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1
Chapter 1
Terms of Reference
and Recommendations
Background to the Committee
On 13 August 1998 the Prime Minister announced a wide ranging reform to Australia’s taxation system.  The reforms were documented in the publication Tax Reform: not a new tax, a new tax system.  The Government’s goals were as follows:
¨	significant reductions in personal income tax through an increase in the tax free threshold and decreases in all marginal tax rates except the top rate.  This measure is estimated to be worth around $13 billion a year and means 80 per cent of taxpayers will have a top marginal tax rate of 30 per cent or less;
¨	a better interaction between the tax and social security systems so that there are increased work incentives.  This is to be achieved through a combination of reduced personal income tax rates on additional private income and a substantial easing in the income test for family payments as private income is increased;
¨	increases in family assistance combined with a simpler structure and delivery of family assistance; and
¨	replacing wholesale sales tax and nine State and Territory Government taxes with a GST which will be locked in at a rate of 10 per cent.
The package foreshadowed a targeted consultation process, to be undertaken by a Tax Consultative Committee, to assist in determining the final design of five key matters in the GST.
Terms of reference
The Tax Consultative Committee was appointed by the Treasurer, the Hon Peter Costello MP, on 26 October 1998.   The Treasurer announced the Committee’s terms of reference on 27 October 1998 as follows:
1.	The Government announced, in Tax Reform: not a new tax, a new tax system, that a distinguished Australian would be appointed to chair a Tax Consultative Committee to assist the Government in targeted consultation on outstanding GST design issues.
2.	The design issues the Government requires assistance with are determining the scope of four of the GST‑free areas as follows: 
¨	health;
¨	education;
¨	religious services; and
¨	non‑commercial activities of charities.
3.	The Committee will also consult on specified transitional arrangements relating to motor vehicles.
4.	In framing its recommendations to the Government, the Tax Consultative Committee will need to:
¨	take into account the policies laid down in Tax Reform: not a new tax, a new tax system and other Government announcements in these areas; 
¨	ensure the tax system minimises any discrimination between private and public provision of goods and services in the GST‑free areas;
¨	ensure business and charitable organisations are treated on an equivalent basis where they provide similar goods and services on a commercial basis to consumers;
¨	ensure the recommended scope of the GST‑free areas are as simple and clear as possible;
¨	ensure the resulting compliance and administrative costs of its recommendations are kept to a minimum; and
¨	ensure its recommendations do not have significant adverse revenue impacts.
5.	Given the Government’s proposed implementation timetable for tax reform, the Tax Consultative Committee will report its recommendations to the Government by 13 November 1998 in a form readily transferable into legislation.
6.	The Committee may invite submissions and seek information from any persons or bodies to assist in reporting to the Government.   Policy and implementation issues raised with the Committee that fall outside the scope of this consultation process will be immediately referred to the Government’s Taxation Reform Task Force.
Summary of recommendations
The Committee’s recommendations are as follows:
Health
Medical (health) services
Recommendation 1
GST‑free treatment should apply to:
¨	Clinically relevant health services provided by a registered medical practitioner (as defined in section 3 of the Health Insurance Act 1973).
¾	Including those services provided on behalf of a medical practitioner such as nurses, audiologists, radiographers  as outlined in paragraph 12.2 of the Medicare Benefits Schedule and section 3AA of the Health Insurance Act 1973).
¾	Excluding certain medical procedures (primarily cosmetic surgery such as tattoo removal) specified in paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule.
¨	Commonly used health services as listed in ‘Tax Reform: not a new tax, a new tax system’ together with the additional services below:
¾	osteopathy;
¾	chiropody;
¾	speech pathology;
¾	audiology, audiometry;
¾	ambulance;
¾	paramedical;
¾	nursing;
¾	aboriginal health services;
¾	social work services;
¾	pharmacy; and
¾	psychology.
¨	Listed services must be clinically relevant and be of the type normally supplied in that profession.  The practitioner must also be a member of a relevant professional body subject to State government professional registration or uniform national professional self‑regulation.
¨	Services, such as coordination services, funded through Commonwealth and State Government programs that are integral to the delivery of qualifying health services for patients.
¾	Such services should be GST‑free where they are approved by the Minister for Health and Aged Care as essential for patient welfare.
¨	Ambulance subscription fees should also be GST‑free.
¨	GST‑free treatment should also extend to goods provided as part of the service and administered on the premises where the service is performed.
Hospital services
Recommendation 2
GST‑free treatment should apply to:
¨	Public hospital services as defined in the Australian Health Care Agreements 1998‑2003 (and subsequent agreements) between the Commonwealth and States; or replacement agreements, except for those services defined under paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule; and
¨	Hospital treatment as defined in section 67 of the National Health Act 1953 delivered to private patients (whether covered by private health insurance or self‑insured) by a private hospital (as defined in subsection 3(1) of the Health Insurance Act 1973) or by day hospital facility (as defined in subsection 4(1) of the National Health Act 1953) except for those services defined under paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule.
¨	GST‑free treatment should also extend to goods provided as part of the service and administered on the premises where the service is performed.
Residential care
Recommendation 3
¨	The supply of goods and services listed in the Quality of Care Principles (subordinate legislation to the Aged Care Act 1997) and provided by ‘qualifying institutions and projects’ should be GST‑free.
¾	Goods and services listed under the Quality of Care Principles are broad ranging and include accommodation and maintenance of buildings and grounds, personal care services, treatments and procedures, recreational therapy, a limited range of furnishings, and bedding.   These services do not include additional items such as television hire and hair dressing.
Qualifying institutions and projects are those:
¨	Funded under the Aged Care Act 1997.
¨	Funded under the Disabilities Services Act 1986 or complementary State or Territory legislation.
¨	Funded privately, but assessed by the Commonwealth as providing services similar in nature and objective to Aged Care Act 1997.
¾	Decisions on assessment arrangements, and whether cost recovery should be part of any Commonwealth assessment, to be decided by the Minister for Health and Aged Care.
¨	Funded under annual appropriations through the Health and Aged Care and Family and Community Services portfolios or equivalents in the States and Territories, and approved by the Minister for Health and Aged Care, as providing services similar in nature and objectives to facilities funded under the Aged Care Act 1997.
Community care
Recommendation 4
GST‑free treatment should apply to:
¨	services funded under the Home and Community Care (HACC) program;
¨	services provided to a person residing at home under the Aged Care Act 1997;
¨	services provided to a person residing at home and funded under the Health and Aged Care or Family and Community Services portfolio and approved by the Minister for Health and Aged Care as being similar in nature and objectives to HACC services;
¨	services provided to a person residing at home and funded through State and Territory budgets and approved by the Minister for Health and Aged Care as being similar in nature and objectives to HACC services; and
¨	daily living activities assistance services purchased from the private market, as set out at item 2.1 of Schedule 1 of the Quality of Care Principles and provided in the person’s own accommodation.
Disability services
Recommendation 5
¨	The Government should not extend GST‑free treatment for disabled services beyond its recommendations regarding residential care and community care.
Medical appliances and aids
Recommendation 6
¨	The committee recommends that the list of appliances and aids (as set out on pages 41  45) should be given GST‑free treatment where they are specifically designed for people with an illness or disability and are not of a kind ordinarily used in the wider community.
Drugs and medicines
Recommendation 7
GST‑free treatment should apply to:
¨	drugs and medicines that can only be provided on prescription (S4 and S8 items on the Standard for the uniform scheduling of drugs and poisons);
¨	drugs and medicines that can only be sold within a pharmacy under the advice of a pharmacist (S3 on the Standard for the uniform scheduling of drugs and poisons); and
¨	Schedule of Pharmaceutical Benefits (PBS) and Repatriation Schedule of Pharmaceutical Benefits (RPBS) products provided on prescription.
Education
Recommendation 8
¨	That courses and institutions qualifying for GST‑free treatment be determined by reference to, but not limited to, the Education Minister’s Determination of Education Institutions and Courses under Subsections 3(1) and 5(D) of the Student Assistance Act 1973.
¨	In accordance with the Determination, GST‑free treatment to apply to:
¾	recognised secondary schools;
¾	recognised special schools;
¾	recognised Technical and Further Education institutions;
¾	recognised Higher Education institutions;
¾	recognised Non‑government Higher Education institutions;
¾	recognised Non‑government Registered Training Organisations;
¾	approved Secondary or Tertiary courses conducted in approved educational institutions.  In general, the approved courses rely on accreditation by the relevant State or Territory registration authority;
¾	accredited vocational educational and training courses excluding recreation leisure and personal enrichment courses activities, or ‘hobby’ courses;
¾	English as a Second Language, Adult and Community Education, bridging, preparatory and remedial literacy and numeracy courses provided they are accredited with the relevant State or Territory accreditation authority and are not classified as ‘hobby’ courses.
Recommendation 9
¨	In addition to those institutions and courses identified by the Determination, additional legislative provisions should be made so that GST‑free treatment apply to:
¾	recognised kindergartens, pre‑schools and primary schools;
¾	private‑for‑profit schools delivering curriculums recognised by the relevant State/Territory Education Department;
¾	recognised special education centres;
¾	recognised Masters and Doctoral level courses; and
¾	English language courses for overseas students, or combination English language and other courses for overseas students provided by an approved provider accredited to provide English language courses to overseas students by the designated State or Territory authority.
Recommendation 10
¨	The GST legislation needs to reflect the notion that ‘tuition’ provided by an educational institution extend to include any activity undertaken by the educational institution which occurs during the delivery of the course and is directly related to the curriculum.   This would include:
¾	teaching the course;
¾	activities associated with the course, such as library and computer access;
¾	course materials such as photocopied educational materials, taped lectures, lecture notes;
¾	the supply by the institution of goods that are necessarily consumed or transformed as part of the course;
¾	the assessment and issuing of qualifications relating to the course;
¾	curriculum related field trips and excursions;
:	This would apply to payments for primary and secondary school excursions (including travel but excluding the food component) and to tertiary excursions (excluding the food and short‑term accommodation components).  Both must directly relate to the curriculum being undertaken.
¾	compulsory administrative charges, including general service fees (other than fees for membership to an association); and
¾	the assessment and issuing of qualifications by an organisation or education institution that is registered by the relevant State or Territory training recognition authority in accordance with the Australian Recognition Framework to provide skill recognition (assessment only) services.
Recommendation 11
¨	That private tuition be taxed except where a recognised institution, including a University College, engages private tutors, for example music or sports specialists, to provide tuition on behalf of the institution.  
Recommendation 12
¨	In terms of accommodation:
¾	the supply of accommodation by an educational institution on its premises to students of the institution, provided the institution is a recognised primary or secondary school, be GST‑free; 
¾	accommodation provided by tertiary institutions to students undertaking a tertiary course or a post‑graduate course is to be treated as residential accommodation (that is, input taxed);
:	educational and religious services should remain GST‑free where provided by a University College.
Recommendation 13
¨	If boarding school accommodation or university accommodation is provided to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to ordinary short-term or long-term residential accommodation.
Recommendation 14
¨	The GST‑free status of rural student hostels to be:
¾	as for boarding schools, the boarding school element of boarding costs at an accredited rural student hostel should enjoy GST‑free status in respect of students attending schools primary and secondary schools recognised under the Determination and who reside in the hostel in school term time.
:	A rural student hostel might be defined as a hostel in a State or Territory that is conducted by a government or non‑government body and whose primary purpose is to provide accommodation for students from rural areas who are undertaking an educational course.
:	If the hostel provides accommodation to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to other commercial accommodation.
Recommendation 15
¨	In terms of equitable treatment with the business sector for which the Government has earmarked some $500 million, the Committee recommends that the education sector should share in these funds.
Recommendation 16
¨	In the case of institutions which have a mix of taxable and non-taxable activities, the Government should consider introducing a simple apportionment rule whereby the institution claims credits based on the proportion of its total activities which are not input-taxed.
Recommendation 17
¨	To help minimise the compliance costs of the GST, the Committee recommends that where an organisation has no income tax liability, such organisations be allowed to account for the GST on the same basis as they maintain their accounts.
Recommendation 18
¨	Independent non‑profit research institutes be entitled to the same treatment as universities with regard to their research activities.
Religious services
Recommendation 19
GST‑free treatment should apply to a service provided by a religious institution: 
¨	which is integral to the practice of that religion; and
¨	is not of a kind ordinarily delivered by a non‑religious organisation.
Non‑commercial activities of charities
Recommendation 20
The Government should adopt an approach that defines a ‘non‑commercial’ supply by a tax deductible body as:
¨	a supply of donated second‑hand goods; or
¨	a supply that is for nominal or insubstantial consideration.
‘Nominal or insubstantial consideration’ is a payment of a price that is less than 50 per cent of the normal market value of the supply.
Motor vehicles – transitional arrangements
Recommendation 21
¨	The Committee has considered a range of options to mitigate the transitional effects on the motor vehicle industry.   The Committee believes that any transitional arrangements should be considered in the context of the substantial long term benefits to the motor vehicle industry in Australia.
¨	The Committee acknowledges the claims being made by the industry that there will be significant disruption as a result of the Government’s proposed transitional arrangements.   The Committee does not believe it is in a position to fully assess the precise validity of these claims.  Indeed the Committee believes that the nature of the available data is such that it may be impossible to form definitive conclusions about the precise impact on various sectors of the motor vehicle industry.   The Committee is also aware that industry participants have already begun to plan purchases and generally modify their behaviour in response to the Government’s announced policy.
¨	Against this context, the Committee believes that, on the basis of the information available to it, the Government’s announced policy is not an unreasonable response to the difficult issues faced by the motor vehicle industry in the transition period.   However, the Committee believes that the Government should fully satisfy itself that the sectoral impacts are acceptable.
¨	Finally, the possibility of allowing a deferred input tax credit in respect of purchases of motor vehicles post 1 July 2000 would help to clawback the reduction in business costs effective from that time.  It would also allow businesses the time to adjust to the overall impact of price reductions of motor vehicles on a net/net basis.
Review mechanism
Recommendation 22
¨	The Government should establish a formal and ongoing review Committee whose role it would be to provide periodic advice to the Treasurer in relation to the various issues or anomalies that will inevitably arise; and
¨	that the legislative implementation of its recommendations on GST‑free activities should be flexible enough to accommodate correcting these anomalies at short notice.
Compliance costs
Recommendation 23
¨	The Committee recommends that the Government ensure that entities dealing with largely GST‑free activities be entitled to participate in GST implementation funding.   The Committee believes this would be appropriate given that the extra compliance costs due to the start‑up phase of the GST will apply to all those in the GST system and not just those who will be net remitters of tax.
Report of the Tax Consultative Committee
Chapter 2:  Context 
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Chapter 2
Context
Approach to the task
The Committee’s task was challenging.  It was required to review some complex areas of the design of the GST within a limited timeframe.  The challenging nature of this task was accentuated by a widespread lack of understanding of the detail of the Government’s proposed GST in the context of tax reform, as well as a general lack of public understanding of the Committee’s role.
In view of this, there are several issues the Committee wishes to record to ensure its recommendations can be properly viewed.
The Committee’s role
The Committee considered its main function was to identify the appropriate boundaries for the GST‑free areas it was considering, as well as the appropriateness of the proposed transitional arrangements for motor vehicles.  Its role was not to recommend changes to government policy nor was it to consider areas outside its terms of reference.  In particular, a number of submissions raised issues relating to the general impact of tax reform, including the proposed reforms to the Fringe Benefits Tax.  Clearly, the Committee could not make recommendations in these areas.
¨	The Committee has passed all relevant submissions on to the Taxation Task Force for their consideration of the issues raised.
Public inquiry not possible
The Committee decided that, in view of the timeframe given to it by the Government, it would not be possible to undertake a full public inquiry or to consult with individuals or groups.  A number of interested parties provided written submissions and the Committee considered all those submissions in framing its recommendations.  The Committee intends to provide a written response to each of these submissions.
What the Committee took into account
To ensure it was fully informed of the issues the Committee had regard to the following sources:
¨	details of the Government’s proposed GST as outlined in Tax Reform: not a new tax, a new tax system as well as other Government announcements in relation to tax reform;
¨	information provided in the over 300 written submissions received by the Committee;
¨	information provided in submissions to the Gibson Inquiry, although this information was of a general nature and not directly related to the issues requiring consideration according to the Committee’s Terms of Reference;
¨	the Committee’s own personal knowledge of the relevant areas; and
¨	advice from officials in several Commonwealth Departments and Agencies  the Departments of Education, Training and Youth Affairs, Family and Community Services, Health and Aged Care, the Treasury, and the Australian Taxation Office.
Further review
The Government is aware that the GST base will need to be changed and has stated:
‘The Commonwealth recognises that changes may be needed in the future with new developments in the business world, new technologies, and court rulings on tax matters.’
While the Committee believes that it has obtained sufficient information to provide sound recommendations, because of the scope of the areas in question and the short time‑frame in which to consider the issues, there may be some areas that were not drawn to the Committee’s attention.
The Committee therefore considers that the Government needs to adopt a process whereby future changes to the GST‑free areas can be made to correct anomalies and inequities that may have arisen.
