Overview

Stronger Fairer Simpler
A tax plan for our future

Overview

Stronger Fairer Simpler
A tax plan for our future

© Commonwealth of Australia 2010
ISBN 978-0-642-74601-6
This work is copyright. Apart from any use as permitted under the Copyright Act 1968, no part may be
reproduced by any process without prior written permission from the Commonwealth. Requests and
inquiries concerning reproduction and rights should be addressed to the:
Commonwealth Copyright Administration
Attorney‑General’s Department
3‑5 National Circuit
BARTON ACT 2600
Or posted at: www.ag.gov.au/cca

Stronger•Fairer•Simpler

A message from the Treasurer
Let’s seize this opportunity to build a stronger economy, and a fairer,
simpler tax system.

As we emerge from the global recession,
Australia’s economy continues to outperform
the major advanced economies. This is not an
accident. This is the result of concerted action
by Australian businesses, workers, governments
and communities.
As the global economic outlook improves, we now
look to the challenges ahead. We face challenges
such as how to deal with the impact an ageing
population will have on our health system, and how
to ensure we have the skills and capacity needed
to drive further economic growth. We also face the
challenge of tax reform.
Everybody has a stake in our vision for the tax
system. We want a tax system where everybody
pays their fair share, so all benefit. A tax system that
builds a stronger economy with more jobs and a
higher standard of living. A fairer system with fewer
loopholes and better rewards for work. And simpler
taxes, so families and businesses spend less time
bound up in red tape.
We are at a critical point in our nation’s history.
The return of boom conditions in the mining sector
means great opportunities for our economy, our
nation and our people. As a nation, we must
manage the next boom better than the last, when
our economy fell prey to capacity constraints
and our non-resource industries fell prey to a
‘two‑speed economy’. And spending the proceeds
of the boom meant Australia got to the end with
relatively little to show for it. Unless we make
smarter decisions now, we will fail again to convert
our minerals bounty into a stronger economy and
enduring gains for working families.

of our mining boom and redirect them to the vital
task of national economic reform.
We will ensure Australia gets a fair share of our
resource wealth, directing the proceeds towards
sustainable economic growth right across
the economy.
We will promote growth in the resource sector
by providing ongoing infrastructure funding to
remove capacity constraints and supporting small
resource companies.
We will promote growth in the broader economy
by driving investment through lower company
taxes and by simplifying and reducing taxes for
small business.
And we will ensure that success now creates lasting
benefits, by increasing national savings through: a
12 per cent superannuation guarantee; removing
the tax penalty for superannuation contributions of
low income earners; and providing more generous
contribution caps for workers approaching
retirement.
Tax reform is a big project and it can’t be done all
at once. But this package is the significant step we
need to take now if we are to maximise responsibly
the economic benefits for all Australians from the
opportunities of the Asian century.

The Hon. Wayne Swan MP

This is why the Government has developed a major
package of tax reforms to harness the super profits
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Commodity boom mark II is here
We are at a crucial point in Australia’s history. We are planning ahead to
maximise the opportunities the emerging commodity boom presents,
and meeting the associated challenges.
As the storm clouds of the global recession begin
to clear, it is becoming apparent that commodity
boom mark II is here.
Continuing growth in China and India will support
global growth, and will be associated with strong
demand for Australia’s abundant natural resources.
This means higher commodity prices which will
support the Australian economy as we rebound
from the global financial crisis.
However, these opportunities also present
hefty challenges.
To take advantage of our opportunities, workers
and investment will move into the mining and
related sectors that can provide higher profits and
wages. However, capacity constraints may stand
in the way of the expansion of mining and related
sectors. Without strong infrastructure in place these
opportunities may be lost.
Further, the success of our resources industry can
lead to a ‘two speed economy’. Non-resource
industries find it harder to attract workers and

investment. For other exporters, and firms
competing with imports, this is evident in the
stronger Australian dollar that makes their products
relatively less competitive than before.
The key is providing other areas of the economy
with a better environment in which to grow,
without restraining the ability of the mining sector
to expand to take advantage of world demand.
Finally, we must also manage the boom so that
when it ends, we have something lasting to show
for it. Instead of spending now, we need to save
and invest some of the benefits to provide lasting
returns for the economy.
This plan will capture a fair share of the wealth
generated from our resources, but in a way that
better recognises the significant investments
that are made in resource projects, and ensures
we use our share in the best way possible to
build a stronger economy for Australian families
and businesses.

