possible solution but
create complications for those not in the tax system (such as
pensioners). Itis contended that a better option is the IAS based
presumptive tax system.

Delivering social welfare
through the tax system.

The tax system is increasingly being used to deliver social welfare
payments. This adds to complexity and leads to questionable equity
outcomes with the growth of middle class welfare. Cynically, one
could argue that the appeal to government is that it reduces the much-

CPA Australia February 2002

25




Tax Reform: The Road Ahead

2. Enhancing Simplicity

What's the Problem?

Recommendations

watched tax to GDP ratio and answers the ‘me-too’ calls of middle
income groups on welfare. Political pragmatism is complicating the
system. Welfare should be delivered through our welfare system - not
the tax system.

Business income taxes

Tax concessions complicate
tax administration and
compliance.

(for example the tax
treatment of capital gains in
Australia).

An appropriate balance is required between simplicity and revenue
requirements. Consideration should be given to trading off tax
concessions (tax expenditures) for personal tax and company tax rate
reductions

The Tax Profession and Tax Collectors

The tax profession has
become the de facto tax
policeman.

The onus is on the tax profession to get it right first time. This is
unreasonable particularly in a period of rapid and major change. CPA
Australia supports payments to businesses for the provision of these
services particularly in the transitional period on major change such as
has recently been experienced as a way of creating an incentive to
government to reduced business compliance costs.

3. Achieving Equity

What's the Problem?

Recommendations

Personal income tax

Progressive rate schedules
are not closely aligned with
company tax.

The personal income tax should have:

1. alow threshold below which income is tax exempt
2. top rates aligned with company rate; and
3. rebates to remove pensioners from tax system.

Social welfare system

Contingent-needs based
system:

Contingent based
circumstances eg not
working single earner
with 2 children

Needs based
income/wealth means
tested).

Middle class welfare should be eliminated

Social welfare should compensate for perceived inequities of GST
- not exclusions from the base via reductions in the GST base

The tax system should not be used in place of targeted delivery of
compensation to low income families via the social welfare system.
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3. Achieving Equity

What's the Problem?

Recommendations

Superannuation

Superannuation surcharge
tax.

While the super surcharge seeks to address equity concerns it
fails. The failure is due to the fact that the compliance
administration costs are shared by all fund beneficiaries, and the
surcharge makes no allowances for employees who have had
non-continuous working patterns

Equity issues should be addressed by other measures and the
super surcharge should by abolished as soon as possible. Any
options here need to include a superannuation/retirement incomes
review to determine the best way forward.

Inequitable taxation of
deductible employer super
contributions:

e 15% when paid IN; and
e 16.5% when paid OUT.

Need to address perceived equity issues for low/medium income
earners facing 17% and 30% marginal tax rates.

Prefer the contributions tax is abolished but acknowledge that this
is unachievable in the current environment. However this remains
a long term objective.

The whole retirement incomes policy needs to be reviewed
including the interaction with super and the social welfare (aged
pension) system.

4. Overcoming Institutional Constraints

What's the Problem?

Recommendations

Commonwealth/State financial relations

States do not raise what they
spend — this is known as the
so-called vertical fiscal
imbalance (VFI) problem.
VFI is much more
pronounced in Australia than
in other comparable
countries (e.g. USA, Canada,
Germany).

The sharing of the revenue from the Federal GST with the States does
not solve VFI - it only replaces the previous general revenue
assistance payments to the States with revenue assistance funded by
the GST (both of which are distributed by the Grants Commission).
However it is acknowledged that as GST revenues are linked to
economic growth it could be some assistance over time.

CPA Australia believe that

The role of the Grants Commission should be reviewed to address
anomalies in the allocation of GST revenue between the States

Consideration should be given to per capita grants replacing the
Grants Commission's current approach to allocating Federal
general revenue (GST based) grants

CPA Australia February 2002

27




Tax Reform: The Road Ahead

4. Overcoming Institutional Constraints

What's the Problem?

Recommendations

e Some special purpose grants should then go to those States with
genuine needs (such as Tasmania).

e State grant equalisation arrangements should be maintained?

Tax policy process

Independent Board of
Taxation.

An independent broker is a critical ingredient in the development of
sound tax policy. The current Board of Taxation (BOT) is not
independent, and neither is the ATO's proposed Integrated Tax
Design Process (ITD).

Constant tax system change
creates uncertainty and
instability.

The tax profession is exhausted. The recent process of tax change
has been exhausting and all stakeholders need some breathing space
to ensure those measures announced can be implemented with the
minimum business interruption possible. Consideration should
therefore be given to paced (or incremental) tax reform as the better
way forward, acknowledging that doing nothing or maintaining the
status quo is not an acceptable option.

CPA Australia February 2002
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