Accordingly, the Committee recommends:
¨	the Government establish an ongoing formal review Committee whose role it would be to provide periodic advice to the Treasurer in relation to the various issues or anomalies that will inevitably arise; and
¨	that the legislative implementation of its recommendations on GST‑free activities be flexible enough to accommodate correcting these anomalies at short notice.
Structure of the Report
Given the importance of having a clear understanding of the Government’s proposed GST, particularly in respect of GST‑free activities, the Committee considers it is necessary to explain its operations.  Chapter 3 does this as well as explaining how the GST operates in particular circumstances that appeared to be of interest to many who made submissions.
Chapters 4, 5, 6 and 7 deal with the four GST‑free areas requiring the Committee’s attention (ie health, education, religious services and non‑commercial activities of charities) and Chapter 8 deals with the issues relating to transitional arrangements for motor vehicles.
The Appendix lists all those who made submissions to the Committee.
The Appendix also reproduces the relevant text of Tax Reform: not a new tax, a new tax system as well as other Government announcements that were relevant to the Committee’s subject matter.
Finally, the Acts, Agreements, Determinations and other legislative instruments that are referred to in the report are documented as reference material.  The legislation itself is not reproduced  too much volume would be required  but the titles are noted to provide ease of reference to readers of the report.
Report of the Tax Consultative Committee
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Chapter 3
The GST
Overview
As noted in Chapter 1, the Committee’s role is to identify desirable boundaries for the GST-free activities, as well as the appropriateness of the proposed transitional arrangements for motor vehicles.  This role has to be exercised in the context of a completely new indirect tax system, rather than looking at alterations to the existing indirect tax system.
Therefore, integral to understanding not only the Committee’s recommendations, but also the process of reasoning that led the Committee to those recommendations, is an adequate understanding of both the proposed GST and the wholesale sales tax system (WST) it replaces.  The Committee considers this to be important given the number of submissions that appear to have had difficulty in grasping aspects of the proposed GST that are crucial in understanding its impact on GST‑free activities.
Many submissions were confused about what being ‘GST-free’ entails.  They approached it from a WST mindset, where purchases by an exempt body (such as a non-profit school, university, public hospital or a public benevolent institution) are exempt from WST, rather than from a GST perspective where all purchases are GST‑inclusive and then creditable to the registered purchaser.
To enhance understanding of the Committee’s recommendations, the Committee considers it necessary to briefly outline the structure of the GST and, in particular, how the GST‑free treatment of supplies of goods and services actually works.
A number of submissions focussed on whether a multi‑stage value added tax system was appropriate, or whether a single stage system would be better.  That is, a number of submissions, particularly within the education sector, considered the use of an exemption certificate or declaration, similar to that used in the current WST system would be appropriate.  In the current tax reform context this would equate to advocating the use of a retail sales tax (RST), where goods and services are taxed only when they enter private final consumption.  In such a tax system, where an entity purchases goods or services for its own use, such as a school purchasing desks or pens, there is no tax paid, with tax only being paid if the goods or services are on‑sold into private consumption.
This is an area obviously outside the Committee’s terms of reference, as it is clearly a matter of Government policy.  The Government’s preference for a multi‑stage value added system rather than a RST is based on its view that there are are significant weaknesses with a retail sales tax.  It is the Government’s view that the RST would be more complex for businesses and administrators and would not be as reliable a source of revenue.
The mechanics of the GST
Tax Reform: not a new tax, a new tax system outlined a number of key features of the GST.  The features the Committee considers most relevant to its deliberations are noted below.
The GST is a key element of the Government's indirect tax reform strategy.  The Government proposes that the GST is to replace the wholesale sales tax and a number of State taxes.  The Government has argued that the GST has the advantages of:
¨	applying to a broad base;
¨	applying only one rate to taxable goods and services;
¨	being paid on the final selling price; and
¨	not taxing business inputs.
The value‑added concept
The GST will be based on the ‘value added tax’ model adopted by many other countries.  It will be a tax of 10 per cent on the consumption of most goods and services in Australia, including those that are imported, but it will not apply to exports of goods, or services consumed outside Australia.
The GST is a multi‑stage tax.
Registered entities, which the Committee was advised will include hospitals, schools, universities, gift‑deductible charities and religious institutions, as well as normal businesses, will charge GST when they sell or otherwise supply goods or services to another registered entity or a consumer.  When calculating their GST liability, the entities will offset the tax paid on their inputs (such as purchases of raw materials and machinery).   This offset is referred to as an input tax credit.  In this way, tax will be collected only on the value added by each business in the production and distribution chain, with the tax being ultimately paid by the final consumer.  However, sales by one registered entity to another will be effectively GST‑free.
If the tax collected on sales exceeds total input tax credits in a particular tax period, then the net difference will be paid to the Australian Tax Office.  If input tax credits exceed the tax collected on sales, a refund can be claimed.  For example, if a hospital buys computers and stationery for administration work and then only supplies GST‑free health services, so that no tax collected in a given period but tax has been paid on the computers and stationery, the hospital will be entitled to a GST credit or refund.
Registration
Individuals, partnerships, companies, trusts and other bodies that engage in taxable activity will be required to register if their total sales will exceed $50,000 per annum.  Non‑profit societies, clubs and associations will only need to register if their total sales (including membership fees, but not donations) will exceed $100,000 per annum.
Although individuals, businesses and clubs with smaller annual sales will not have to register, they will have the option of registering if they wish.  In particular, the Committee is advised that gift‑deductible charities and religious institutions will be eligible for registration.  If they do not register, they will not charge tax on their sales (outputs) or claim back tax paid on their purchases (inputs).
Input tax credits depend upon the entity being registered
An important element to the Government’s proposed GST is that eligibility to receive credit for GST paid on inputs is dependent upon an entity being registered.
A common misunderstanding was that eligibility for credits was dependent upon the input being used in a GST‑free activity.  The Committee has been advised that entitlement to input credits under the proposed GST arises from the fact that a registered entity has purchased goods or services for use in their activities irrespective of whether they are linked to any sales.  For example, the GST included in the price of goods and services purchased by a university for the purposes of research where no goods or services end up being sold, will be creditable to the university.  That is, the Committee has been advised there is no requirement that inputs be traced through to outputs and credits claimed accordingly.  A registered entity will simply be entitled to a credit for the GST paid on all their inputs within a particular tax period and be liable for GST on all their taxable sales in that period.  This will mean that entities carrying on largely GST‑free sales within a particular period will be in a refund position.
Taxable activity
A taxable activity is any supply of goods or services for a payment, whether in cash or kind.  However, certain supplies will be excluded from the definition of taxable activity.  For example, wages received by employees will not be taxable under the GST  in practice employees will not be caught up in the GST system.  Private activities and some other supplies that will be input taxed (see below) will also not be taxable activities.
The GST base  very few exceptions
The Government has decided that the GST will apply to a very broad base, but some supplies of goods and services will not be taxable.
This will apply in some circumstances because imposing GST would be technically difficult (as in the case of financial services) or it would create inequities between private and public sector providers (as in the case of health and education).
GST will also not be imposed where the supply is not of a commercial nature.  The most common example of this is in the charitable sector where goods and services are often given away (for example, a charity providing food and blankets for no charge).  In such a case, no sale has occurred and so there will be no GST paid.  There will also be occasions, most notably in religious services, where the particular supply has no commercial equivalent and so it would seem inappropriate to levy GST on the sale.
There will be two types of non‑taxable supplies under the GST:
¨	supplies that are not taxed and where credit is allowed for tax paid on purchases (known as GST‑free); and
¨	supplies that are not taxed and no credit is allowed for tax paid on purchases (known as input‑taxed).
The main focus for the Committee is GST‑free supplies.
Activities that are GST-free
Where activities are GST-free, a registered person will not charge tax on the sale of those goods and services, but will nevertheless claim back the tax paid on inputs.  Other countries use the term ‘zero‑rated’ to describe this type of activity.
An important point with respect to GST‑free activities is that purchases of goods and services by an entity making GST‑free supplies will not be GST‑free unless the goods and services they are purchasing are themselves GST‑free.  An example is where a school purchases chairs and desks for use in the classroom.  Even though they are for use in a GST-free activity, the school will purchase them GST-inclusive, and then be entitled to a credit for the GST paid on the purchase.
This position needs to be contrasted with the situation that currently exists under the WST.  Schools are exempt from WST and they can purchase goods exempt from WST by means of quoting an exemption declaration (previously referred to as an exemption certificate) to the supplier who then is relieved from the requirement to charge the school WST.
Activities that are input‑taxed
Some activities will be input taxed.  These activities will not be taxable, but anyone selling them will not be able to claim credits for the tax paid on their inputs.
This approach has been chosen where it is technically difficult to impose GST on the sale of particular services, but it is not appropriate to allow the sale to be GST‑free.  Other countries use the term ‘exempt’ to describe input‑taxed.
Certain classes of financial services will be input‑taxed, as will rental of residential accommodation.  The rationale for input‑taxing residential accommodation is to ensure there is comparable treatment for renters with owner occupiers.
Facilitating implementation
The Government intends that the GST will start on 1 July 2000.  This date has been selected to allow time for entities in the GST system to learn about the new tax and establish appropriate administrative systems.
The Government will provide financial support of up to $500 million for small and medium businesses to upgrade their record keeping capacity through software and hardware, so that the start-up costs of a GST are minimised.  Business will be consulted through a Small Business Consultative Committee to ensure that this support is targeted and delivered in the most effective way.
The Committee recommends that the Government ensures that entities dealing with largely GST‑free activities be entitled to participate in this GST implementation funding.  The Committee believes this would be appropriate given that the extra compliance costs due to the start-up phase of the GST will apply to all those in the GST system and not just those who will be net remitters of tax.
Areas of special concern
There were a range of issues raised in submissions that the Committee considers arose mainly due to a misunderstanding of how the GST actually operates.  The Committee considers these can easily be dealt with via an explanation of that particular part of the operation of the GST.  The Committee considers it would be useful to deal with these in a general manner, so the principles can be understood and applied in a number of cases.
GST applies to the price paid
A basic principle of the GST is that it is only imposed on the price paid for goods or services.  Where goods or services are given away, then aside from any tax avoidance issues, there will be no GST implications.
For example, where a public benevolent institution raises money through donations and then purchases food to give away, it will be entitled to receive an input credit for the tax paid on the food, and it will not be subject to any GST on the gift.
Transactions between registered entities result in no net GST
The GST will only have a net impact when there is a sale to an unregistered entity, which will include private individuals.  Where a transaction takes place between registered entities, then even though GST is paid, it will simply be a credit for the entity paying the GST‑inclusive amount.
For example, a hospital might contract with a company to provide cleaning services.  The cleaning company will need to include GST in the bill they charge the hospital.  The cleaning company will need to remit to the Tax Office the GST payable by the hospital.  However, the hospital will be entitled to a credit for the GST paid for the cleaning services as that is simply another input to its activities.  So if there were $1,000 worth of cleaning services, the company would charge $1,100, the hospital would pay $1,100 and the company would remit $100, leaving it with $1,000.  The hospital would get a credit of $100 leaving it with net outgoings of $1,000.  Therefore, the net position of both the hospital and the company is the same as if there were no GST.
Sponsorships are subject to GST
The Government has determined that sponsorships, in the usual sense, are payments for services.  That is, sponsorships are regarded as payments in return for the service of advertising or other related benefits.  However, because a sponsorship transaction will typically take place between two registered entities, the impact of the GST will net out, as in the example given above.  That is, if an entity sponsors another entity then the entity providing the service of sponsorship will need to remit GST on the amount of sponsorship provided.  But, leaving aside the special treatment of input‑taxed financial services, the sponsor will get a credit for that amount.  If two organisations decided they wanted to enter into an arrangement whereby one would effectively provide for $10,000 worth of sponsorship, the sponsor would pay $11,000, the recipient of the sponsorship would pay $1,000 tax, and be left with $10,000.  The sponsor would be entitled to a credit of $1,000 and so be in the same position as if they had provided sponsorship of $10,000 pre‑GST.
A number of submissions, particularly from charitable organisations, wanted sponsorships in the charitable sector to be GST-free.  The concern of the charitable entities seemed to rest on a belief that if GST was payable on sponsorship, then the attraction of using the entity as an advertising vehicle would be reduced.  However, all sponsorships will be subject to GST, and so the attractiveness of using a charitable entity as compared with another entity will not be affected by the GST.  Moreover, the net financial position of the sponsor will not be affected because the transactions will normally be taking place between two GST-registered entities.
Donations are not subject to GST…
The Government has determined that donations, unlike sponsorships, are not payments in return for goods or services.  Therefore they do not come into the GST system and no GST is payable upon the receipt of genuine donations.
Nor are government grants
The Government has also determined that government grants are not payments in return for goods or services and so should remain outside the GST.  However, some payments by governments are called grants but are in fact payments for providing specified services.  In these cases, they will be subject to GST, but where the recipient is a registered entity, the transaction will be between two registered entities and so will have no net GST implications.
Fundraising activities will be subject to GST
Fundraising activities by all registered entities will be subject to the GST.  A general tenet of the GST is that the supplier should not need to know the status of the recipient and should not need to know the purpose of the supply.  All that matters is that the supply is for consideration and then, generally, GST is paid on the consideration.
Memberships will be subject to GST
A number of submissions, particularly in the charitable sector, considered that subscriptions paid as memberships of organisations should not be subject to GST.  The Government has made it clear that it regards membership fees as payments in return for services and therefore will be taxable.
GST-free status extends to activities and not institutions
A number of submissions argued that GST-free status should apply on an institutional basis rather than on the basis of the activity performed.  The Committee notes that this is contrary to Government policy and the design of the GST.  The GST will apply equally to all entities where they make sales of similar goods or services.  For example, if a school sells textbooks to students, the school will need to pay GST to the same degree as commercial bookshops.
Cash flow impact
Several submissions noted that the GST will have an adverse cash‑flow effect on entities supplying largely GST‑free supplies.  That is, entities that will usually be in a position of claiming GST refunds, will first of all have to make the GST‑inclusive purchase and therefore required cash up front.  The Committee considers that cash flow problems will be minimal, providing the Government ensures refunds are paid promptly.
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Chapter 4
Health
The Government’s policy
In its policy document Tax Reform: not a new tax, a new tax system and associated Fact Sheets the Government said the following health goods and services will be GST‑free:
¨	Medical services that attract a Medicare benefit or are commonly used health services listed by the Government.
¨	Health care provided at hospitals, nursing homes, hostels and similar establishments.
¾	The concession will extend to accommodation, drugs, dressings and meals supplied to patients or nursing home residents in the course of their treatment or care.
¾	Nursing home services provided to the elderly in their own home, including Home and Community Care services, will be treated in the same manner as if the person had been resident in a nursing home.
¾	Supplies not related to health care, such as food served in hospital cafeterias, or televisions rented to patients will be taxable in the normal manner.
¨	The supply of medical aids and appliances for use by people with severe medical conditions or disabilities (examples include wheel chairs, crutches, artificial limbs and modifications to motor vehicles for the disabled).
¨	Drugs and medicines that can only be provided on prescription and PBS and RPBS medicines provided on prescription.
The Committee’s framework for assessing the scope of GST‑free health
As a basis for its consideration of the health sector, the Committee noted the Government’s rationale for making most medical and hospital services GST‑free.
‘Applying taxes to health care would place the private health sector, with its heavier reliance on direct fees, at a competitive disadvantage with the public health system.’
This policy has been uppermost in the Committee’s mind in considering the precise range of health goods and services that will be GST‑free.  This is also consistent with the Committee’s Terms of Reference, requiring it to frame its recommendations in light of the need to
‘…ensure the tax system minimises any discrimination between private and public provision of goods and services in the GST‑free areas.’
Many submissions argued that health was a ‘public good’ and therefore deserving of even more concessionary treatment than that proposed by the Government.  While acknowledging the intrinsic merit of health (and education, religious services and charities), the Committee has confined its considerations to the guidelines established by the Government.  For the Committee to frame its recommendations on the basis of the ‘merit’ argument would be to go beyond the its Terms of Reference.
The Committee considered that it was important to differentiate between the institution delivering a service and the service itself.  If blanket concessional treatment were to be given to the institution that usually delivers such services, these institutions may expand the scope of the services they provide into areas that should not be given GST‑free treatment.
In determining the scope of GST-free health goods and services, the Committee thought it desirable, to use existing definitions to the extent that is possible.  Such an approach is more likely to result in the Government receiving recommendations which are in a form that is readily transferable into legislation.  It will also assist stakeholders to more readily understand the recommended scope of GST‑free health.
However, the Committee, in the course of its deliberations also became aware of certain areas of health where it would be desirable to make allowance for the changing nature of the delivery of health services.
In examining the health sector, the Committee drew on the knowledge and individual experience of its members, consultation with relevant government officials, and on information provided by various industry representatives and practitioners.  In the end the Committee decided that its consideration of the scope of the GST‑free health sector, could best be facilitated by separating the sector into seven fairly distinct subsets:
¨	medical (health) services;
¨	hospital services;
¨	residential care;
¨	community care;
¨	disability services;
¨	medical appliances and aids; and
¨	drugs and medicines.
Residential and community care, and disability services are not terms used in the Government’s policy documents.  These documents call for the Committee to make recommendations on the precise scope of health services for the aged that will be GST‑free.  However, in the course of its deliberations, the Committee felt that it was not possible to consider aged services without also considering services to the disabled.