Australia’s Terms of Trade are at levels not seen since the 1950s
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A tax plan for our future
This plan will strengthen and broaden our economy, boost savings,
make life easier for small business, and take important steps towards a
fairer and simpler tax system.
Stronger

Fairer

The Government’s tax plan will promote growth
across the entire economy. A lower company tax
rate for larger companies, as well as a head-start
tax rate cut for small companies and the instant
write‑off of assets for all small businesses, will
take the brakes off the slower lane of a ‘two-speed
economy’.

The Resource Super Profits Tax will tax resource
projects on their profits rather than just their
production. This will see Australia get a fair share
from our natural resource wealth, which we will use
to promote growth across the entire economy.

The Government’s tax plan will also help the
resource industry. A new infrastructure fund in
partnership with State governments will provide
a permanent structural response to capacity
constraints that would inevitably re-emerge and
would otherwise hold our economy back. More
generous treatment of investment and exploration
activity will increase both investment and
employment in our resource industry.
The plan will also bank some of the returns into
individual superannuation accounts. A 12 per cent
superannuation guarantee will provide a lasting
benefit to Australian workers, and more generous
superannuation caps will help older Australians
catch up on their retirement savings.

Stronger

Resource States will be the major beneficiaries. They
will keep their royalties, but also be eligible for new
ongoing infrastructure funding. This will deliver
the infrastructure they need to allow their State
to grow.
New concessions will be given to the 3.5 million
lower income Australians who currently get
no or little concession on their superannuation
guarantee savings.

Simpler
Small businesses can suffer the most from tax
system complexity. Instant write-off of assets worth
up to $5,000, and having a single depreciation pool
for other assets will cut red tape.
The Government is also interested in ways to make
tax time simpler for individual taxpayers, and will
have more to say on this in the coming months.

• Promoting growth across the economy, through company tax cuts and small business
tax cuts and simplification.
• Supporting the resource sector, through infrastructure funding, and better support to
smaller resource and exploration companies.
• Boosting national savings through a 12 per cent superannuation guarantee and more
generous catch-up contribution caps.

Fairer

• Australia keeps a fair share of our resource wealth, to promote growth across our
entire economy. Benefits are targeted at the particular needs of resource states.
• New super concessions for 3.5 million lower income Australian workers.

Simpler

• Helping small business with instant write-off and simplified depreciation.
• Further announcements on making tax time simpler for working families.
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Growing the economy by cutting
company tax
By reducing the company tax rate we will encourage new industries and
businesses to set up and new jobs to be created, growing the entire
economy right around Australia.
Over time, this will lead to an increase in
investment, particularly from overseas. Increased
investment means a larger capital stock, higher
productivity and higher wages.

The success of our resources industry can make
it harder for other industries to attract workers
and investment. A strong Australian dollar can
make it harder for other export industries to
compete overseas.

More investment will also mean more innovation
and entrepreneurial activity.

The Government will ensure the benefits of
the mining boom are spread more fairly across
industries and regions.

By making sure our corporate sector continues
to be productive and competitive, we can remain
at the forefront of technological change and
knowledge generation.

This is why we will reduce the company tax rate
to 29 per cent for the 2013-14 income year and
to 28 per cent from the 2014-15 income year, in
conjunction with the introduction of the new
Resource Super Profits Tax. This will have a number
of benefits.

The combination of the new RSPT and reduced
company tax rate will make Australia a more
attractive place to invest across all sectors.

It will improve the international competitiveness of
Australia’s company tax rate, moving Australia from
22nd to 17th amongst similar sized OECD countries.
Currently, Australia’s company tax rate is high
relative to other similar sized OECD countries.
By reducing it we can reinforce that Australia is a
good place to invest.
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The reduction in the company tax rate is expected
to increase GDP by 0.4 per cent in the long run.
Together with the resource tax reforms, this will
lead to a long run increase in GDP of around
0.7 per cent. Independent modelling indicates these
changes are expected to increase average real after
tax wages by 1.1 per cent (equivalent to an extra
$450 per year in the pocket of a full-time worker on
around average weekly earnings).

