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ANZ Australian Industry
Update: Henry Tax Review

Key points

e The Review of Australia’s Future Tax System commenced in May 2008
and will complete its final report by the end of December 2009.

e The Review Panel was commissioned by the Treasurer and is chaired
by Dr Ken Henry, Secretary to the Treasury.

e The Review is required to consider all forms of taxation, excise, duties
and transfer payments, at federal and state level, and to recommend
ways to improve the efficiency, productivity, cost effectiveness and
equity of the tax and transfer system as a whole.

e The Review has been characterised repeatedly as a long-term ‘root and
branch’ assessment of Australia’s tax and transfer system, and not just
a fine tuning of current arrangements.

e The terms of reference do not specify a date by which the government
will release and respond to the Review’s recommendations. Instead,
the Government has undertaken to “respond in a timely way to the tax
review's recommendations as they are released.”

e Given the wide-ranging, long-term nature of the changes that this
review will likely recommend, the multiple levels of Government that
are involved (federal and state), and the fact that 2010 is likely to be a
federal election year, the Government’s responses to this Review’s
recommendations are likely to take some time to come through.
Legislated action as a result of this Review will take even longer —
probably several years or more.

Key dates
13 May 2008 Australia’s Future Tax System Review commenced
12 May 2009 “Report on the Retirement Income System” released

End Dec 2009 Review’s final report delivered to the Treasurer

2010 Government to release and respond to the Review’s
recommendations “in a timely way”.

Key quotes

“Tax reform [is not] the equivalent of a short sharp jab. ... The tax system
should evolve and its evolution should be coherent.”

“We mustn’t forget the importance of simplifying the tax system”.

“Some of those tax reform options that might otherwise have been
delivered quite quickly perhaps will not be capable of being delivered for
quite some time so that's one very real way in which the global financial
crisis and its aftermath has impacted on the Review Board's thinking.
[But] as far as the basic architecture of our tax reform exercise is
concerned, and of the recommendations that we will make, there has not
been a large impact.”

Dr Ken Henry, Speech and Q&A to CEDA, 15 Oct 2009.
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The Henry tax review began
in May 2008 and will be
completed in Dec 2009.

The Review will examine the
tax and transfer system as a
whole, including all federal
and state government taxes,
excises, duties, transfers
(welfare payments) and even
the Government’s proposed
emissions trading scheme.

The Review must not increase
the rate or scope of the GST.

The Review must not change
the Government’s personal
income tax goals.

The Review appears to be
leaning toward reducing our
reliance on income taxes and
increasing our reliance on
consumption taxes.

User-pays tax or charging
systems are likely to be part
of the recommended mix.

State government duties on

insurance policies, cars and

property transfers are in the
firing line.
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Who? What? When? Why?

In May 2008 Treasurer Swan announced the commencement of the Henry Tax
review. It was one of the more significant of a large number of policy reviews
that were commissioned in 2008 by a still relatively new federal government.

The impetus for the Review came partly from pre-election commitments and
partly from the Government’s 2020 Summit, held in 2007, which recommended
just such a review. The Government says this is the first comprehensive review
of all federal AND STATE taxes in over 50 years, with most previous reviews
(such as the Asprey Review of 1975) focussing on one level of taxation only.

The scope of this Review is unusually broad. It includes all aspects of the tax
and transfer (welfare payments) system, operated by all levels of government,
as well as the ‘inter-relationships between these systems’ and, just to round out
the picture, interrelationships with the ‘proposed emissions trading system’.

This review is a long one, at over 18 months. To date, over 1,000 submissions
have been received, and extensive consultations have been undertaken. The
review Panel also hosted a 2-day conference to gather academic input. A
complementary review of Australia’s pension system has also been undertaken.
All of these documents are available for public viewing on the Review’s website.
Dr Henry recently noted that all of the consultations to date are supportive of
changing the tax system (albeit in many and varied ways), with “none of the
[1,000 submissions] suggesting leaving the tax system unchanged”.

Scarce few early hints

The only limits placed on the Review’s recommendations by its terms of
reference are that it must:

e not increase the rate or broaden the base of the GST
e preserve tax-free superannuation payments for over-60 year olds and
e respect the government’s “aspirational personal income tax goals”.

Outside these three points, the Review is asked to recommend tax reform that
will encourage employment, skill formation, saving, investment, efficient
resource allocation, international competitiveness, simplicity and social equity,
as well as reducing compliance and administrative costs.

While no draft recommendations have yet been released, speeches and papers
by Dr Henry and the Review Panel indicate that a very long-term, wide-ranging
approach is being taken. In his latest speech to CEDA, Dr Henry emphasised
that tax reform should be (1) compelling, (2) evolutionary and coherent, (3)
simple, (4) equitable and (5) able to cope with future change, such as
population ageing, environmental degradation, globalisation in capital markets,
technology change and affordable housing. A very wide-ranging brief indeed.

In terms of the general direction of the review, it appears that the Review Panel
may look to recommend moving further away from our current reliance on
income taxes (from both individuals and businesses) and more toward
consumption taxes, as a way of encouraging work, investment and savings (all
objectives listed in the Review's terms of reference). However, the
Government’s mandate that the Review must not increase the rate or scope of
the GST (our primary consumption tax) will make this a tricky balancing act.