Key issues for consideration
Medical (health) services
Tax Reform: not a new tax, a new tax system stated that:
‘Medical services will be GST‑free if they attract a Medicare benefit or are commonly used health services, listed by the Government.  Examples of GST‑free health services are:
Health services covered by Medicare:
general practitioner and specialist consultations; and
diagnostic, surgical and therapeutic procedures (for example, opthalmology, neurology, optometry, radiation oncology, anaesthetics, radiology, ultrasound etc) and pathology.
Other medical services that will be GST‑free include:
hospital charges (accommodation etc);
dental services;
optical;
physiotherapy, chiropractic;
speech therapy;
occupational therapy;
counselling services;
home nursing;
dietary services; and podiatry.
The precise scope of qualifying medical services is a matter on which the Government will take a final decision following advice from the Tax Consultative Committee.’
The Committee looked first at those services attracting a Medicare benefit.  To attract a Medicare benefit, three criteria need to be met: provider eligibility; patient eligibility and whether the service is listed on the Medicare Benefits Schedule.
While the Committee recognised that Government policy stated that the service must attract a Medicare benefit, it was concerned that:
¨	the medical practitioner should not have to identify patient eligibility; and
¨	medical practitioners should be placed on the same footing as practitioners of common health services who do not have a detailed register of services.
Accordingly, the Committee recommends that clinically relevant services provided by medical practitioners, or on their behalf, for example radiographers or nurses, be GST‑free.
¨	The only exception to this would be certain medical procedures (primarily non‑essential cosmetic surgery) which are not provided through the public health system.
For commonly used health services, the Committee considered whether any other services should be added to the list in Tax Reform: not a new tax, a new tax system.  The Committee noted that the Government had listed health services that would generally be considered by the community to be mainstream rather than complementary or alternative, and have been available as a specialist service, with specific qualifications for some time.  The Committee also noted that a large number of submissions argued persuasively that some services should be added to the list because they were strikingly similar in nature to services already included, such as podiatry and chiropody.  The Committee therefore restricted its consideration of GST‑free health services to those which were either very similar in nature to those already nominated, or which the Committee considered fitted the general characteristics of the list proposed by the Government.
It was also recognised by the Committee that many recreational pursuits may have health benefits (eg gym memberships), but decided that it was necessary to ‘draw the line’ at a reasonable point.  The Committee also kept in mind that such an extension could have had significant revenue implications for the Government.
The Committee agreed that the following services should be added to the list:
¨	osteopathy;
¨	chiropody;
¨	speech pathology;
¨	audiology, audiometry;
¨	ambulance;
¨	paramedical;
¨	nursing;
¨	aboriginal health services;
¨	social work services;
¨	pharmacy; and
¨	psychology.
In addition to providing a listed service, the practitioner must also be a member of a relevant professional body subject to State government professional registration or uniform national professional self‑regulation.  The Committee considered that this was an important safeguard to ensure that only suitably qualified persons within the community would have GST‑free status for the services that may be provided.
The Committee also thought that only those services that are clinically relevant and of a type normally provided by that profession should be GST‑free.
The Committee noted that Tax Reform: not a new tax, a new tax system indicated that ‘counselling services’ should be GST‑free.  The Committee noted that counselling services are generally provided by three professional groups within the community: social workers, psychologists, and the relatively new profession of counsellors.  The Committee noted that social workers and psychologists either have a State/Territory registration requirement or a self‑regulation national professional association.  There are few equivalent systems for counsellors at this time, and the Committee notes that there are also no minimum qualification requirements before an individual can describe themselves as a counsellor.  The Committee considered therefore, that counsellors should not be considered a registered practitioner for the purposes of providing counselling services.  The Committee noted the majority of counsellors providing drug and alcohol abuse, HIV aids, depression and grief management counselling are operating in hospitals, charities and other similar institutions rather than in private practice.  The Committee considers that, following State Government professional registration or development of a national self‑regulating body, the Government should include counsellors as a registered practitioner for the purpose of providing GST‑free status.
There are a number of programs for delivery of health services funded from Commonwealth and State or Territory Governments that the Committee thought should be included as GST‑free health services, such as community health services.  Most of these services will be GST‑free as qualifying health services, but in some cases patients will be charged a fee for other services provided as part of their health care which do not come under the definition of commonly used health services.  An example is the fee charged in some coordinated care trials currently in place.  The Committee considered that coordination of services was integral to the delivery of health services and should not be treated as a separate charge.
The Committee considered that goods used as part of the health service and administered on the premises where the service is performed should also be included in the GST‑free treatment of the health service.
As noted earlier, a number of submissions were received from groups seeking to have their services included in the list of commonly used health services.  The Committee recognised that many of these services may have benefits to the community.  However, it decided that it should give effect to the Government’s policy intent by limiting additions to cases where the service had the same characteristics as those services listed in ‘Tax Reform: not a new tax, a new tax system’.
The Committee also noted that ambulance subscription fees are a limited form of private health insurance.  In line with the Government’s position that private health insurance premiums should be GST‑free, the Committee recommends that ambulance subscription fees should be treated in a similar manner.
Hospital services
Tax Reform: not a new tax, a new tax system stated that:
‘Health care provided at hospitals…will be GST‑free.  The concession will extend to accommodation, drugs, dressings and meals supplied to patients…in the course of their treatment.  
Supplies of items not related to health care such as food served in hospital cafeterias, or televisions rented to patients, will be taxable in the normal manner.’
In determining its position on hospital services, the committee considered it useful to make use of existing legislative and regulatory systems such as the Australian Health Care Agreements (AHCA) between the Commonwealth and the States, the Medicare Benefits Schedule and the National Health Act 1953 (section 67).  This approach allowed the Committee to define the appropriate hospital services as being those consistent with the treatment of health care, while excluding certain medical procedures (primarily cosmetic surgery such as tattoo removal), telephone and television rentals, as well as cafeteria meals.
GST‑free treatment should extend to the related provision of accommodation, dressings, drugs and patient meals, but there is a need to restrict the scope of these related goods.  The Committee has chosen to limit this scope to goods that are part of the health service and which are administered on the premises where the service is performed.
This helps to ensure that consumers cannot have a range of other goods provided to them GST‑free, if they would ordinarily be taxable if purchased privately in the community.  An extreme example would be provision of a hundred tubs of topical heat cream to an outpatient with a knee injury.  These do not qualify as a GST‑free aid or appliance and would ordinarily be taxable if purchased in any retail store.  They should not become GST‑free just because they are delivered by the hospital.
The use of the AHCAs, the MBS and the National Health Act 1953 (s67) also allows the Committee to identify the scope of GST‑free hospital health services as those including:
¨	hospital in the home services;
¨	hospital outreach services; and
¨	contracted out health services.
This ensures that new, innovative and more efficient delivery mechanisms for hospital health services are not hampered by a strictly institutional definition of hospital services.
In formulating its final position, the Committee also considered various submissions from industry groups.  Many of the issues raised in these submissions have been accommodated in the recommendations of the Committee.  However, other issues were raised seeking concessional treatment contrary to the general operation of a GST (such as purchasing all inputs tax free, instead of paying tax and subsequently receiving an input credit), and the overall policy decisions of the Government.  These issues have been addressed earlier in the report and the committee reiterates that GST operation and policy issues were outside the scope of its Terms of Reference.
Residential care
Tax Reform: not a new tax, a new tax system stated that:
‘Health care provided at…nursing homes, hostels and similar establishments will be GST‑free.  The concession will extend to accommodation, drugs, dressings and meals supplied to …nursing home residents in the course of their…care.
Supplies of items not related to health care…will be taxable in the normal manner.
The precise scope of health services for the aged that will be GST‑free will be the subject of consultation following the election.
The construction and sale of new homes will be subject to the GST in the normal manner even where the home is part of a retirement complex.  The sale of an existing home will not be taxed.  However, separate charges for health services received within a retirement village will be GST‑free consistent with the overall treatment of health services.’
Residential care involves the provision of personal and/or nursing care and related services in a setting owned or managed by the organisation providing that care.
While Government policy has noted that consultation would be with regard to health services for the aged, the Committee notes that a number of facilities provide care to younger disabled persons as well as aged residents.
¨	Even in facilities funded under the Aged Care Act 1997 (nursing homes and hostels) a small percentage (around 10 per cent) of residents are younger persons with a disability.
In line with its Terms of Reference to ensure the resulting compliance and administration costs of its recommendations are kept to a minimum, the Committee considered that facilities should not have to bear additional administrative burdens to distinguish between aged and other residents.
The Committee thought that, given the broad nature of residential care, it would be appropriate to link GST‑free treatment of goods and services to existing definitions in the Quality of Care Principles (subordinate legislation to the Aged Care Act 1997).  It would also be useful if GST‑free status was linked to goods and services provided at an institution or project funded under the Aged Care Act 1997, or the Disability Services Act 1986 or complementary State or Territory legislation.
The Committee also considered that private sector facilities not receiving funding through the Commonwealth, State or Territory governments, should, to the extent possible, be provided the same treatment as equivalent public funded services.  To ensure that the service provided is equivalent to that provided by publicly funded institutions, the Committee recommends an assessment process be implemented.  The assessment arrangements can be finalised by the Minister for Health and Aged Care.
Finally, the Committee recommends that some flexibility be provided, in particular circumstances, for new residential care programs funded under the Commonwealth, State or Territory budgets.  These arrangements should also be subject to the approval of the Minister for Health and Aged Care.
The treatment of retirement villages and independent living dwellings was the subject of written submissions to the Committee.  It was argued that recognition should be given, through GST‑free status, to a wide range of arrangements linking housing and care to older people.  The Committee noted that the Government has already determined that retirement villages will be subject to the GST in the same manner as other forms of long term accommodation.
Community care
Tax Reform: not a new tax, a new tax system stated that:
‘Nursing home services provided to the elderly in their own home, including Home and Community Care (HACC) services, will be treated in the same manner as if the person had been resident in a nursing home.’
Community care involves the provision of personal and/or nursing care and related services to an aged and/or disabled person, residing at home.  Services can be funded under a number of government programs, of which programs funded under the Home and Community Care Act 1985 are the most well known, or purchased directly through the private market.
As in residential care, the Government stated that consultation would determine the precise scope of services for the aged that will be GST‑free.  This has proved difficult for the Committee, as a number of younger persons with disabilities receive the same community care service from the same provider as aged persons.  For example, in the HACC program around 25 per cent of the estimated 220,000 clients are aged under 70.
To limit GST‑free treatment to community care services provided to the aged would be difficult for the service provider to administer and would run counter to other policy benefits achieved from meeting the service needs of all clients in their own home rather than an institutional setting.
The Committee considered that, to give effect to the Government’s policy intent, HACC services and similar services funded under the Aged Care Act 1997 should be GST‑free.  To provide consistency of treatment, it further considered that HACC type services funded from either Commonwealth, or State or Territory budgets should be GST‑free if approved by the Minister for Health and Aged Care.
The Committee also considered that privately provided community care services should, to the extent possible, be provided the same treatment as equivalent public funded services.  This would be consistent with minimising any discrimination between private and public provision of goods and services in the GST‑free areas.
However, it was not possible to provide full equivalent treatment between community care services delivered through government programs and those purchased privately.  The difficulty arises because privately provided services are used by the general public as well as the aged and people with disabilities.  These include household help services such as cleaning and ironing that should not be GST‑free when provided to the general public.
To provide equivalent treatment would have required the establishment of an assessment mechanism to ensure that only those people needing household help because of age or disability could purchase them GST‑free.  This was considered to be difficult to administer and adding significantly to the cost of providing community care.
In light of this, the Committee considered that it would be appropriate to limit GST‑free treatment for community care purchased in the private market to daily living activities assistance services as defined under the Quality of Care Principles.  The Principles are determined by the Minister for Health and Aged Care under the Aged Care Act 1997, and define the responsibilities of providers for the quality of care provided.  Daily living assistance services include assistance with bathing, showering, personal hygiene and grooming.
¨	These services are used by those requiring a reasonably high level of care and would not normally be purchased by the wider community.
A number of submissions have noted the importance of community (home) care services for the aged and people with disabilities.  In particular, it was recognised that these services are important to allowing people to remain in the community as long as possible.  The Committee accepts this and has supported GST‑free treatment for a broad range of community care services in its recommendations.
Disability Services
In addition to residential and community care services dealt with above, there are a number of other services provided to people with disabilities that the Committee looked at.  These services include:
¨	advocacy services;
¨	information services;
¨	print disability services;
¨	competitive employment training and placement services; and
¨	supported employment services.
These services are a special case as Tax Reform: not a new tax, a new tax system does not specifically mention them, but they were brought to the attention of the Committee and raised in submissions.  Goods for people with disabilities are considered below as part of medical aids and appliances.
The Committee thought that the practical difficulties in separating the aged and people with disabilities in the delivery of residential care and community care require that these services be GST‑free to the disabled.  However, the Committee thought that providing GST‑free treatment to these additional services, went beyond the Government’s policy intent.
In particular, having regard to the design principles of the GST, the Committee considered that sales from supported employment services such as sheltered workshops should be subject to GST.  However the Committee did want to emphasise:
¨	that sales provided on a non‑commercial basis by income tax deductible charities would, of course be GST‑free.  The discussion of the non‑commercial activities of charities is at Chapter 7; and
¨	that it was particularly concerned about the impact of tax reform on sheltered workshop services, and noted that the impact should be monitored and that Governments should give careful consideration to providing additional assistance if necessary.
The issue of supported employment services was raised in submissions in the context of what constituted non‑commercial activities by charities.
The Committee also noted that the definition of medical aids and appliances did not allow for the service fees which many people with a disability accrue as a result of using medical aids and appliances such as electronic wheelchairs.  The Committee noted the difficulty in distinguishing these services from similar services provided to the wider community.  For this reason the Committee decided against providing GST‑free treatment to these services.  However, the Committee was concerned about the impact of tax reform on these services, and noted that the Government may wish to give consideration to providing additional assistance to individuals who incur these costs.
Medical appliances and aids
Tax Reform: not a new tax, a new tax system stated that:
‘The supply of medical appliances for use by people with severe medical conditions or disabilities (examples include: wheelchairs, crutches, artificial limbs and modifications to motor vehicles for the disabled) will be GST‑free.  
The precise scope of items to be made GST‑free, is a matter on which the Government will take a final decision following advice from the Tax Consultative Committee.’
There are many medical appliances and aids that are used by people with disabilities in the community.  Generally, most of these items are only of benefit to people with specific disabilities and needs.  However, there are many products that may be of benefit to both people with disabilities, as well as having uses in the wider community.
In considering the precise scope of qualifying medical appliances the Committee was mindful of its Terms of Reference requiring it to:
¨	ensure the resulting compliance and administration costs of its recommendations are kept to a minimum; and
¨	ensure its recommendations do not have significant adverse revenue impacts.
As noted above, the Government stated in Tax Reform: not a new tax, a new tax system that qualifying medical appliances and aids would only be made GST‑free where they are for use by people suffering from severe medical conditions or disabilities.  The Committee felt that it was too difficult in practice to define the terms ‘severe medical condition or disability’.  As an alternative, the Committee felt that the list of qualifying goods should be confined to those goods designed specifically for use by people with an illness or disability which are of a kind not ordinarily used in the wider community.
In considering its position, the Committee thought that there were two options for effectively delivering a GST‑free approach:
¨	defining a list of appliances that would be GST‑free; or
¨	defining a list of appliances, but making them taxable in the usual manner, and providing a rebate or credit to people with disabilities.
The rebate approach
The rebate approach has significant benefits in terms of simplicity, clarity and limiting adverse revenue impacts.  The rebate approach has compliance benefits for business.  The business does not have to distinguish special concessional goods from other goods sold by the business.  The benefits of the rebate approach increases as the list of qualifying goods increases.
However, the Committee was not attracted to the targeting of effective GST‑free status to particular consumers (as under the rebate scheme), because it would require a mechanism for identifying eligible purchasers and paying rebates.  It would also add to the burden on people with disabilities who would be required to keep receipts.
The GST‑free list approach
The other option that the Committee considered was to allow consumers to purchase qualifying appliances GST‑free.
The Committee favoured this approach as it would remove administrative problems in providing the rebate and would be significantly less burdensome on the disabled.
In specifying the list of aids and appliances to be given GST‑free treatment, the committee has considered various submissions from industry and members of the public.  The Committee agreed with the suggestions of some submissions to include corrective lenses (including contact lenses), and sleep apnoea machines on the list of GST‑free appliances.
The Committee notes that some items that should be included on the list, as they fit the principle outlined above, may have been unintentionally excluded due to time restrictions.  The Committee suggests that further refinement of the list may be necessary prior to the development of legislation.
Drugs and medicines
Tax Reform: not a new tax, a new tax system stated that:
‘Drugs and medicines that can only be provided on prescription and PBS and RPBS medicines provided on prescription will be GST‑free.  The Government will take a final decision on the precise scope of qualifying drugs and medicines following advice from the Tax Consultative Committee.’