30%

Ire
la
Ice nd
Slo
lan
d
P
v
Cz ak R olan
ec ep d
h R ub
ep lic
Hu ublic
ng
a
Sw Tur ry
itz key
erl
an
Ko d
Au rea
De stria
nm
a
Ne Gre rk
the ece
rla
n
Fin ds
l
a
Sw nd
e
Po den
rtu
Au ga
str l
a
Me lia
xic
Lu Nor o
x
w
Ne emb ay
o
w
Ze urg
ala
n
Sp d
Au ain
str
Ca alia
n
Be ada
lgi
um
Un
ite
d K Ita
ing ly
Ge dom
rm
Un Fr any
ite an
d S ce
tat
e
Ja s
pa
n

28%

Per cent 45
40
Average
35
30
25
20
15
10
5
0

Source: OECD Tax Database

4

Small to Medium OECD Countries

Stronger•Fairer•Simpler

Large OECD Countries

Tax relief and less red tape for
small business
Reducing complexity, cutting red tape and providing tax relief will help
small businesses grow and expand — benefitting all Australians.

The Government will introduce instant write-off
for small business assets worth up to $5,000. This
means many small business investments will be able
to be written off in the year of purchase.

The vast majority of businesses operating in
Australia are small businesses, representing the
backbone of the Australian economy.
While all businesses face compliance costs in
meeting their tax obligations, complexity has a
proportionately greater impact on Australia’s
estimated 2.4 million small businesses.
Smaller businesses may also experience greater cash
flow difficulties than their larger counterparts. In
some cases, these can be an impediment to growth
and expansion.
Our small business package addresses these issues
and provides a practical benefit to a large number
of small businesses.
Small businesses currently have to keep a range
of records and classify the assets they buy into a
number of depreciation ‘pools’. Small items worth
less than $1,000 can be immediately written off and
others allocated to one of two depreciation ‘pools’
which are depreciated at either a 30 or 5 per cent
rate depending on the life of the asset (half these
rates in the year of purchase).

Small businesses will also be able to depreciate all
other assets (other than buildings) in a single pool,
at a rate of 30 per cent. This means small businesses
won’t need to do complex tax classification of
different asset types. These changes will let small
businesses write off many assets more quickly,
increasing their cash flows at the time when they
are investing to grow.
Small businesses will be able to spend less time with
their accounts, and more time with their customers
and their families.
Small business companies will also benefit from
a head start in the cut to the company tax rate.
They will move straight to the new 28 per cent rate
from the 2012-13 income year. This will provide
a direct financial benefit (and, as a result, a cash
flow benefit) and will act as an incentive for small
business companies to retain profits to grow
the company.

Example of how the instant write-off works
Small business café purchases a
display fridge for $4,000

Existing small business
depreciation rules

Proposed small business
depreciation rules
$4,000 deduction in first year

$600 deduction in first year

=
Tax deduction increase to small
business of $3,400 in first year
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Investing in infrastructure
For the first time ever, the Australian Government will make
infrastructure spending a permanent structural feature of State and
Commonwealth budgets.
Nation building infrastructure
World class infrastructure is essential to ensure
Australia continues to be an attractive place to
set up a business, creating new jobs for now and
the future.
Unless we have the right infrastructure to support
the resource industry, bottlenecks will prevent us
taking full advantage during times when demand
for our resources is high.
Investing in major infrastructure will also help
improve our potential to grow the economy beyond
the resources industry into the future.
The Government is already making a substantial
investment in the nation’s infrastructure, including
the $22 billion Nation Building for the Future
package announced in the 2009-10 Budget.

This fund will recognise that resource rich States
also face large associated infrastructure demands.
It will be used to invest in infrastructure, including
to develop Australia’s natural resource wealth.
The fund will deliver resources to the States when
they are needed — as projects are built. The States
will not have to wait until projects are complete
and production comes on line for infrastructure
resourcing to flow.
The details of the fund will be settled through
negotiations with the States.
By reinvesting some of our resource profits into
capacity building infrastructure, we will help
workers to make the best use of their skills, and
businesses to make the best use of their capital,
building sustainable growth well into the future.