Among individual taxes and charges, Dr Henry has so far knocked out the idea
of ‘taxing the family home’ in any way, but he has raised the concept of user-
based pricing reform in road transport, pollution and related areas — a common
policy internationally but still unpopular here in Australia. If the balance of out
tax system is to shift more toward consumption taxes however, such user-pays
measures may need to be considered.

Several state-based taxes also appear to have been singled out for the axe
already, subject to suitable revenue streams being implemented to replace
them. State taxes “such as those on insurance policies and the transfer of
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Transition measures and
compensation may be
required in the short-term for
individuals and businesses
that are disadvantaged by tax
changes.

The Review’s
recommendations will be
wide-ranging and long-term.

The Review’s
recommendations will require
negotiation and agreement
between federal and state
governments in order to be
implemented.

Once the direction and detail
of tax reform is agreed by all
levels of Government,
implementation will be a
long-term process, spread
over several years or more.
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property and motor vehicles are generally recognised as being highly inefficient,
sometimes even by the States themselves. ... Taxes levied on broader bases
would be more efficient policy tools, probably more equitable and certainly more
transparent ways of raising revenue. Without such tools, governments will
continue to rely on bad taxes to achieve their spending objectives.”

Speculation is rife on the fate of many other individual taxes and charges for
businesses and individuals. But until the Review’s recommendations are released
by the Government, it will not be possible to state decisively what the possible
effects will be for particular industries or communities. It is clear however, that
the Review is considering the issue of transition measures and compensation, if
and where it may be required. Dr Henry has on several occasions publicly
discussed the “political problem” of compensation for individuals who might be
disadvantaged in the short-term by large-scale taxation changes. He noted that
in some cases, the compensation required or expected could rule out an
otherwise desirable tax reform, at least in the short-term. Other implementation
costs (such as temporarily higher administration or compliance costs) will be
more acceptable if they can be offset by longer-term savings.

Likely outcomes and timing

The terms of reference do not specify a date by which the government will
release and respond to the Review's recommendations. Instead, the
Government has undertaken to “respond in a timely way to the tax review's
recommendations as they are released.”

Many of the recommendations are however, likely to require further government
consultation. And recommendations that affect state government measures or
powers will require negotiation, as well as consultation, with all state and
territory governments through the COAG forum. Some might even require the
states to refer powers to the federal government and/or constitutional change.

Given the wide-ranging, long-term nature of the changes that this review will
likely recommend, the multiple levels of Government that are involved (federal
and state), and the fact that 2010 is likely to be a federal election year, the
Government’s responses to this Review’s recommendations are likely to take
some time to come through. Legislated action as a result of this Review will take
even longer — probably several years or more.

This tax review is intended to be part of a long-term planning exercise, so a
drawn-out implementation timetable is not necessarily a problem. Indeed, Dr
Henry cites the 1975 Asprey tax review and its successful influence on tax policy
for the following two decades as his model. But it does underline the ongoing,
rather than one-off nature of the tax reforms that are likely to come our way.
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Henry tax review - timetable

Date

Source: www.taxreview.treasury.gov.au

Henry tax review - documents released to date*

Date

* All papers, speeches and fact sheets available from www.taxreview.tresury.gov.au
Source: www.taxreview.treasury.gov.au
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Important Notice

Australia and New Zealand Banking Group Limited is represented in:
AUSTRALIA by:

Australia and New Zealand Banking Group Limited ABN 11 005 357 522
100 Queen Street, Melbourne, Victoria, 3000, Australia

Telephone +61 2 9226 4647 Fax +61 3 9273 5711

UNITED KINGDOM by:

Australia and New Zealand Banking Group Limited

ABN 11 005 357 522

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
Telephone +44 20 3229 2121 Fax +44 20 7378 2378

UNITED STATES OF AMERICA by:

ANZ Securities, Inc. (Member of FINRA [www.finra.org] and SEC)
6th Floor 1177 Avenue of the Americas

New York, NY 10036, United States of America

Tel: +1 212 801 9160 Fax: +1 212 801 9163

NEW ZEALAND by:

ANZ National Bank Limited

Level 7, 1-9 Victoria Street, Wellington, New Zealand

Telephone +64 4 802 2000

This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”).
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK and regulated by the
Financial Services Authority (“FSA”).

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of
ANZ), which accepts responsibility for its content. Further information on any securities referred to herein may be
obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any
securities referred to herein should contact ANZ S, not its affiliates.

This document is being distributed in the United Kingdom by ANZ solely for the information of its eligible counterparties
and professional clients (as defined by the FSA). It is not intended for and must not be distributed to any person who
would come within the FSA definition of “retail clients”. Nothing here excludes or restricts any duty or liability to a
customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system
as defined in the Rules of the FSA.

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.
This document may not be reproduced, distributed or published by any recipient for any purpose. This document does
not take into account your personal needs and financial circumstances. Under no circumstances is this document to be
used or considered as an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001),
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform
services for, or solicit business from, any company the subject of this document. If you have been referred to ANZ,
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.
The views expressed in this document accurately reflect the author’s personal views, including those about any and all
of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or
completeness and the information should not be relied upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this document and are subject to change without notice. No part of the author's
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any
securities or issuers in this document. ANZ, ANZ NZ, ANZ S, their affiliated companies, their respective directors,
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence),
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (N2Z)
shall not apply.

Page 5



	Key points
	Key dates
	Key quotes
	Who? What? When? Why?
	Scarce few early hints
	Likely outcomes and timing