Within the boundary of what is ordinarily regarded as drugs and medicines, there are often competing objectives to be traded off to achieve a satisfactory outcome.  However, the issue of whether certain drugs and medicines possess meritorious qualities, was not one that was used as the basis for the Committee’s decision.  This would have required a consideration of the overall policy objective of making drugs and medicines GST‑free.
Instead, the Committee has considered the following competing objectives as the basis for this boundary drawing exercise:
¨	simplicity in administration and compliance;
¨	clear and definitive boundaries; and
¨	limits to concessional treatment for revenue protection.
Over the counter (OTC) non‑prescription drugs
The most crucial issue for the Committee was to determine the treatment of over the counter (OTC) non‑prescription drugs and medicines.
As laws currently stand, prescription drugs can only be sold through pharmacies.  Most drugs that are scheduled on the PBS and RPBS are prescription only drugs.  However, there are some OTC drugs that appear on the PBS and RPBS schedules.  (for example, a commonly used pain reliever is an OTC product that also appears on the PBS and RPBS schedules).  For the reasons outlined below, the Committee is of the view that if GST‑free treatment were to be extended generally to OTC drugs, this would add complexity by imposing a burden on general retailers, requiring them to separately account for sales of these products.
These same issues were considered by the Committee in determining GST‑free treatment for medical appliances and aids.  On that occasion, the Committee considered that the small number of retailers and small number of qualifying goods, would make the compliance burden for business manageable.  However, in the case of OTC drugs, the large number of potential retailers and goods would make the compliance burdens much more significant.
However, the Committee was attracted to proposals provided in submissions to extend GST‑free treatment to products on Schedule 3 (S3) of Standard for the uniform scheduling of drugs and poisons.  S3 products must be sold within a pharmacy and sold under the supervision of a pharmacist.  This would reduce the need for a prescription for certain over the counter products, such as metered aerosols used by asthmatics, but would not complicate the running of business for general retailers.  Pharmacists will already be selling a mixture of taxable and GST‑free products.  The Committee also received advice from Commonwealth Government officers that the revenue impact of this extension would not be significant.
Therefore, the Committee believes that GST‑free treatment should be limited to:
¨	products that can only be supplied on prescription (S4 and S8 of the Standard for the uniform scheduling of drugs and poisons);
¨	products that can only be sold within a pharmacy and under the advice of a pharmacist (S3 of the Standard for the uniform scheduling of drugs and poisons); or
¨	PBS or RPBS products supplied on prescription.
The Committee received a number of submissions seeking GST‑free treatment for other over the counter drugs and natural remedies.  Submissions also suggested the use of the Australian Regulatory and Therapeutic Goods (ARTG) schedule as the basis for regulating the types of drugs that would qualify for GST‑free treatment.  However, the Committee felt that such proposals had significant adverse revenue implications and would not be simple to administer and could significantly add to compliance burdens on business.
Recommendations
Medical (health) services
The Committee recommends that the following medical (health) services be GST‑free:
¨	Clinically relevant health services provided by a registered medical practitioner (as defined in section 3 of the Health Insurance Act 1973).
¾	Including those services provided on behalf of a medical practitioner such as nurses, audiologists, radiographers  as outlined in paragraph 12.2 of the Medicare Benefits Schedule and section 3AA of the Health Insurance Act 1973).
¾	Excluding certain medical procedures (primarily cosmetic surgery such as tattoo removal) specified in paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule.
¨	Commonly used health services as listed in Tax Reform: not a new tax, a new tax system together with the additional services below:
¾	osteopathy;
¾	chiropody;
¾	speech pathology;
¾	audiology, audiometry;
¾	ambulance;
¾	paramedical;
¾	nursing;
¾	aboriginal health services;
¾	social work services;
¾	pharmacy; and
¾	psychology.
¨	Listed services must be clinically relevant and be of the type normally supplied in that profession.  The practitioner must also be a member of a relevant professional body subject to State government professional registration or uniform national professional self‑regulation.
¨	Services, such as coordination services, funded through Commonwealth and State Government programs that are integral to the delivery of qualifying health services for patients.
¾	Such services should be GST‑free where they are approved by the Minister for Health and Aged Care as essential for patient welfare.
¨	Ambulance subscription fees should also be GST‑free.
¨	GST‑free treatment should also extend to goods provided as part of the service and administered on the premises where the service is performed.
Hospital services
The Committee recommends that the following hospital services provided for the purpose of providing health services to a patient should be GST‑free:
¨	Public hospital services as defined in the Australian Health Care Agreements 1998‑2003 (and subsequent agreements) between the Commonwealth and States; or replacement agreements, except for those services defined under paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule;
¨	Hospital treatment as defined in section 67 of the National Health Act 1953 delivered to private patients (whether covered by private health insurance or self‑insured) by a private hospital (as defined in subsection 3(1) of the Health Insurance Act 1973) or by day hospital facility (as defined in subsection 4(1) of the National Health Act 1953) except for those services defined under paragraphs 13.2.4 and 13.1.2 of the Medicare Benefits Schedule; and
¨	GST‑free treatment should also extend to goods provided as part of the service and administered on the premises where the service is performed.
Residential care
The Committee recommends that the following be GST‑free:
¨	The supply of goods and services listed in the Quality of Care Principles (subordinate legislation to the Aged Care Act 1997) and provided by ‘qualifying institutions and projects’.
¾	Goods and services listed under the Quality of Care Principles are broad ranging and include accommodation and maintenance of buildings and grounds, personal care services, treatments and procedures, recreational therapy, a limited range of furnishings, and bedding.  These services do not include additional items such as television hire and hair dressing.
Qualifying institutions and projects are those:
¨	Funded under the Aged Care Act 1997.
¨	Funded under the Disabilities Services Act 1986 or complementary State or Territory legislation.
¨	Funded privately, but assessed by the Commonwealth as providing services similar in nature and objective to Aged Care Act 1997.
¾	Decisions on assessment arrangements, and whether cost recovery should be part of any Commonwealth assessment, is to be decided by the Minister for Health and Aged Care.
¨	Funded under annual appropriations through the Health and Aged Care and Family and Community Services portfolios or equivalents in the States and Territories, and approved by the Minister for Health and Aged Care, as providing services similar in nature and objectives to facilities funded under the Aged Care Act 1997.
Community care
The Committee recommends that the following community care services be provided GST‑free:
¨	services funded under the Home and Community Care (HACC) program;
¨	services provided to a person residing at home under the Aged Care Act 1997;
¨	services provided to a person residing at home and funded under the Health and Aged Care or Family and Community Services portfolio and approved by the Minister for Health and Aged Care as being similar in nature and objectives to HACC services;
¨	services provided to a person residing at home and funded through State and Territory budgets and approved by the Minister for Health and Aged Care as being similar in nature and objectives to HACC services; and
¨	daily living activities assistance services purchased from the private market, as set out at item 2.1 of Schedule 1 of the Quality of Care Principles and provided in the person’s own accommodation.
Disability services
The Committee recommends that:
¨	the Government not extend GST‑free treatment for disabled services beyond its recommendations regarding residential care and community care.
Medical appliances and aids
The committee recommends that the following appliances and aids should be given GST‑free treatment where:
¨	they are specifically designed for people with an illness or disability; and
¨	are not of a kind ordinarily used in the wider community.
Cardiovascular
heart monitors
pacemakers
surgical stockings
Communication aid & for persons with disabilities
communication boards and voice output devices
communication cards
page turners
eye pointing frames
software programs specially designed for persons with disabilities
printers and scanners specially designed for software and hardware used by persons with disabilities
switches and switch interfaces
mouth/head sticks/pointers
alternative keyboards
electrolarynx replacements
speech amplification/clarification aids
Continence
Urine/faecal drainage/collection devices
waterproof covers or mattress protectors
absorbent pads for beds and chairs
disposable/reusable continence pads pants and nappies required for continence use (excluding nappies for babies, sanitary pads or tampons)
enuresis alarms
incontinence appliances
hospital/medical/continence deodorising products
waterproof protection for bed and chairs
sterile plastic bags
electric bag emptier
enemas, suppositories and applicators
urinals and bedpans
penile clamps
Daily living for persons with disabilities
customised eating equipment for persons with disabilities
customised toothbrushes for persons with disabilities
dentures and artificial teeth
environmental control units designed for the consumer’s disability 
computer modifications required for people with physical disabilities
‘medical alert’ devices
Diabetes
finger prickers
test strips
syringes and needles
glucose monitors
Dialysis
home dialysis machines
Enteral nutrition
enteral nutrition and associated delivery equipment
Footwear for persons with disabilities
surgical shoes, boots, braces and irons
orthotics
Hearing/speech
hearing aids
visual display units designed for persons with hearing and/or speech impairment to communicate with others
telephone communication devices designed to allow hearing impaired persons to send and receive messages by telephone
batteries designed specifically for use with hearing aids
visual/tactile alerting devices
interactive and broadcast videotext systems
closed caption decoding devices
external processors for cochlear implants
Home modifications for persons with disabilities
bidet/bidet toilet attachment
special door fittings relating to the consumer's disability
Mobility of persons with disabilities
Motor vehicle
special purpose car seat
car seat harness specifically designed for persons with disabilities
wheelchair and occupant restraint
wheelchair ramp
electric/hydraulic wheelchair lifting device
motor vehicles for TPI pensioners
motor vehicle modifications
Physical
Bedding for persons with disabilities
manually operated adjusted beds
electronically operated adjusted beds
hospital‑type beds
customised bed rails
bed cradle
bed restraints
bed poles and sticks
pressure management mattress and overlays
backrests, leg rest and footboards for bed use
Orthoses
spinal orthosis
lower limb orthosis
upper limb orthosis
pressure management garment
callipers
corsets (surgical)
handsplints and cervical collars
mandibular advancement splints
Positioning aids
alternative positional seating corner chairs
alternative positional seating abduction cushion or long leg wedges
alternative positional seating modifications
standing frames
standing frames or tilt table modifications
side lying boards
night‑time positioning equipment modifications
Prostheses
artificial limbs
mammary
Seating aids
postural support seating tray
electrically operated therapeutic lounge/recliner chairs specifically designed for disabled persons
cushions specially designed for the benefit of disabled persons
Transfer aids
manual, electric, ceiling track or pool hoist specifically designed for
persons with disabilities
hoist sling
gooseneck
transfer board
transfer sheet, mat or belt
stairlifts
portable stair climbers
monkey ring for people with disabilities
Walking aids
crutches
specialised walking stick 
standard adult walking frame 
standard child walking frame 
specialised walking frame 
walking frame modifications
specialised ambulatory orthosis 
specialised ambulatory orthosis modifications
quadrupod and tripod walking aids
Wheelchairs and accessories
wheelchairs, motorised wheelchairs, scooters, tricycles, spinal carriages and other goods for the carriage of disabled persons
accessories associated with wheelchairs, motorised wheelchairs, scooters, tricycles, spinal carriages and other goods for the carriage of disabled persons
battery chargers for wheelchairs
stair‑aid apparatus designed for carrying disabled people in wheelchairs up or down stairs
Pain management systems
syringe driver
patient control analgesia
Personal hygiene for persons with disabilities
bathboard or toilet seats
bath supports
shower chair or stools
shower supports
shower trollies
commodes
shower chairs
commode cushions
commode pans
toilet frames
toilet supports
self‑help poles
mobile shower chairs
Respiratory appliances
continuous positive airway pressure (CPAP) appliances
respiratory appliance mask assembly complete
respiratory appliance mask assembly components
respiratory appliance accessories
products for those with breathing difficulties including:
peak flow meters
nebulisers
spacers
vaporisers
respirators
air pumps
bottled oxygen and associated hardware
oxygen concentrators
breathing monitors
continuous Positive Airways Pressure devices
ventilators
sleep apnoea machines
Safety helmet specially designed for persons with disabilities
Skin
jobst suits
transcutaneous nerve stimulator machines
Stoma
stoma products including all bags and related equipment for patients with colostomies and ileostomies
Vision
tactile/Braille books/magazines/newspapers
electronic readings aids
talking book machines (and parts) specially designed for the vision impaired
enlarged text computer monitors for vision impaired persons
Braille note takers
Braille printers and paper
Braille translators (hardware and software)
money identification equipment
auditory/tactile alerting devices
sonar canes
reading magnification devices (excluding magnifying glasses)
lenses for prescription spectacles
prescription contact lenses 
artificial eyes
ultrasonic sensing devices designed for use by vision impaired persons
viewscan apparatus designed for use by vision impaired persons

Drugs and Medicines
The committee recommends that the following drugs and medicines should be GST‑free:
¨	drugs and medicines that can only be provided on prescription (S4 and S8 items on the Standard for the uniform scheduling of drugs and poisons);
¨	drugs and medicines that can only be sold within a pharmacy under the advice of a pharmacist (S3 on the Standard for the uniform scheduling of drugs and poisons); and
¨	PBS and RPBS products provided on prescription.
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Chapter 5
Education
The Government’s policy
In its policy document, Tax Reform: not a new tax, a new tax system, and in the associated ‘fact sheet’ the Government said the following educational services are to be GST‑free:
¨	tuition at or through a pre‑school, primary school or secondary school;
¨	tuition provided at a college, TAFE, university or other recognised institution that leads to a degree, diploma, certificate or other similar qualification;
¨	the provision of accommodation at boarding schools;
¾	accommodation at University Colleges will be input taxed in line with the treatment of other long‑term accommodation.
Some education‑related activities such as recreational and short occupational courses, holiday camps, sporting and craft programs will be taxable.
Additional activities that would normally be taxed will not become GST‑free simply because a school acts as a purchasing agent.  Goods and services sold or leased to students by an educational institution will be taxable in the normal way.  Taxable activities include:
¨	the food component of boarding fees and food and school tuck‑shop sales;
¨	school uniforms and bus services;
¨	fees charged for equipment hire; and
¨	sales of goods for fundraising purposes.
¾	If fundraising is done by an organisation below the threshold for registration ($100,000 for non‑profit bodies) the GST will not apply to the sales.
The Prime Minister also stated in a letter dated 24 September 1998 to the Australian Vice‑Chancellors’ Committee:
‘…tuition includes all activities…as part of providing tuition.  Thus research and scholarship activities of universities and school provided services which contribute to the achievement of the National Goals of Schooling are all GST‑free.’
‘A distinction is drawn between boarding accommodation provided at schools for school‑age students and accommodation at tertiary institutions because the latter directly competes with accommodation provided outside the institution.’
‘Courses which are preparatory to the educational courses which are GST‑free are also GST‑free.  …It is not necessary that a student actually take out a certificate or a qualification provided that the tuition provided could contribute to such a certificate or qualification…’
‘…overseas students studying in Australia will not pay GST on education services which are GST‑free for Australian students.’
In its policy document, Tax Reform: not a new tax, a new tax system, the Government said that the precise range of recognised institutions and courses that qualify as GST‑free will be finalised following advice from the Tax Consultative Committee.
The Committee’s framework for assessing the scope of GST‑free education
In its policy document the Government provided the rationale for making educational services GST‑free.  It stated that:
‘Like health and medical care, education receives significant government assistance.  Public primary and secondary education is provided free of charge and significant assistance is given to private schools and tertiary and vocational education.  Applying the GST to education would discriminate against private providers.’
This also accords with the Committee’s Terms of Reference, which requested it to:
‘…ensure the tax system minimises any discrimination between private and public provision of goods and services in the GST‑free areas.’
Many submissions argued that education was a ‘public good’ and on this basis alone should receive special tax treatment.  The Committee, while recognising the ‘merit’ argument, chose to focus on the level ‘playing field’ guidelines given to it by the Government.  Its recommendations are framed in the context of the necessity to ensure that recognised public and private providers of educational goods and services are equitably treated.
Key issues for consideration
A mechanism for defining GST‑free courses and institutions
The Committee did not accept the proposal by a number of organisations that some form of ‘blanket’ GST‑free status be granted with reference to a class of institution, including the desire by some organisations that such institutions be exempted from having to pay GST up‑front on their purchases (or inputs) as is the case under the current Wholesale Sales Tax provisions.  As noted earlier, to do otherwise would run counter to the Committee’s Terms of Reference and the overall design of the GST, where tax is levied at each point in the supply chain and where those entities who are GST‑registered are then able to claim a tax credit for the GST paid on their inputs.
In determining the scope of GST‑free courses and institutions, the Committee has taken the approach that it is most desirable, where possible, to use existing legal definitions and to add to these to the extent necessary.  Such an approach is more likely to result in the Government receiving recommendations which are in a form that is readily transferable into legislation.  It also adds to simplicity and clarity in understanding the Committee’s recommended scope of GST‑free education.
After due consideration, the Committee came to the view that an appropriate way to define the scope of many of the courses and institutions qualifying for GST‑free treatment is by reference to the Education Minister’s Determination of Education Institutions and Courses under Subsections 3(1) and 5(D) of the Student Assistance Act 1973.
The Minister for Education, Training and Youth Affairs Minister retains the power, under the Student Assistance Act 1973, to make determinations identifying approved education institutions and courses.  These determinations are referred to in the Social Security Act 1991 to identify courses which qualify for particular types of assistance (for example, Youth Allowance).