The Government will build on this commitment by
establishing a new ongoing infrastructure fund, and
make annual contributions starting at $700 million
from 2012-13.

Australian Government infrastructure funding (estimated), 2012-13
Health and
hospitals
$0.6 billion

Roads, rail and ports
$2.4 billion

Education
$0.4 billion
Clean energy
$0.3 billion
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State Infrastructure Fund
$0.7 billion

Attracting new resource
development
Better support to resource exploration companies will help our resource
sector continue to grow and develop.

Resource Exploration Rebate
The Government wants to grow investment and
jobs in our vital resources sector. This is why we
will invest $1.1 billion in the two years commencing
2012‑13 in a new Resource Exploration Rebate to
provide better support to resource exploration
companies.
The Resource Exploration Rebate will provide a
refundable tax offset at the company tax rate for
eligible exploration expenses from 1 July 2011. This
will be available to all companies.
The Resource Exploration Rebate will be simpler
than a flow-through shares scheme and will make
exploration in Australia more attractive to investors.

Supporting small exploration companies
Small exploration companies currently do not get
a tax benefit from their deductible exploration
expenses until they become profitable. For many
companies this means waiting for many years to
receive a benefit – years in which a project may stall
and jobs can be lost.

This disadvantages small companies compared
to larger companies who can deduct exploration
expenses immediately against other profits.
The Resource Exploration Rebate will mean that
no exploration company will have to wait to use
its deductions.
For a company in a tax loss position that spends
$1 million on exploration, the Resource Exploration
Rebate will provide a cash benefit of $300,000.

Encouraging exploration for geothermal
energy
The Government will also expand the definition
of exploration expenditure to include expenditure
incurred in exploring for geothermal energy. This
will put geothermal energy on an equal footing to
exploration for minerals and petroleum, and reflects
geothermal energy’s emergence as an important
new energy source.

Company in tax loss spends $1 million on exploration*
$1 million x 30 per cent* = $300,000

Current Deduction

Resource Exploration Rebate

$300,000 included in company
tax loss
No Immediate Cash Benefit

$300,000 refunded to the company
Immediate Cash Benefit

* Applies to eligible expenditure incurred after 1 July 2011. The company tax rate will be reduced from 1 July 2013.
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Banking the benefits of the boom
Banking some of the benefits of the boom in the superannuation
accounts of individual Australians will boost national savings and help
invest in the country’s future.
An important part of managing commodity boom
mark II is ensuring that when it ends we have
something real to show for it.
Our natural resources are finite, so we need to make
sure that we save some of the proceeds.

A 12 per cent superannuation guarantee
Having sufficient retirement savings is a key concern
for many Australians. The Government is taking
action to increase retirement savings by raising the
superannuation guarantee to 12 per cent.
The Government recognises that this affects wage
negotiations between employers and employees
and is providing a three year lead time before any
changes start.
When changes do start, there will be two smaller
steps of 0.25 per cent, in 2013-14 and 2014-15.
These will be followed by steps of 0.5 per cent
in every year until the superannuation guarantee
reaches 12 per cent in 2019-20.

The Government will also extend the
superannuation guarantee to workers who are aged
between 70 and 75, to ensure they are remunerated
on an equal footing with their younger co-workers.

Better retirements
The Government’s changes will help Australians to
enjoy a better lifestyle in retirement.
This means an extra $108,000 in the retirement
superannuation balance of an average worker
aged 30 now.
These changes will also assist those Australians
whose superannuation balance is affected by
significant periods outside the paid workforce.
A female aged 30 now on average weekly earnings
with a broken work pattern will have an extra
$78,000 upon retirement.

The changes will mean better retirement incomes
120
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… with fairer concessions for super
Fairer super concessions will help lower income earners save and older
workers catch up on their retirement savings.

Fairer super concessions
Around 3.5 million Australians currently get
next to no concession on their superannuation
guarantee contributions or, worse still, have
these contributions taxed more heavily than
their normal income, due to the superannuation
contributions tax.
From 1 July 2012 the Government will provide
a contribution of up to $500 for workers with
incomes up to $37,000. This ensures that no tax will
be paid on superannuation guarantee contributions
for those with incomes up to that amount in
2012‑13.
This will provide a real reward for saving to many
low income workers.

