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Tax policy

It is possible to conceive of simplification happening in three broad areas.  In the first place there is the possibility of tax policy simplification. Taxes can be abolished, the tax mix changed, the tax base broadened (or narrowed), or different policy instruments (for example, direct subsidies rather than taxes) can be used to achieve socio-political-economic objectives. But simplifying tax policy is somewhat limited and not entirely promising. The poll tax is an example of wonderfully simple tax policy. But it is immediately obvious that it may not be the right choice. Tax policy has to balance a number of competing goals (where simplification is often entirely neglected or barely visible) as well as having to be mediated through a number of often powerful sectional interest groups. As a result it is rarely the case that changes to tax policy can achieve much in the way of simplification.  
Tax legislation

The second possibility lies in the simplification of tax legislation. But again, the likely simplification benefits are marginal at best. Tax practitioners who directly use the legislation (not very many) have certainly benefited from the removal of over 2,000 pages of inoperative provisions from the income taxes acts in recent years. Plain and principle-based drafting techniques may also yield some benefits (in the form of greater consistency and enhanced certainty and predictability) in the tax legislation. It may be encouraging to know that the re-written and “improved” 1997 income tax legislation managed to achieve an enhanced readability score of 46.42 on the Flesch index compared to a score of 38.44 for the corresponding 1936 Act legislation. But this advance does not look so good when it is noted that a score of 65 or higher is required for “plain English speaking”. Hence the benefits of tax legislative simplification are inevitably limited.
Tax administration

It is the third area of potential simplification – procedural simplification, or the simplification of tax administration – where most progress can potentially be achieved and where the greatest hopes for the Henry Review lie.  Much has already been done in this area, and the Australian Taxation Office deserves credit for the way in which it has generally striven to make the taxpayers interaction with the tax system “easier, cheaper and more personalised”. But there are still a number of procedural changes that can help to remove further grit from the system.  At the personal tax level these can include developments such as:
· significantly enhanced processes for the pre-population or pre-filling of forms, such as the annual income tax return, where the Australian Taxation Office already possesses the relevant information (usually provided by third parties such as employers and banks). Australia has taken some small and tentative steps in this direction with its electronic pre-filling program started in 2004. However, the Australian experience is only partial and reactive compared to the large scale Nordic and European experiences, where the only overt interaction many taxpayers have with the tax system is to SMS “yes” or “agree” back to the tax office in response to a fully completed tax return sent to their mobile by the tax office; 
· the elimination of the need to submit a tax return for large swathes of the population with simple tax affairs: for example, those with employment income, bank interest and company dividends from which appropriate amounts of tax have already been withheld. Only about half of all OECD countries, including Australia, insist on all personal taxpayers submitting an annual return. Other countries, with comprehensive and more sophisticated cumulative tax withholding arrangements, fewer work related tax deductions and fewer rates of tax are able to remove large numbers of taxpayers from the annual need to file returns; 

· the introduction of sensible de minimus exemptions to remove “minnows and tiddlers” from aspects of the tax system. For example, it has been estimated that a small annual exempt amount based on gains and proceeds in the capital gains tax system could absolve large numbers of taxpayers from having to calculate pathetically small gains at high personal cost, with minimal loss of revenue to the government. 

Similar benefits are available at the business tax level, with significant administrative simplification possible as a result of, for example, greater coordination of tax and non-tax reporting (as in Standard Business Reporting style initiatives), and greater use of “piggy-back” arrangements whereby tax administration and collection takes place at one level only (usually the federal level) on behalf of federal, state and local authorities. For example, the payroll tax, currently separately administered by state revenue offices, could be administered (and the tax collected and re-distributed) far more efficiently at the central level, with no loss of control by the states.
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*I would like to acknowledge the contribution of my colleague, Associate Professor Binh Tran-Nam, in the development of these ideas. For background to this note, see my paper “A Citizen-Based Tax System: Complexity and Compliance” elsewhere on the TaxWatch website.