The Determination defines the following classes of educational institutions:
¨	Secondary Schools  Government schools or non‑Government schools (excluding private‑for‑profit schools) that are recognised by the Government;
¨	Special Schools  as for secondary school but conducted for students with a disability;
¨	Technical and Further Education (TAFE) institutions  an organisation or training institution registered by the State or Territory in accordance with the Australian Recognition Framework to provide vocational education and training and conducted by a Government authority;
¨	Higher Education Institutions  recognised under specified parts of the Higher Education Funding Act 1988;
¨	Non‑Government Higher Education  not listed in the relevant parts of the Higher Education Funding Act 1988 but recognised by the State or Territory Government; and
¨	Non‑Government Registered Training Organisations  organisations or training institutions registered by the State or Territory in accordance with the Australian Recognition Framework to provide vocational education and training and not conducted by a Government authority.
In addition, the Determination provides schedules of types of courses that are to be considered approved secondary or tertiary courses conducted in approved educational institutions.  In general, the approved courses rely on accreditation by the relevant State or Territory registration authority.  The Determination specifically excludes ‘hobby’ and ‘leisure’ courses.
The Determination also covers English as a Second Language, Adult and Community Education, bridging, preparatory and remedial literacy and numeracy courses provided they are accredited with the relevant State or Territory accreditation authority and are not classified as ‘hobby’ courses.  This State and Territory registration and accreditation process is a tested and accepted mechanism for ensuring the value and quality of courses around Australia.
While the Determination forms a useful basis for defining those courses and institutions which should attract GST‑free treatment, the Committee has identified additional courses and institutions warranting GST‑free treatment.
Institutions and courses not included in the Determination and which would need to be included in the GST legislation, or brought within the ambit of the Determination, include:
¨	recognised kindergartens, pre‑schools and primary schools;
¨	private‑for‑profit schools delivering curriculums recognised by the relevant State/Territory Education Department;
¨	special education centres;
¾	These centres cater to the severely disabled and their prime focus is on providing therapeutic assistance but they also offer some educational instruction which might be either curriculum‑based or preparatory to schooling.
¾	Government and non‑government centres are defined in Schedule 9 to the State Grants (Primary and Secondary Education Assistance) Act 1996.
:	Government centre means a place conducted by or on behalf of the Government of a State at which special education is provided.
:	Non‑government centre means a place in a State that provides special education, is conducted by a non‑government body, is not conducted for profit, and is not a school.
¨	Masters and Doctoral level courses and other post‑graduate qualifications from recognised universities; and
¨	English language courses for overseas students (for example, those provided by ELICOS centres), or combination English language and other courses for overseas students provided by an approved provider accredited to provide English language courses to overseas students by the designated State or Territory authority.
Other issues
In considering the application of GST‑free treatment to the education sector, the Committee has formed the view that, as a necessary adjunct to this, some additional definitional issues need to be addressed.  These include:
¨	the definition of ‘tuition’, including consideration of how private tuition should be treated;
¾	This includes consideration of the extent to which the concept of ‘tuition’ should encapsulate a limited range of materials which are used in the process of teaching and delivering a course of study.
¨	the definition of ‘boarding school accommodation’.
Other issues that arose during the course of the Committee’s deliberations included how a GST should apply to:
¨	research and scholarship activities within educational institutions;
¨	Block Grant Authorities in the non‑government school sector and School System Authorities in the government and non‑government school sector;
¨	professional development activities; and
¨	the compliance impact on the educational sector.
Defining ‘tuition’
The Committee recommends that the GST‑legislation reflect the notion that ‘tuition’ provided by an educational institution extends to include any activity undertaken by the educational institution which occurs during the delivery of a course and is directly related to the curriculum.  This would include goods and services (as listed below) for which no GST would be payable, even if a separate charge is made in respect of these:
¨	teaching the course;
¨	activities associated with the course, such as library and computer access; and
¨	course materials such as photocopied educational materials, taped lectures, lecture notes.
The Committee considered the issue of the tax treatment to be given to the supply by the institution of goods that are necessarily consumed or transformed as part of the course.  Because of the difficulty in defining such items, a proposal was put before the Committee to impose a tax‑free threshold for such materials.  While the Committee is aware that the Government is concerned to avoid the situation where students can access goods GST‑free simply because they are supplied by an educational institution, the Committee was not attracted to this proposal.
Accordingly, the Committee recommends that materials which are essentially consumed as a part of the activity of undertaking an approved course of study and which are integral to the teaching of that course of study should be GST‑free.
¨	Examples of such materials would be the provision of cooking ingredients in a home economics class or the supply of wood in a manual arts course.
The Committee notes the Government’s intention that items provided by the institution as part of the tuition fee (for example, textbooks, computers etc), and which become the property of the student, and which would attract GST if purchased or leased elsewhere, would be taxable.
The Committee considered a number of other related matters requiring consideration.  It recommends that activities associated with the following be GST‑free:
¨	the assessment and issuing of qualifications relating to the course;
¨	curriculum related field trips and excursions;
¾	This would apply to payments for primary and secondary school excursions (including travel but excluding the food component) and to tertiary excursions (excluding the food and short‑term accommodation components).  Both must directly relate to the curriculum being undertaken.
:	The Committee rejects the notion that GST‑free status not apply to those field trips and excursions undertaken outside the school term as many of these are in furtherance of the curriculum.  
:	However, again the Committee is cognisant of the Government’s concern that activities not be GST‑free simply because a school acts as a purchasing agent.  To this end, the Government should make clear to schools that this is the intent of the policy, and should ‘non‑educational’ activities be arranged, then GST is payable.
¨	compulsory administrative charges, including general service fees (other than fees for membership to an association); and
¨	the assessment and issuing of qualifications by an organisation or education institution that is registered by the relevant State or Territory training recognition authority in accordance with the Australian Recognition Framework to provide skill recognition (assessment only) services.
Private tuition
In terms of private tuition, the Government’s policy documents are silent.  It could be argued that that private tuition should be subject to the GST because:
¨	private tuition is outside of the ‘recognised’ sector;
¨	the Government’s intention was to tax such things as private sports tuition, and private ballet and music lessons which are not necessarily curriculum‑related; and
¨	it is practically difficult for a private provider of tuition to link private tuition to the school curriculum.  That is, it would be administratively difficult for private tutors to determine whether or not the subject matter being taught is directly related to the school curriculum and it would be inappropriate to place this onus on them.
Bearing these factors in mind, the Committee has decided not to recommend that private tuition be GST‑free.  This would include private tutors operating as a business as they are outside the ‘recognised’ sector.
This approach is consistent with the approach taken elsewhere in this report  a guiding principle is whether the course or institution is accredited, or ‘recognised’.
However, the Committee considered that there may be circumstances where a recognised institution engages private tutors, for example music or sports specialists, to provide tuition within the context of the institution’s educational programs.
¨	Under these limited circumstances, the Committee concluded that such tuition should be GST‑free.  That is, if an institution engages a private tutor to deliver teaching services on behalf of the institution, the institution would pay a GST‑inclusive price to the tutor but would not pass the GST cost on to the student.
¾	The rationale for this is that it could reasonably be considered that the private tuition had been brought within the bounds of the recognised educational sector.
¨	The Committee recommends that this treatment should extend to private tuition provided within University Colleges.
¨	The Committee noted that, in relation to private tutors, the $50,000 GST registration threshold will ensure that most tutors will not need to charge GST on their services since they will not need to be registered.  In this event, they will effectively be input‑taxed, that is they do not charge tax on their supplies, and are unable to claim back GST paid on their business purchases.
Defining ‘boarding school accommodation’
The Government has distinguished between boarding accommodation at primary and secondary schools and accommodation provided by tertiary institutions (see the Prime Minister’s letter to the Australian Vice‑Chancellors’ Committee of 24 September 1998).
The basis for this concessional treatment of boarding schools is that they are often the only readily available, or acceptable, form of accommodation for school‑age students from rural and remote areas.  In contrast, older students can often choose whether to use a University College, university sponsored flats or hostels, or to board or rent in the broader community.
The Committee notes this decision of the Government and recommends that:
¨	the supply of accommodation by an educational institution, on its premises, to students of the institution, provided the institution is a recognised primary or secondary school, should be GST‑free;
¨	while accommodation provided by tertiary institutions to students undertaking a tertiary course or a post‑graduate course will be treated as residential accommodation (that is, input taxed);
¾	Educational and religious services should remain GST‑free where provided by a University College.
¨	if boarding school accommodation or university accommodation is provided to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to ordinary short term or long term residential accommodation.
The Committee also had regard to the tax treatment of rural student hostels which are specialised services catering to students from rural and remote areas.  The Committee recommends that these be GST‑free, as are boarding schools.
A rural student hostel might be defined as:
¨	a hostel in a State or Territory that is conducted by a government or non‑government body and whose primary purpose is to provide accommodation for students from rural areas who are undertaking an educational course.
For the purposes of determining GST‑free status:
¨	as for boarding schools, the boarding school element of boarding costs at an accredited rural student hostel should enjoy GST‑free status in respect of students attending primary and secondary schools recognised under the Determination and who reside in the hostel in school term time.
¾	If the hostel provides accommodation to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to other commercial accommodation.
Research activity
Some submissions were concerned that research activities undertaken within a university may be subject to GST.  However, the Prime Minister’s letter to the Australian Vice Chancellor’s Committee of 24 September 1998 made it clear that such activities will be GST‑free.
Typically such research is simply carried out and there is no ‘supply’ of this research to another agent for a ‘consideration’.  That is, the research is not sold to another party and therefore no GST is payable.  As with any other activity conducted by an educational institution, any materials or inputs purchased by the institution to enable it to perform the research, and on which GST has been paid, would attract a tax credit  as with all other GST paid on its inputs the institution could offset this against any GST it has collected in relation to its sales, or outputs.
However, research which is undertaken as part of a commercial transaction should be subject to GST.  That is, contracted research or research that results in intellectual property that is sold should be subject to GST.
¨	This general treatment in relation to research should apply equally to independent, non‑profit research institutes.
The GST will only have a net impact when there is a sale to an unregistered entity, which may include private individuals.  Where a transaction occurs between registered entities, then while GST is paid, it will simply be a credit for the entity paying the GST‑inclusive amount.  For example, a GST‑registered business (not including an input‑taxed business) contracts a university to provide research on a particular issue.  The university charges the business $10,000 for the research and an additional $1000 GST so that the business pays the university a total of $11,000.  The university remits to the tax authorities $1,000 in GST.  The business is able to claim the $1,000 it has paid in GST as an input tax credit and offset this amount against any GST it has to remit to the tax office from GST collected on its sales.  Effectively, the business pays, and the university receives, the same amount for the research that they would have done in the absence of a GST.
Block Grant Authorities and School System Authorities
As with research activities the Committee was concerned that Block Grant Authorities (BGAs) and School System Authorities (SSAs) in the non‑government school sector might perhaps be subjected to GST when they are essentially helping educational institutions in the delivery of educational services.
BGAs and SSAs are recognised under the State Grants (Primary and Secondary Education Assistance) Act 1996.  Some are individual body corporates under Corporation Law.  A prime purpose of each is to make payments to schools within their responsibility.
The application of the GST to these bodies will, in part, depend on their structure.  The Committee recommends as follows:
¨	should these bodies and the schools they service be separate legal entities then they would register separately for GST purposes.  All the educational services they provide will be GST‑free.  However, where these organisations engage in commercial transactions, these will be GST liable; or
¨	if in the event the relevant body and a school are considered to be a single entity for GST registration purposes then GST does not apply to internal transactions which may be carried out for internal accounting purposes only.
Professional recognition and development activities
The Committee also considered the GST status of professional recognition and development activities.
The professions in Australia may be considered in two groups, those that are registrable by a State or Territory regulatory authority and those that are self‑regulated.
Registrable professions include those such as medicine, nursing, law and architecture and registration is generally reserved for those professions where there is a need to protect public rights, safety or health.
The unregulated professions are generally not covered by specific State or Territory legislation, but there may be a degree of self‑regulation imposed by a professional association.  The typical example of the latter is engineering where an engineer does not have to be a member of the Institution of Engineers (Australia) in order to practice, but most employers impose IE (Aust) membership as a requirement for employment.  Other professional bodies, such as the Australian Computer Society exert less influence over the employment market.
Professional recognition
Education and training requirements for the registrable professions generally require a university, or in some cases, a TAFE degree or diploma.  There are instances, particularly in medicine and law, where practice in a specialty is further regulated by additional education or training.  For example, in the case of medicine, a doctor may only be recognised as a surgeon under the Medicare arrangements if he or she has completed the examinations and been admitted to the Royal Australian College of Surgeons.  In law, a law graduate may work in general employment, but will only be admitted to practice if they have completed a practice training course provided by a university or private provider.
Professional development
In the case of the unregulated professions, the professional bodies may insist on the completion of professional development units in order to maintain membership.  Such units of study may include employment experience, non‑award courses or tests administered by the professional association or a private provider, or award courses administered by a university or TAFE on behalf of the professional association.  In a small number of cases, such as engineering and some homeopathic professions, there is an increasing acceptance of the need for specialist training in order to work in selected activities that have implications for public safety even though no formal registration Act is in place.
Professional qualifications which are not obtained by completing a recognised course in a recognised educational institution will not qualify for GST‑free status.
There are then, two broad types of professional development activity:
¨	the first may be classified as pursuit of qualifications in order to enter a profession; and
¨	the second may be more of the nature of maintaining skills.
¾	In many instances, expenses associated with these activities are receiving concessional treatment through the income tax system.  Where such activities incur GST and are borne by a business the GST paid can be claimed as an input tax credit.
Further, the Government made it clear that it wished to tax short occupational courses.
Having considered the issues the Committee felt that recommending special provisions for professional development activities would be beyond the scope of the policy as set out by the Government.  The Committee has been required to draw the boundaries of GST‑free education and in doing so has relied on the formal educational institution framework.
Compliance impact
The Committee is concerned that, as with businesses, the education sector will experience additional costs associated with the implementation of a GST and there will be additional compliance costs.
In terms of equitable treatment with the private sector, for which the Government has earmarked some $500 million, the Committee feels that the education sector should also share in this pool of funds.  To do otherwise may result in valuable resources being diverted from the delivery of education services.
The Committee is mindful of the additional compliance costs institutions may face should those institutions have a significant mix of input‑taxed, GST‑free and taxable activities.  These costs could be minimised if an institution is allowed to claim credits on the basis of a simple apportionment rule whereby the institution claims credits based on the proportion of its total activities which are not input‑taxed.
Some submissions advocated raising the $100,000 GST‑registration threshold applying to parent associations.  Consideration of this issue was outside the Committee’s Terms of Reference.
To help minimise the compliance costs of the GST, the Committee recommends that where an organisation has no income tax liability, such organisations be allowed to account for the GST on the same basis as they maintain their accounts.
Conclusions
The Committee is satisfied that its recommendations in relation to the application of a GST to educational services represent a comprehensive and workable framework for the Government to implement its taxation policy.
In arriving at its recommendations the Committee has had due regard to the Government’s overall policy intentions and believes that its proposals:
¨	will ensure the tax system minimises any discrimination between the private and public provision of goods and services in the education sector;
¨	represent a simple and clear application of a GST to the education sector; which
¨	will help to minimise the resulting compliance and administrative costs.
The Committee believes that the Government should be aware that the GST treatment of education may need to be reviewed from time to time and the Committee believes that there should be scope for necessary changes to be made as the need arises.  This will be inevitable as the education sector is in a constant state of evolution.
Recommendations
The Committee recommends:
¨	That courses and institutions qualifying for GST‑free treatment be determined by reference to, but not limited to, the Education Minister’s Determination of Education Institutions and Courses under Subsections 3(1) and 5(D) of the Student Assistance Act 1973.
¨	In accordance with the Determination GST‑free treatment to apply to:
¾	recognised secondary schools;
¾	recognised special schools;
¾	recognised Technical and Further Education institutions;
¾	recognised Higher Education institutions;
¾	recognised Non‑government Higher Education institutions;
¾	recognised Non‑government Registered Training Organisations;
¾	approved Secondary or Tertiary courses conducted in approved educational institutions.  In general, the approved courses rely on accreditation by the relevant State or Territory registration authority;
¾	accredited vocational educational and training courses excluding recreation leisure and personal enrichment courses activities, or ‘hobby’ courses;
¾	English as a Second Language, Adult and Community Education, bridging, preparatory and remedial literacy and numeracy courses provided they are accredited with the relevant State or Territory accreditation authority and are not classified as ‘hobby’ courses.
¨	In addition to those institutions and courses identified by the Determination, additional legislative provisions should be made so that GST‑free treatment apply to:
¾	recognised kindergartens, pre‑schools and primary schools;
¾	private‑for‑profit schools delivering curriculums recognised by the relevant State/Territory Education Department;
¾	recognised special education centres;
¾	recognised Masters and Doctoral level courses; and
¾	English language courses for overseas students, or combination English language and other courses for overseas students provided by an approved provider accredited to provide English language courses to overseas students by the designated State or Territory authority.
¨	The GST legislation needs to reflect the notion that ‘tuition’ provided by an educational institution extend to include any activity undertaken by the educational institution which occurs during the delivery of the course and is directly related to the curriculum.  This would include:
¾	teaching the course;
¾	activities associated with the course, such as library and computer access;
¾	course materials such as photocopied educational materials, taped lectures, lecture notes;
¾	the supply by the institution of goods that are necessarily consumed or transformed as part of the course;
¾	the assessment and issuing of qualifications relating to the course;
¾	curriculum related field trips and excursions;
:	This would apply to payments for primary and secondary school excursions (including travel but excluding the food component) and to tertiary excursions (excluding the food and short‑term accommodation components).  Both must directly relate to the curriculum being undertaken.