Helping older workers make catch-up
contributions
The Government recognises that many workers
want to make larger catch-up superannuation
contributions as they approach retirement. The
Government will facilitate this through concessions
for workers with a superannuation balance under a
certain threshold.

From 1 July 2012, the Government will allow
workers aged 50 and over with balances below
$500,000 to make up to $50,000 in concessional
superannuation contributions. This doubles the cap
of $25,000 which is scheduled to apply to these
workers from 1 July 2012.

Super asset impacts
The Government’s changes will increase Australia’s
pool of superannuation savings by $85 billion over
10 years.
A proportion of this savings pool will be channelled
back into the Australian economy to fund jobs,
infrastructure and growth. It is estimated that
$284 billion of assets of superannuation funds and
life offices was invested in Australian equities alone
as at 30 June 2009.
Further, superannuation has a key role in financing
Australia’s infrastructure projects. Additional
superannuation savings will provide an important
private contribution towards the nation’s
infrastructure needs.

… and a greater national pool of superannuation savings
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A fair share from our natural
resources…
These important reforms will be funded through the introduction of a
new Resource Super Profits Tax.

Australia has abundant non-renewable resources,
which are expected to continue to command high
prices driven by increased demand, particularly from
China and India.
The community, through the Australian and State
governments, owns the rights to these resources.
This plan seeks to convert the proceeds of the next
mineral boom into a stronger and broader economy
for all those Australians who work hard and
contribute to our economic success. Our resources
are among our most important assets — but we
can design better ways to tax them.
State governments currently tax resource projects
through state royalties. These are generally based
on a fixed amount per tonne of production or on a
fixed percentage of the value of production.
The amount of tax collected does not recognise that
some projects required a lot of investment to get
underway, while other projects required relatively
little. The tax does not vary with profits made.
100

During the mining boom this has meant that as
profits from our nation’s resources have increased,
the community’s share of those earnings has
decreased. And about half of the profits have
gone overseas.
If our share of the profits had remained at the
average of the first half of the decade, we would
have collected around $35 billion in additional
revenue between 1999-00 and 2008-09 to invest in
vital social and economic infrastructure.
The RSPT will yield a return to the community as a
share of resource profits that is more comparable to
the early 2000s, before the last mining boom.
Our natural resources belong to all Australians.
We will now tax mining profits in a way that
supports the growth of the industry and the
economy, and ensures that we get a fair return.

Taxes have fallen as a share of profits
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Note: Estimates of resource taxes and royalties excluding income tax.
Source: Treasury estimates
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…from a better system of tax
With the right policies, all Australians will benefit from the global
demand for our natural resources.

The Australian Government will introduce a
resource super profits tax (RSPT) on 1 July 2012. It
will replace crude oil excise in parallel with State
royalties. Taxpayers currently subject to Petroleum
Resource Rent Tax will have the option of electing
into the RSPT.
The RSPT will ensure the Australian community gets
an appropriate return from our resources.

profitable mining ventures, boosting investment
and jobs in the sector.
So the RSPT will help mining both during set up and
during economic downturns.
When resource prices are high, the community will
receive a fairer share of the profits.

Crediting royalties

It will also provide a more consistent tax treatment
of resource projects, promoting better outcomes for
the industry.

The States will be able to keep their existing
royalties, but current State royalty payments will be
refunded to companies.

Overall operation

Refunding State royalties under the RSPT will
remove their economic effect.

The RSPT will apply a 40 per cent tax to profits from
resource projects after allowing for extraction costs
and recouping capital investment.
Companies will not pay RSPT until after they provide
shareholders with a normal return on capital
investments.
The generous tax treatment of capital investment
under the RSPT, compared with the royalty regimes,
will improve the viability of many less immediately

Introducing the RSPT, along with refunding State
royalties and removing Australian Government
resource charges and taxes, is expected to increase
GDP in the order of 0.3 per cent in the long run.
Further detail on the operation of RSPT is available
in The RSPT: a fair return to the nation —available at
futuretax.gov.au.