¾	compulsory administrative charges, including general service fees (other than fees for membership to an association); and
¾	the assessment and issuing of qualifications by an organisation or education institution that is registered by the relevant State or Territory training recognition authority in accordance with the Australian Recognition Framework to provide skill recognition (assessment only) services.
¨	That private tuition be taxed except where a recognised institution, including University Colleges, engages private tutors, for example music or sports specialists, to provide tuition on behalf of the institution.
¨	In terms of accommodation:
¾	the supply of accommodation by an educational institution on its premises to students of the institution, provided the institution is a recognised primary or secondary school, be GST‑free; and
¾	accommodation provided by tertiary institutions to students undertaking a tertiary course or a post‑graduate course is to be treated as residential accommodation (that is, input taxed);
:	Educational services should remain GST‑free where provided by a University College.
¨	If boarding school accommodation or university accommodation is provided to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to ordinary short term or long term residential accommodation.
¨	The GST‑free status of rural student hostels to be:
¾	as for boarding schools, the boarding school element of boarding costs at an accredited rural student hostel should enjoy GST‑free status in respect of students attending schools primary and secondary schools recognised under the Determination and who reside in the hostel in school term time.
:	A rural student hostel might be defined as a hostel in a State or Territory that is conducted by a government or non‑government body and whose primary purpose is to provide accommodation for students from rural areas who are undertaking an educational course.
:	If the hostel provides accommodation to a person who is not undertaking a GST‑free education course, then this accommodation should be treated on the same basis as that applying to other commercial accommodation.
¨	In terms of equitable treatment with the business sector for which the Government has earmarked some $500 million, the Committee feels that the education sector should share in these funds.
¨	In the case of institutions which have a mix of taxable and non-taxable activities, the Government consider introducing a simple apportionment rule whereby the institution claims credits based on the proportion of its total activities which are not input‑taxed.
¨	The Committee assumes that the GST‑registration threshold of $100,000 which applies to non‑profit organisations, such as parents and citizens associations, will be reviewed from time to time by the Government.
¨	To help minimise the compliance costs of the GST, the Committee recommends that where an organisation has no income tax liability, such organisations be allowed to account for the GST on the same basis as they maintain their accounts.
¨	Independent non‑profit research institutes be entitled to the same treatment as universities with regard to their research activities.
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Chapter 6
Religious Services
The Government’s Policy
The Government announced in Tax reform: not a new tax, a new tax system that:
‘Religious services will be GST‑free.  Churches and other institutions that supply religious services will not charge tax on those services and will be able to claim input tax credits for tax paid on their inputs.’
It was further announced that items for private use in devotion will be taxable.  The precise range of religious services that qualify as GST‑free would be for the Committee to consider.
The Committee’s framework for assessing the scope of GST‑free religious services 
The Committee notes that its Terms of Reference requires it to ensure business and charitable organisations are treated on an equivalent basis where they provide similar goods and services on a commercial basis to consumers.  The Committee considers this principle should equally apply to religious institutions providing religious services.  However, the Committee considers that where the services provided are purely religious and there is no commercial equivalent, then it would be appropriate for this to be GST‑free.
Key issues for consideration
Ensuring business and religious institutions are treated on an equivalent basis
Where a religious institution conducts any commercial activities, the Committee was satisfied that these activities should be subject to GST.  In considering when GST should apply, the Committee considered that they should not have regard to the purpose of the sale, as it is the nature of the activity itself that is relevant for GST purposes.  Examples of commercial activities that a religious institution may undertake include hire of church facilities to other organisations, operating book shops and running fundraising events such as cake stalls and concerts.  Clearly, to the extent that these activities compete with commercial entities, and are conducted by registered organisations, they should be subject to the GST.
However, there are a range of services where the result is not as obvious.
For example:
Marriage ceremonies can be conducted by authorised religious practitioners or by licensed marriage celebrants.  Both services are likely to be provided for a fee and both services include a civil element.
Fees for the marriage service may include hire of facilities, flower arrangements, music, reimbursement for the practitioner or celebrant’s travel expenses, and a fee for meeting the requirements of the Marriage Act.  If a religious practitioner conducts the service, the fee may also be for the religious service that is provided in addition to the civil or secular services.
It is the Committee’s view that the civil or secular element of these services should have equivalent treatment under the GST so as not to discriminate between religious and non‑religious service providers.  They both should be subject to the GST.  
A further example deals with religious retreats.
A person with religious beliefs may attend a religious retreat to pray, study religious texts and undertake other activities that are integral to the practice of their religion.  Where a fee is charged for attendance at the retreat, the fee may cover the cost of religious instruction or services as well as the cost of accommodation, food and transport.
In such a case, it would be up to the religious institution to determine how much of the fee is for the religious services and how much for the other, secular elements.  The religious service component should be GST‑free while the remainder should be subject to GST.
Definition of religious services
The Committee considers the definition of religious services is intrinsically linked to the notion of a religious institution.  The term ‘religious institution’ is used in other instances in the tax law, both at Federal (income tax) and at State (payroll tax) level.
¨	The meaning of the term ‘religious institution’ was considered in the Scientology case (The Church of the New Faith v Commissioner of Pay‑roll Tax (Vic) 83 ATC 4652).
¾	This decision suggested that the criteria of religion are twofold:
:	belief in a supernatural Being, Thing or Principle; and 
:	the acceptance of canons of conduct in order to give effect to that belief.
Taking into account the above and the Committee’s guiding principle that the GST should not introduce a competitive advantage for any sector, the Committee recommends that the definition of a religious service should be a service provided by a religious institution, which is:
¨	integral to the practice of that religion, and
¨	is not of a kind ordinarily delivered by a non‑religious organisation.
Impact of GST on religious institutions
The Committee has been advised that religious institutions will have the option of registering for the GST, even if they do not meet the specified turnover threshold.  Once a religious institution registers for GST, the institution can claim credits for GST paid on all inputs, even if no ‘sales’ are generated.  The Committee felt that this is quite concessionary, especially when compared with the existing WST arrangements.
Where religious goods, such as bibles, prayer candles, religious images and so on, are purchased by a religious institution, the religious institution will claim input credits for any GST paid on those inputs.  Where religious goods are purchased by an individual, however, those goods will be subject to GST.  Where a religious institution operates a library and charges a fee for the loan or hire of items from the library, those charges will be subject to GST.
Donations and offerings would not be subject to GST as the donation or offering is not a payment in return for the supply of a good or service.
The Committee recognises that there will be some onus on the administrators of religious institutions to ensure proper self‑assessment on the GST‑free religious services they provide.
Conclusions
A significant proportion of religious services is provided free of charge.  The Committee understands that one reason the Government decided to allow religious services to be GST‑free is that it is reluctant to impose GST on the relatively few instances where fees are charged for such services.  In addition, as there is no commercial or secular equivalent of a religious service, as defined above, there is no competitive neutrality to be preserved between religious and commercial or secular suppliers of the service.
Where there is a secular element to the service which is being charged for, such as the civil element of a marriage service, then, consistent with the Government’s policy and with the Committee’s Terms of Reference, the Committee considers it must recommend those elements should be subject to the GST.
Where services are provided by a religious institution and by a secular organisation, both services will be subject to GST, excluding the religious service element which can only be provided the religious institution.
Recommendations
The Committee recommends that religious services be GST‑free where they are:
¨	provided by a religious institution; 
¨	integral to the practice of that religion; and
¨	not of a kind ordinarily delivered by a non‑religious organisation.
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Chapter 7
Non‑Commercial Activities
of Charities
The Government’s policy
The Government announced in Tax Reform: not a new tax, a new tax system that non‑commercial supplies of goods or services by certain charities and public benevolent institutions would be GST‑free.  However, to avoid unfair competition, their commercial activities will be taxed.  While the Government’s intention to have the Committee consider the precise meaning of the term ‘non‑commercial supplies’ does not appear in the main document, the associated published Fact Sheet number 223 notes that non‑commercial activities of charities would be GST‑free, provided the charities are eligible for income tax deductibility.
¨	Whilst the Committee has confined its recommendations to gift deductible charities, consistent with its terms of reference, the Committee considers that this has the potential to create some anomalies between those charities that have gift deductibility and those that do not.  These issues may need to be further considered by the Government at a later stage.
Fact Sheet 223 goes on to note that commercial activities of these bodies will be subject to GST to avoid unfair competition with other businesses.  For example, sales by a charity bookshop selling new books on a commercial basis to the public will be subject to GST in the same way as sales from other bookshops.
The Committee’s framework for assessing the scope of GST‑free services by charities
The distinction between commercial and non‑commercial activities is not a simple one, if taken in isolation.  On the one hand, it might be argued that things that are ultimately done in pursuit of a benevolent end thereby lack a commercial purpose, even if they result in a profit in a commercial or accounting sense.  On the other hand, the fact that goods are sold or services provided at a price, as businesses do, creates a commercial activity, notwithstanding that any profit is ultimately directed not to the proprietors of the business, but to charitable ends.
The Committee notes that many of the submissions it has received tend to support the former approach.  A number of submissions put the proposition that all charitable and income generating activities of charities should be GST‑free simply because the funds raised are re‑invested in the community.
However, Government policy on the GST makes it clear that the ultimate purpose or end of an activity is not the determinant of the commercial/non‑commercial distinction.  The bookshop example given above makes it clear that, although the profits from the bookselling activity may be directed towards charitable ends, that activity does not become GST‑free, if it is the kind of activity that may be conducted by others as a business for profit.  However, the Committee considers that where the services provided have no commercial equivalent, then it is appropriate for them to be GST‑free.
Many charities operate businesses that provide employment for people with intellectual or physical disabilities.  The businesses providing ‘sheltered’ employment are many and varied and include: marine supplies, manufacture of textile products, garden supplies and wholesale nursery, packing, instant printing, contract packaging (eg shrink wrapping and blister packing), mailing (eg envelope insertion, labeling and folding), laundry services and leisure furniture manufacture.  As noted in Chapter 4, the Committee considered that sales from these enterprises should be subject to GST.  However the Committee was particularly concerned about the possible impact of the GST on ‘sheltered workshop’ services, and noted that the impact should be monitored and that Governments give careful consideration to providing additional compensatory assistance if necessary.
In a number of submissions, charities argued that these activities are charitable, not commercial, because their prime objective is to provide a service to disabled people and not to raise revenue.  However, the Committee’s view is that, when goods and services supplied by charitable businesses are supplied at commercial rates and are competing against other businesses, then those goods and services should be subject to GST.
It is worth noting that many of these businesses sell goods or services to other businesses.  Where goods or services are supplied to businesses registered for GST, then there would be no disadvantage for the charities if GST was imposed on the sale of these goods and services as the purchasers would be able to claim credit for the GST paid.  It would also be simpler for their customers if GST was included in their prices as the business customers would not need to distinguish between GST‑inclusive and GST‑free goods when completing GST returns.
The Committee notes that in Tax Reform: not a new tax, a new tax system and other public announcements, the Government has made it clear that a charity for GST purposes is a body that is eligible to receive donations for which the donor is entitled to income tax deductions.  The Committee has therefore not examined the definition of ‘charity’ for GST purposes.
The Committee recognises that certain aspects of the GST may impinge on charities’ ability to fund services.  For example, a number of submissions received from the charitable sector highlight concerns about the cost to charities of becoming familiar with and developing internal processes for administration of the GST.  The Committee regards these impacts as establishing grounds for a legitimate call on the pool of funds that the Government has set aside for small and medium businesses to upgrade their recording keeping for GST purposes.
Key issues for consideration
The nature of the activities of tax deductible organisations
The Committee received a large number of submissions, outlining the extensive range of activities undertaken by the charitable sector.  While charities engage in substantial fundraising activities, they do so only to fund their benevolent activities.
Outlined below as background are brief descriptions of benevolent activities undertaken by these organisations, as well as their commercial activities.  Of course, given the size of the charitable sector, these will not be an exhaustive statement of categories of people helped or of services provided by the charitable sector.
Benevolent activities
Benevolent activities seek to help people in numerous categories including:
¨	aged people suffering from dementia; 
¨	at‑risk children (such as children suffering physical or sexual abuse, and the children of substance abusers);
¨	disabled people and their families;
¨	disadvantaged children (such as those in low income families);
¨	families in crisis;
¨	frail aged;
¨	homeless people; people living in remote communities;
¨	people affected by natural disasters; people suffering from mental illness; people suffering from long term illness;
¨	people on very low incomes;
¨	problem gamblers;
¨	substance abusers;
¨	the unemployed; and
¨	victims of domestic violence.
Services provided include:
¨	advocacy (such as lobbying governments on behalf of disadvantaged sectors of society);
¨	aged care;
¨	counselling and support;
¨	crisis and longer term supported accommodation;
¨	disaster relief (such as, drought and flood relief in various forms, both domestically and internationally);
¨	drop‑in centres;
¨	employment services (such as job searching and sheltered employment);
¨	financial assistance;
¨	food and clothing;
¨	home visits;
¨	information services (such as providing information for the charity’s particular client groups);
¨	life skills education;
¨	nursing services;
¨	palliative care; research (such as research into major causes of illness in the community); and
¨	respite services for individuals and families.
Many of these activities will be provided at no cost, so no question of GST arises.  However, as described in Chapter 3, notwithstanding the lack of a taxable supply, organisations will be entitled to credits for tax paid on inputs to all these activities.
Commercial activities
Charities also undertake various activities to raise funds to support their benevolent activities.  These include business‑like activities such as running conference centres, bookshops, selling greeting cards and operating farms, as well as fund raising through raffles.  (The Committee notes that donations, not being payments in return for goods or services will not be subject to GST).
When a charity provides (for example, sells) charitable goods or services at a commercial price, those goods or services should be subject to GST.  However, on some occasions the charity provides goods or services at a price that is so nominal that it is effectively given away.  In this context, it would be a strange result to regard the provision of goods or services at a nominal or perhaps even voluntary charge, as commercial supplies.
Opportunity shops
An activity commonly undertaken by charities is the running of Opportunity Shops.  A significant proportion, and possibly all, of the goods sold in these shops have been donated to the charities as second‑hand goods.
Submissions received argue that these shops are not truly commercial ventures.  As the prices are set because the stock has been donated, the goods are being disposed of well below any commercial price.  The shops are effectively an extension of charities’ welfare services by providing good quality used clothing and household items at an affordable price to people of limited means.  These sales should be GST‑free.
In addition to selling donated clothing through Opportunity Shops, many charities reprocess unwanted clothing and clothing not suitable for sale into industrial rags.  Some charities take this recycling further by reprocessing material waste into blankets, domestic and industrial cleaning cloths, insulation products and carpet underlay.  Most of these products are sold to other businesses rather than direct to final consumers.  Therefore these sales have a much more significant commercial flavour, and so the Committee considers such sales should be subject to GST.
That is, goods that are reprocessed should be subject to GST because the reprocessing effectively creates new goods.  For example, clothing that has been cleaned and repaired before sale would be GST‑free while clothing that has been recycled into industrial cleaning rags would be subject to GST.
Further to this issue, the Committee considered whether or not the sale of unwanted or abandoned animals by animal welfare agencies should be treated the same as donated second‑hand goods under the GST.  The Committee considered that such sales should be considered equivalent to sales of donated used goods, and so should be GST‑free.
Sales by charities of donated new goods would be subject to GST.  This is to maintain neutrality between charitable and commercial suppliers.
Fee for service
Several submissions expressed concern over the possible GST treatment of fees for service.  Many charities derive some degree of income from charging fees for service, including fees for accommodation services.  Fees for service rarely if ever attempt to cover the full cost of the service.  Rather, the fees are seen as a contribution towards costs incurred, a means of ensuring that individuals recognise that services do come at a cost, or a means of making charity acceptable to the dignity of the recipient.  Charities claim that full cost recovery is often not feasible in the light of the financial resources available to those seeking assistance.
The Committee acknowledges the range of charitable activities that raise money and yet are not fundraising or commercial activities.  An example of such a service that was discussed by the Committee is that of a women’s refuge.


Case Study:  women’s refuges
Women’s refuges provide emergency short term accommodation to women in need.  The accommodation may be charged at up to 25 per cent of the woman’s income.  The women using these services often have young children that need to be accommodated with them.
When the women have children with them, shared accommodation, of the like found in backpacker hostels, is not appropriate for them as they require privacy and a certain amount of space to themselves as a family unit.
If the woman was seeking short term accommodation in the commercial sector, then, on the basis of accommodation alone, the equivalent service would be a room in a hotel.  Such a room would be financially out the reach of the average woman seeking assistance at a refuge.
The service provided to clients of women’s refuges is not limited to accommodation but will often include counselling, advocacy and information services, as well as financial assistance.

In situations like that of the women’s refuge, because a whole package of services are provided in addition to the accommodation, there are no implications for competitive neutrality between charitable and commercial providers, unless the charge for the accommodation itself is close to that available elsewhere.  The Committee would therefore recommend that such services be provided GST‑free, where are fees charged at ‘non‑commercial’ rates.
The Committee considers that a fee that is less than 50 per cent of the normal market price is not commercial.  Therefore, where a charity charges a fee for a supply that is less than 50 per cent of the normal market value (that is, a ‘sale’ or discounted price is not considered to be ‘normal’ market value for these purposes), that supply will be GST‑free.
Volunteers
It is clear that volunteers are vitally important to charities in their service delivery and administration.  While some organisations attempt to put a dollar value on the contribution made by volunteers, it would not be appropriate for such valuations to be included in any calculations relating to a GST.  This is because it would be extremely difficult to devise a simple, consistent and fair value for time.  It would also create pressures for individuals to be able to claim income tax deductions for volunteer time and other expenses incurred while performing unpaid work.
Other issues
Various submissions raised concerns about the general operation of the GST as they relate to charities.  Such concerns included whether charities would be eligible to receive input credits where they made no sales, whether services provided free of charge would be subject to GST, the GST treatment of contracted services, sponsorships, donations, Government grants, fundraising activities and membership fees.
Input tax credits depend upon the entity being registered
One of the most common misunderstandings of the GST was the impression that eligibility to receive credit for GST paid on inputs was dependent upon the input being used in a GST‑free activity, or being somehow incorporated into something that is sold.  This is incorrect.  The Committee has been advised that entitlement to input credits arises from the fact that a registered entity has purchased goods or services for use in their activities.  For example, the GST included in the price of blankets purchased by a charity, that is totally funded by donations, and then given away to a recipient, will still be creditable to the charity.
GST applies to the price paid
The Committee understands that a basic principle of the GST is that GST is only imposed on the price paid for goods or services.  Where goods or services are given away, then aside from any tax avoidance issues, there will be no GST implications.
Contracted services
The GST will only have a net impact when there is a sale to an unregistered entity, which will include private individuals.  Where a transaction takes place between registered entities, for example, between a GST registered charity and the Government, then even though GST is paid, it will simply be a credit for the Government.
For example, a government might contract with a charity to provide employment services.  The charity will need to include GST in the bill they charge the government.  The charity will need to remit to the Tax Office the GST payable by the government.  The government will be entitled to a credit for the GST paid for the employment services provided by the charity, as that is simply another input to its activities.  So if there were $20,000 worth of employment services, the charity would charge $22,000, the government would pay $22,000 and the charity would remit $2,000, leaving it with $20,000.  The government would get a credit of $2,000 leaving it with net outgoings of $20,000.  Therefore, the net position of both the government and the charity is the same as if there were no GST.
Sponsorships are subject to GST
Sponsorships in the usual sense are payments for services.  That is, sponsorships are payments in return for the service of advertising or other benefits.  However, because a sponsorship transaction will typically take place between two registered entities, the impact of the GST will net out as in the example above.  That is, if a business sponsors a charity then the charity will need to remit GST on the amount of sponsorship provided.  But the business will get a credit for that amount.  So if the sponsorship was worth $10,000, the business would pay $11,000, the charity would pay $1,000 tax, and be left with $10,000.  The business would be entitled to a credit of $1,000 and so be in the same position as if they had provided sponsorship of $10,000 pre‑GST.
A number of submissions from charities wanted sponsorships in the charitable sector to be GST‑free.  However, this would provide an incentive for business to direct its advertising through charitable entities.  The concern of the charitable entities seemed to rest on a belief that if GST was payable on sponsorship, then the attraction of using the charity as an advertising vehicle would be reduced.  This, however, is incorrect.  All sponsorships will be subject to GST, and so the attractiveness of using a charitable entity as compared with another entity will not be affected by the GST.  Moreover, the net financial position of the sponsor will not be affected because the transactions will be taking place between two GST‑registered entities.
Donations are not subject to GST
Unlike sponsorships, donations are not payments in return for goods or services.  Therefore they do not come into the GST system and no GST is payable upon the receipt of genuine donations.
Government grants
Similarly, government grants are not payments in return for goods or services and so remain outside the GST.  However, some payments by governments are called grants but are in fact payments for providing specified services.  In these cases, they will be subject to GST, but where the recipient is a registered entity, the transaction will be one between two registered entities and so will have no net GST implications.
Fundraising activities will be subject to GST
Fundraising activities by all registered entities will be subject to the GST.  A general tenet of the GST is that the supplier should not need to know the status of the recipient and should not need to know the purpose of the supply.  All that matters is that the supply is for consideration and then, generally, GST is paid on the consideration.  
Memberships will be subject to GST
A number of submissions from charities argued that memberships to their organisations and similar organisations should not be subject to GST.  The Government has determined that membership fees are payments in return for services.
Recommendations
The Government has determined that the commercial activities of charities will be subject to GST to avoid unfair competition with other businesses.
In determining the appropriate line for non‑commercial activities, the Committee has decided that it is not the purpose of the activity but the nature of the activity itself that is important.
Accordingly, the Committee recommends that the Government adopt an approach that defines a ‘non‑commercial’ supply by a gift deductible body as:
¨	a supply of donated second‑hand goods, or
¨	a supply that is for nominal or insubstantial consideration.
‘Nominal or insubstantial consideration’ is a payment of a price that is less than 50 per cent of the normal market value of the supply.
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Chapter 8
Motor Vehicles  Transitional
Arrangements
The Committee has been asked to consult on specified transitional arrangements relating to motor vehicles.
The Government announced in Tax Reform: not a new tax, a new tax system that in order to minimise disruption of the motor vehicle market, input tax credits would be phased in for motor vehicles over a two year period.  In the first year of the GST’s operation certain businesses would be denied input tax credits for new motor vehicle purchases.  In the second year, half the value of input tax credits would be denied.  In the third and subsequent years full input tax credits would be allowed.
The Committee has examined the impact the transitional arrangements as announced are likely to have on the motor vehicle market.  The Committee has also considered a number of other options for smoothing the transition.  The Committee has sought the assistance from the Secretariat in providing revenue estimates of the alternate measures.  Treasury has confirmed that these revenue estimates are consistent with the methodology employed in Tax Reform: not a new tax, a new tax system and are included in the body of the chapter.  The Treasury estimates assume that the pattern of motor vehicle purchases are unaffected by price changes.  Therefore the revenue estimates contained in this chapter are only indicative as it is expected that price changes would have some effect on the quantity of motor vehicles purchased.
In coming to its conclusions, the Committee has been conscious of the need to analyse the motor vehicle market in a holistic fashion.  In particular, the Committee believes that further consideration needs to be given to the interaction of the new and used motor vehicle markets.
The Committee recognises the Government’s policy of removing taxes imposing costs on business.  Central to that policy is the removal of WST on goods including motor vehicles.  However, the removal of the tax has the potential to distort buying patterns, particularly because of the substantial drop in the real costs to business (currently paying WST) from 1 July 2000.
Based on its terms of reference, it has been necessary for the Committee to take into account the impact of any recommendation on changes to the revenue.  In considering the proposed transitional provisions the Committee has looked at a number of options which generate increased revenue and some which cause a loss to the revenue.
Many submissions have been lodged claiming that there will be a substantial drop in sales of motor vehicles to businesses currently paying WST, and to a lesser extent for sales to final consumers, in the lead up to 1 July 2000 and also (for businesses unable to claim input tax credits) in the period to 1 July 2002.  By giving advance notice of the changes, the 2 to 3 year phasing in period has really extended to 3 to 5 years.
The Committee has not been able to establish the likely impact on the market and therefore to the motor vehicle manufacturing sector (including the component manufacturers) were there to be a drop in sales as claimed by the submissions.
Submissions from some motor vehicle manufacturers have claimed that a sharp decline in demand in the phasing in period may force some plant closures and temporary job losses.  If this were to occur, then the closure of some major manufacturing plants would disrupt production and employment in the component manufacturing and motor vehicle retailing sectors of the industry.
Treasury estimates of revenue impacts of the various options canvassed in this review assume the ongoing sale of vehicles based on continuing trends.
Definition of Motor Vehicles
Each of the options considered below cover motor vehicles.  However, the Government has not provided a definition of motor vehicles in the Tax Reform: not a new tax, a new tax system document.  The Committee understands that the Government intends that any measures should cover motor cars, station wagons, motor cycles, panel vans, buses, trucks and semi-trailers.  These are the major categories of vehicle that are sold in significant volumes and which, because they are used by businesses, will experience the largest price reductions.
The Committee understands that the Government’s intention is that transitional measures will not apply to spare parts and accessories.  The Committee accepts that options for phasing of the WST rate or denial of input tax credits should apply to motor vehicles only, not parts or accessories.  Although there may be some scope for businesses to purchase de-optioned vehicles during the transition to avoid the effect of the measures, Treasury has advised the Committee that it does not expect that such practices would be widespread, given the inconvenience involved.  Moreover, applying the transitional measures to parts and accessories would make the transitional measures complex.  It would impose compliance costs on businesses, like specialist parts and accessory retailers, that would otherwise be unaffected.
The impact of tax reform on motor vehicle prices
Tax Reform: not a new tax, a new tax system provides estimates of motor vehicle price reductions of 8.3 per cent.  This is the estimate of price reductions for final consumers.  This estimate measures the impact on prices after all tax changes are passed on and includes the impact of the indirect tax reforms on the production costs of the motor vehicle industry.
Because business will receive input tax credits for any GST paid on their vehicle purchases they will, after the tax changes are fully implemented, experience larger price reductions than consumers.  The estimated average long-run impact on prices to businesses is 16.6 per cent.
The Price Changes
In the case of non-luxury passenger motor vehicles, a price reduction of a little over 8.3 per cent can be confirmed by a separate calculation.  The Commissioner of Taxation has approved a ‘uniform taxable value’ for WST purposes for these vehicles.  Under this arrangement, the WST as a percentage of the tax inclusive retail price is 14.6 per cent.   The estimated cost reduction for the ‘motor vehicles and parts; other transport equipment’ industry is 3.7 per cent.  So the total price reduction arising from WST abolition and industry cost reductions is 17.8 per cent.	1 - (1-0.146)*(1-0.037)..  After GST is applied, the price reduction for consumers would be, on average, around 9 per cent.	1 - 1.1*(1-0.146)*(1-0.037)..
For luxury vehicles, the price reductions will not be uniform.  For vehicles currently priced within a range from around $55,000 to $80,000 the price fall will be greater than the reduction for lower priced vehicles.  For vehicles currently priced above $80,000 the price fall will be lower than for vehicles priced under the existing luxury threshold, with the percentage price reduction decreasing for more expensive vehicles.  The larger price falls for cars in the $55,000 to $80,000 range will occur because the new luxury threshold will be higher than the old threshold.  That is, some vehicles that are subject to the 45 per cent WST rate will not be subject to the LCT.
For trucks, the ‘uniform taxable value’ arrangement does not apply.  Price reductions can be expected to vary around 8-9 per cent depending on retail margins.

The benefits of lower vehicle prices
It has been said that reductions in motor vehicle prices will deliver substantial long term benefits.  The motor vehicle price reductions that are expected from the indirect tax changes will contribute significantly to the cost of living savings and industry cost reductions that the tax reforms will generate.
Purchasers of motor vehicles, including most businesses, have borne a high share of the WST burden, which has increased proportionately over time.  A shift to a more broadly based indirect tax system will benefit motor vehicle purchasers and the motor vehicle industry.  It will also contribute to the levelling of effective tax rates, increasing economic efficiency and Australians’ living standards.  The Committee is conscious that any transitional measures in the industry should be viewed against this background: the industry will receive significant long term benefits.
General transitional issues
However, the significant price reduction of motor vehicles raises two related transitional problems:
¨	the likelihood of a delay of motor vehicle purchases in the period before the indirect tax changes are implemented; and
¨	losses by owners of vehicles as a result of the price reductions.
To some extent these transitional problems are unavoidable if the benefits of significant price reductions are to be delivered to the community.  The purpose of the transitional provisions is to mitigate, not eliminate, these adverse consequences.
Delay of vehicle purchases
The indirect tax changes are likely to have long term beneficial effects on motor vehicle manufacturers/distributors and dealers as lower prices lead to increased purchases.  However, in the short term a ‘buyer drought’ may cause difficulties for some businesses.
It is difficult to quantify the impact of deferred purchases as there are a number of factors to consider which may be offsetting.  Experience suggests that vehicle manufacturers/distributors and dealers may alter their pricing and marketing strategies to lessen the impact of the deferment of motor vehicle purchases.
The problems are exacerbated by the length of the lead time before the tax changes take effect.  Other factors may ameliorate the impact on manufacturers and dealers.
¨	Manufacturers and dealers are likely to cut their margins in the months preceding the tax changes:
¾	there is evidence that this occurred at the time the GST was introduced in Canada.
¨	Income tax cuts that take effect from 2000-01 may be anticipated by consumers during 1999-00 with positive demand effects in the motor vehicle industry.
¨	A significant proportion of new vehicles, approximately 30 per cent, is purchased by governments, primary producers, public hospitals, non‑profit schools and other organisations that are exempt from WST.  For this group, the price reductions will be only around 3 per cent.
Notwithstanding the complexity raised by these factors, it is highly likely that there will be some deferral of motor vehicle purchases in the absence of transitional measures.  Businesses who currently pay WST are most likely to defer.
The Committee is also aware that any transitional issues may be more acute for the truck market compared to the passenger motor vehicle market primarily due to higher capital costs and longer effective equipment life.  No specific distinction has been drawn between the different sectors of the motor vehicle market in the analysis below.  However, a potential differential impact should be kept in mind when considering the various options.  By way of illustration, taking the expected average price reductions as a guide, a $30,000 car may fall by approximately $2,500 to final consumers and $4,900 to business users currently subject to WST and eligible to full input tax credits of GST.  In contrast the effective purchase price of a $200,000 truck may fall by approximately $33,200 (including payment of the input tax credit).
Holding losses
Owners of vehicles will experience losses in value as a result of the tax changes as resale values are depressed in anticipation of new vehicle price reductions.  For most consumers this will not be of great concern.  The value of their motor vehicles will fall, but so will the purchase price of any new car that they may buy in the future.  Provided that they intend to replace their vehicle they should actually be better off following the price reductions.  However, businesses holding a substantial stock of motor vehicles as assets will be adversely affected by substantial price reductions.
Substantial price reductions will affect anyone who owns a motor vehicle.  Operating lessors are particularly exposed to changes in the price of the assets they lease.  Operating lessors bear the risk associated with the decline in value of the goods over the life of an operating lease.  An operating lessor will set the rental payments at a level that accounts for the expected loss in value of the leased goods over the life of the lease.  An unexpected fall in the value of the goods over the life of the lease will adversely affect the lessor’s return.
The Committee understands that lessors have begun to build into new contracts a higher rental payment schedule in order to shift some of the loss in residual value that will occur to new lessees.  Primarily those contracts in force prior to the announcement of the tax changes and which expire after implementation will be affected by an unexpected loss in residual value.
In the case of a finance lease the lessee bears the risk on the residual value of the asset.  Therefore, finance lessees will be adversely affected by substantial price reductions.  This is a symmetrical concern to that faced by the operating lessors.
New purchasers and finance lessees of motor vehicles can be expected to try to shift residual value losses either backward to manufacturers and finance lessors or (in the case of businesses) forward to customers.
New motor vehicle dealers may bear some of these losses if they are forced to reduce prices.  However, they will not lose on stocks of vehicles on hand at the implementation date as these vehicles will not have borne WST due to the specific motor vehicle arrangements.
Options
The Committee has considered nine options for reducing the disruption to the motor vehicle industry during the transition to the new indirect tax arrangements.  Each has been assessed in terms of its impact on the various affected groups, its administrative feasibility, and its revenue impact.  The Committee has considered the transitional impacts on affected groups in the context of the overall benefits of the Government’s policy to the community.  In considering these options the Committee acknowledges that no solution will be acceptable to all interested parties.  Some parties have an interest in immediate price reductions, others in keeping prices up to maintain asset values.
The Committee has examined the following options:
1.	No special transitional measures for motor vehicles.
2.	Maintaining the WST for motor vehicles.
3.	Special GST rate to ensure no price change to consumers.
¾	with full input tax credits for business.
4.	Special GST rate to ensure no price change to consumers.
¾	with phased input tax credits for business.
5.	Three year phase down of sales tax commencing 1 July 1999.
6.	Two year phase down of sales tax commencing 1 July 2000.
7.	Phase down of sales tax and then transitional denial of input tax credits.
8.	Phased denial of input tax credits.
¾	150 per cent in 2000-01, 100 per cent in 2001-02, 50 per cent in 2002‑03.
9.	Phased denial of input tax credits
¾	100 per cent in 2000-01, 50 per cent in 2001-02.
The options have only considered vehicles currently subject to WST at 22 per cent.  No doubt there will be other options variant to those considered, but the Committee believes that the consideration of those canvassed in this report highlight the problems of addressing one group of interests at the expense of others.
1.	No special transitional measures for motor vehicles
¨	All new motor vehicles delivered before 30 June 2000 would bear WST of 22 per cent.
¨	For motor vehicles delivered from 1 July 2000 registered motor vehicle sellers would be required to remit GST of 10 per cent.