The resource super profits tax will tax resource firms on their profits,
not on their production
Royalties are
charged on
production,
regardless of
profit

Revenue
sale of non-renewable
resources

Expenses
capital investment;
operating costs; losses;
interest allowance

Resource super
profits tax taxes
profits, taking
account of
expenses and
revenue
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A smooth transition to the
Resource Super Profits Tax
The Government will recognise past investments and provide a
generous five year transition period during which existing projects will
benefit from reduced liabilities.
Recognition of past investments
The Government has listened to the concerns of
resource companies about existing investments.
Projects subject to the Petroleum Resource Rent Tax
will have the option of electing into the RSPT.
Other projects will be brought into the RSPT to
ensure that the expansion of existing projects will
be treated in the same way as the development of
new projects.

Projects will receive full recognition for the book
value of existing project assets at the time of
announcement, in the form of a starting base to
offset against their profits under the RSPT.
Full recognition will also be provided for
investment undertaken during the transition period
between the announcement of the RSPT and its
commencement on 1 July 2012.

A five year phase in

However, the Government recognises that existing
projects represent large past investments. This is
why the Government will provide full recognition
of the accumulated investments of existing projects
under the new RSPT.

The Government will also provide a five year
phase‑in period, starting from the commencement
of the RSPT on 1 July 2012. Existing projects will
have access to accelerated depreciation of their
starting base, which will reduce RSPT liabilities by
an estimated $16 billion over the first five years of
RSPT operation. This will reduce the impact of the
RSPT on after tax cash flows and provide a smooth
increase in RSPT revenues during the transition.

Transitional Arrangements to Recognise Existing Investment
Recognition of existing
investment
The RSPT starting base provides
a tax credit to recognise
the full book value of existing
investment

12
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Reduced RSPT liabilities for
the first five years
plus

Accelerated depreciation of the
RSPT starting base reduces tax
liability of existing projects in
the first 5 years of the regime

Ambitious first steps in a long term
reform agenda
These are the first steps in a long process of tax reform, to lift growth,
wages and living standards right across the nation and make the tax
system stronger, fairer and simpler.
Acting now to maximise our opportunities

Tax reform is a long term process

We are taking these steps now in order to make the
most of the opportunities being presented to our
nation by commodity boom mark II.

Delivering a stronger, fairer, simpler tax system will
be a long process.

This plan will deliver the structural reforms we need
to promote a stronger economy in the years ahead.
Independent modelling of the plan indicates it
should have a reform dividend of a 0.7 per cent
increase in long run GDP.
A stronger economy means more job opportunities
and higher wages. Independent modelling indicates
the changes are expected to increase average real
after-tax wages by 1.1 per cent in the long-run. In
current terms, this reform dividend is equivalent to
having around an extra $450 per year in the pocket
of a full-time worker on average weekly earnings.

The Government’s plan is a significant first step in
that process, and represents a full reform agenda
for several years. Progress on the initial elements
will depend on securing the revenue from the
implementation of the RSPT.
More reforms will be needed in the coming decade.
The Government will continue to develop its tax
reform agenda over the coming years, consistent
with our strict fiscal strategy.
One of the issues that the Government will
consider will be how we can make the personal tax
system simpler and more transparent for everyday
Australians to make tax time easier and deliver real
reward for hard work and saving.

Acting on these first steps now will deliver a stronger economy with higher real wages

Real GDP
+0.7%

Real wages
+1.1%

Source: KPMG Econtech model
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Fiscally responsible tax reform

Budgetary impacts of the Government’s tax reform agenda ($ million)(a)
Company tax cut
Small business instant write-oﬀ and simpliﬁed depreciation
Head start on a lower company tax rate for small business
State Infrastructure Fund
Superannuation - Increasing the superannuation guarantee rate to 12 per cent
Superannuation - Raising the superannuation guarantee age limit From 70 to 75
Superannuation - Low income earners government contribution
Superannuation - Concessional contributions caps
Resource Exploration Rebate
Resource Super Proﬁts Tax
Total

2010-11
-

2011-12
-50
-50

(a)	Australian Taxation Office administration costs will be reported in the 2010-11 Budget.
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2012-13
-300
-300
-700
-545
-520
3,000
635

2013-14
-2,000
-1,030
-200
-735
-240
15
-830
-785
-600
9,000
2,595

Overview

15

Overview

Stronger Fairer Simpler
A tax plan for our future