¨	Input tax credits allowed from 1 July 2000.

Revenue Impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
-$1350m
-$950m
-$150m
Impact on stakeholders
Business
This option brings forward a major component of the benefits to business from the indirect tax reforms by allowing businesses to claim input tax credits on motor vehicle purchases immediately.
However, without special transitional rules for motor vehicles there is likely to be substantial disruption to motor vehicle related industries.  Businesses currently subject to WST and entitled to input tax credits (from 1 July 2000) would have a greater incentive to delay purchases of motor vehicles for a period leading up to the introduction of the GST.
Exempt bodies
In each of these options ‘exempt bodies’ is a generic term for all those persons who currently purchase motor vehicles with a wholesale sales tax exemption.  These include certain 4WD vehicles for primary producers and certain motor vehicles used by governments, public hospitals, non-profit schools and public benevolent institutions.
Exempt bodies under this option are treated the same as under the Government’s proposal.  Exempt bodies are able to access the current WST exemptions on motor vehicles and will have only a minor incentive to delay purchases of motor vehicles.  The current indirect tax system imposes hidden taxes on motor vehicles by taxing the goods used by some of the services used in their manufacture.  The tax reforms will remove these hidden taxes on motor vehicles purchased by bodies currently exempt from sales tax.
However, exempt bodies would be disadvantaged by the expected fall in price in the second hand motor vehicle market.  Currently exempt bodies may sell their WST exempt motor vehicle after two years or 40,000 kilometres.  If the immediate fall in price of new motor vehicles were reflected in the second hand motor vehicle market, then exempt bodies would be worse off due to the lower asset value of the cars they hold at the transition date.
Further, exempt bodies currently benefit from selling motor vehicles into a second hand car market that is priced with reference to the tax-inclusive new car market.  Under the WST system no WST is payable on the sale of second hand goods.  This has allowed exempt purchasers to turn cars over with little net cost to themselves.  The introduction of the GST will place other businesses on the same footing as the exempt purchases.  Further, both exempt bodies and other businesses will be liable for GST on sales into the second hand market.  These factors will reduce the relative benefit currently enjoyed by exempt bodies.  With no specific transitional measures the benefit is eliminated from the introduction of the GST.
A fall in second hand car prices could cause exempt bodies (along with other vehicle lessees) to suffer increased costs on motor vehicle leases they have entered into as a result of:
¨	higher repayments on the residual value clauses of finance lease contracts; and
¨	higher lease payments on new operating leases.
Consumers
Under this option consumers are treated the same as under the Government’s proposal.  Consumers who are anticipating purchasing a new motor vehicle may delay purchases until 1 July 2000.
As discussed above, consumers who currently own a motor vehicle and who intend to sell without re-purchasing, however, would be worse off by the fall in value of the motor vehicle they own.  This would be reflected in the fall in price in the second hand motor vehicle market.
Manufacturers and dealers
Manufacturers and dealers will benefit over the longer term from the general fall in price of motor vehicles.
However, motor vehicle manufacturers and dealers may suffer significant cash flow problems from the slump in new vehicle purchases that is likely to occur in the absence of special transitional rules.  The disruption to manufacturers and dealers would be substantial if few motor vehicles are sold for a considerable period prior to the implementation of the GST.
Based on submissions lodged the proportion of sales of motor vehicles to fleet purchases who are currently subject to WST represents about 40 per cent of total sales.  These sales are mainly of Australian manufactured vehicles.
Once the transitional phase is over, however, manufacturers and dealers should benefit as the suppressed demand for new vehicles is released and as the long run impact of lower prices is felt.
Lessors
Operating lessors will suffer a fall in the value of their current motor vehicle fleet.  Under this option, lessors would suffer a larger loss compared with the Government’s option.  This is because granting input tax credits from the implementation date would have a larger depressing effect on used vehicle prices than if input tax credits are phased in.
Finance lessees would also suffer a fall in the value of their current motor vehicle fleet.
Overall Assessment
Overall with no special transition rules, there is likely to be a substantial deferment of business, and to a lesser extent consumer, purchases of new vehicles and a larger fall in the price of second hand vehicles.  This is likely to lead to substantial industry disruption.
This option would also have a negative revenue impact compared with the Government’s option.
This option is the only option which removes immediately the different treatments in the WST system whereby certain entities may purchase exempt motor vehicles, while other businesses may not.
2.	Maintain WST for motor vehicles
¨	No GST on new motor vehicles.
¨	The current WST of 22 per cent would remain in place for new motor vehicles.
¨	Second hand vehicle sales would be WST and GST free.
¨	No credits for WST on motor vehicles.
¨	Currently exempt bodies would be able to purchase motor vehicles WST free.

Revenue Impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
$150m
$700m
$1650m
Impact on stakeholders
Business
By maintaining the current WST regime for motor vehicles past 1 July 2000 this option would reduce the incentive for businesses to delay purchases.  Whilst there would be no reduction in direct tax, there would be some indirect effects from the reduction in industry costs associated with tax reform.
Maintaining the WST for motor vehicles would, however remove an important element of the long term benefits to business of indirect tax reform.
The option to maintain the current WST regime on motor vehicles would impose additional costs on many businesses relative to the Government’s proposal.  The current indirect tax system imposes arbitrary effective tax rates on business, which would be reproduced if sales tax were to remain on motor vehicles.  For example, currently many mining and agricultural businesses may buy certain types of vehicles exempt from sales tax while most motor vehicles used in manufacturing and service businesses are subject to sales tax.  However, mining and agricultural businesses also bear the costs of the current WST system in higher charges provided by service industries.  For example, goods purchased in regional Australia would face higher costs because road transport industries would be ineligible for sales tax exemptions on trucks used to transport goods.
Businesses would be deterred from updating to the latest model vehicles according to otherwise sound commercial practice, as there would be a significant incentive to repair their current motor vehicles.  Motor vehicle parts would be subject to GST while motor vehicles themselves would be subject to WST.  Many businesses would therefore be able to claim input tax credits for repairs and repair parts, but would be charged non-creditable sales tax on any new motor vehicle purchases.
Exempt bodies
Since exempt bodies would be able to access the current WST exemptions on motor vehicles, they would benefit from the slight reduction in price of motor vehicles.
Compared to the Government’s option, exempt bodies would benefit from higher resale values for their motor vehicles.  In particular, exempt bodies would not be required to charge tax on their sales of second hand cars for the first time.
Consumers
Consumers wishing to purchase a motor vehicle would face a slight price reduction, but would be significantly worse off relative to the Government’s proposal.
Motor vehicle parts would be subject to GST while motor vehicles would be subject to WST.  Consumers would therefore face incentives to repair older vehicles rather than upgrade to new vehicles.
It is likely that second hand vehicle prices would fall slightly in line with the expected industry cost reductions.  Resale value of motor vehicles currently owned by consumers would fall marginally.
Manufacturers and dealers
Manufacturers and dealers would be denied the general benefits from the Government’s tax reform package.  Unlike other goods and services sold to business, motor vehicles sold to business would not be creditable.  This would significantly decrease the attractiveness of motor vehicles as business inputs relative to other inputs.  Similarly, under this option relative to the Government’s proposal, consumers would be less likely to increase the demand for motor vehicles.
On the other hand, since there would be little change in the price of motor vehicles relative to today’s, there would be little incentive for consumers to change the timing of their purchases.  This option would minimise industry disruption.
Lessors
This option protects the value of motor vehicle fleets by leaving the current tax system unchanged.  In the medium term, however, lessors will be worse off compared with the Government’s proposal because:
¨	There would be an element of double taxation of car leases, which, like other leases, will be subject to GST; and
¨	lessors would be denied the benefit of motor vehicle price reductions.
Overall Assessment
Overall, this proposal removes the long term benefits of tax reform for all groups as a trade off for relieving the transition impacts on manufacturers, dealers and current vehicle owners.
It has a positive revenue impact compared with the Government’s proposal, but would also have a higher CPI impact.
It also imposes additional compliance and administration costs associated with the parallel operation of the WST and GST.
3.	Special GST rate to ensure no price change to consumers  with full input tax credits for business
¨	All new motor vehicles delivered before 30 June 2000 would bear WST of 22 per cent.
¨	For new motor vehicles delivered from 1 July 2000 registered motor vehicle sellers would be required to remit GST of 19.5 per cent.	A GST rate rounded down to 19.5 per cent has been estimated to produce a zero impact on motor vehicle prices to consumers, under PRISMOD assumptions..
¨	Input tax credits allowed from 1 July 2000.
¨	Second hand vehicles subject to GST at 19.5 per cent.

Revenue Impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
-
$600m
$1550m
Impact on stakeholders
Business
This option provides to business the same fall in price of a motor vehicles as under Government’s tax reform package, but immediately, rather than after two years.  This is because, even though the rate of GST is almost double the standard rate, business would be eligible for input tax credits immediately.  The incentive to delay purchases until the commencement of the GST would therefore be the same as if there were no transitional arrangements (Option [1]).
Some businesses, such as financial service providers, have input taxed activities and have restricted access to input tax credits.  Such businesses would therefore be penalised relative to other businesses by the higher GST rate.
There would also be a larger price difference between motor vehicles used for private consumption and those for business consumption.  This may increase the incentive for businesses to claim motor vehicles are being used for business purposes when they are actually being used for private purposes.  Such evasion possibilities would threaten revenue, increase the costs to the Government of monitoring and enforcement, and possibly increase the costs of compliance.
The direct impact on the value of motor vehicles in the second hand market would be limited since sales into this market by registered businesses would be subject to the special motor vehicle GST rate.  A small decrease in the price of second-hand vehicles could be expected as repairs and maintenance would be still subject to the standard 10 per cent rate.
Exempt bodies
Exempt bodies would have a minor incentive to delay purchase of motor vehicles since the GST would remove many hidden taxes in the current indirect tax system.  The price reduction would be small given the price would fall by only the cost reductions in the motor vehicle industry.
This proposal imposes GST on the sale of second hand motor vehicles by exempt bodies.  This would tax such transactions for the first time.
The special 19.5 per cent GST rate for motor vehicles maintain the value of the current stock of motor vehicles.
Consumers
This option denies benefits from the Government’s tax reform package to consumers who are new car buyers.
Consumers who currently own motor vehicles would roughly maintain their resale values.
Manufacturers and dealers
This option maintains the thrust of the Government’s tax reform package by eliminating the cascading WST.  However, in the longer term, manufacturers and dealers will be denied the benefits from the growth in demand from lower prices to consumers.  Demand from business, however, is likely to increase significantly.
Since this proposal would significantly decrease the cost of motor vehicles to business, motor vehicle manufacturers and dealers would still suffer from a temporary slump in demand under this option in the lead up to 1 July 2000.  The continued purchases by exempt bodies and consumers would not be sufficient to completely offset the demand drought by business purchasers during this time.
Second hand motor vehicle dealers would be subject to 19.5 per cent GST on the value of their margin (where selling cars purchased from unregistered persons).  Private consumers selling their motor vehicles second hand would not be subject to this GST (although they could not receive input tax credits).  However, any adverse effect on the competitiveness of registered motor vehicle traders, would be exacerbated by the higher GST.  One submission noted evidence from Canada and New Zealand that registered second hand dealers can be disadvantaged by practices involving used car sales in the unregistered sector.
Lessors
Lessors would benefit from the maintenance of the value of motor vehicles in the second hand motor vehicle market.
They would, however, suffer from the sharp swings in demand from their business customers.  Business would be aware that after 1 July 2000 there would be significant reductions in the price charged by leasing companies on leases over new vehicles and would delay signing leases until this date.  
Overall Assessment
Overall, this option delivers the benefits to business associated with replacement of the WST by the GST, while denying the benefits of motor vehicle price reductions to consumers.  Input taxed businesses are also more harshly treated than under the Government’s proposal.
There is still a transitional problem for manufacturers and dealers, although the problem of losses on vehicle holdings is lessened.
The revenue impact is positive relative to the Government’s proposal.  The impact on the CPI is also greater.

4.	Special GST rate to ensure no price change to consumers  with phased input tax credits for business
¨	All new motor vehicles delivered before 30 June 2000 would bear WST of 22 per cent.
¨	For new motor vehicles delivered from 1 July 2000 registered motor vehicle sellers would be required to remit GST of 19.5 per cent.
¨	Input tax credits denied for first year of GST operation.
¨	Half input tax credit allowed in second year of GST operation.  Full input tax credits then after.
¨	Second hand vehicles subject to GST at 19.5 per cent.

Revenue Impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
$2700m
$2900m
$1850m
Impact on stakeholders 
Business
This option mirrors the Government’s proposal in delaying the ability of business to claim input tax credits.  However, this option is harsher to business in two ways:
¨	business pays a higher rate of tax as long as input tax credits are denied; and
¨	the fall in price of motor vehicles occurs in two stages instead of three.
This option would impose significant additional on-going costs on those firms that are unable to claim input tax credits, such as financial service providers.
Exempt bodies
Exempt bodies able to access the current WST exemptions on motor vehicles would have a minor incentive to delay purchase of motor vehicles since the GST would remove hidden taxes in the current indirect tax system.  The price reduction would be relatively small given the price would fall by only the cost reductions in the motor vehicle industry.
The Government proposes to impose GST on the sale of second hand motor vehicles by exempt bodies.  This would tax such transactions for the first time.
The special 19.5 per cent GST rate for motor vehicles would assist the current stock of motor vehicles to maintain their value.
Consumers
As with the previous option, this option denies benefits from the Government’s tax reform package to consumers who are new car buyers.
Consumers who currently own motor vehicles would benefit from maintenance of their resale values.
Manufacturers and dealers
This option maintains the thrust of the Government’s tax reform package by eliminating the cascading WST but imposes a higher GST rate on the motor vehicles.
In the longer term, manufacturers and dealers will be denied the benefits from the growth in demand from lower prices to consumers.  Demand from business, however, will increase significantly.
Since this proposal would significantly decrease the cost of motor vehicles to business, motor vehicle manufacturers and dealers would still suffer from a temporary slump in demand under this option, although this would be moderated by the phasing in of input tax credits.  The continued purchases by exempt bodies and consumers is unlikely to be sufficient to completely offset the slump in business demand during the transition.
Second hand motor vehicle dealers would be subject to 19.5 per cent GST on the value of their margin.  Private consumers selling their motor vehicles second hand would not be subject to this GST (although they could not receive input tax credits).  However, any adverse effect on the competitiveness of registered motor vehicle traders, would be exacerbated by the higher GST.  One submission noted evidence from Canada and New Zealand that registered second hand dealers can be disadvantaged by practices involving used car sales in the unregistered sector.
Lessors
Lessors would benefit from the maintenance of value of motor vehicles in the second hand motor vehicle market.
In the medium term, lessors will benefit from lower prices for motor vehicles purchased for leases.
Overall Assessment
Overall, this option delivers the benefits to business associated with replacement of the WST by the GST, while denying the benefits of motor vehicle price reductions to consumers.  Input taxed businesses are also more harshly treated than under the Government’s proposal.
The transitional problem for manufacturers and dealers is addressed through a phasing in of input tax credits.
The problem of losses on vehicle holdings is lessened.
The revenue impact is positive relative to the Government’s proposal, but the impact on the CPI is also greater.
5.	Three year phase down of sales tax starting before implementation of GST
¨	The WST rate on motor vehicles would fall from 22 per cent to 19 per cent on 1 July 1999, then 17 per cent on 1 July 2000 and 15 per cent on 1 July 2001.
¨	The WST tax would be completely removed on 1 July 2002.
¨	For motor vehicles delivered from 1 July 2002, registered motor vehicle sellers would be required to remit GST of 10 per cent.
¨	Input tax credits allowed from 1 July 2002.

Revenue Impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
2003-04
-$450m
$1650m
$2050m
$100m
-
Impact on stakeholders
Business
This option would delay the full benefits to business from the Government’s tax reform package.  The Government’s proposal allows for half the input tax credit to be claimed from 1 July 2001  the second year of the GST implementation.  This option, however, has a WST rate of 15 per cent in 2001, approximately double the burden on business compared to the Government’s proposal.
The incentive for business to defer purchases is also greater under this option than under the Government’s proposal.  Under this option, on 1 July 2002 the WST of 15 per cent is completely removed and the GST of 10 per cent is fully implemented.  Since business would be eligible for input tax credits, this represents a significant fall to business in the price of motor vehicles.  As a result, there would be significant transitional issues around 1 July 2002.
Exempt bodies
Exempt bodies would benefit from the small cost reduction in motor vehicles as motor vehicle industry costs fall.
Exempt bodies would also benefit to the extent that slowly decreasing the price of motor vehicles, and ‘double taxing’ second hand sales, slows the fall in the value of second hand motor vehicles.
However, the fall in second hand car prices could nevertheless cause exempt bodies to suffer increased costs on motor vehicle leases they have entered into as a result of:
¨	higher repayments on the residual value clauses of finance lease contracts; and
¨	higher lease payments on new operating leases.
Consumers
This option delays the full benefit of the Government’s tax reform package to consumers wishing to purchase new motor vehicles, while bringing forward by one year a small part of the eventual price reduction.
Consumers, like exempt bodies, would also benefit to the extent that slowly decreasing the price of motor vehicles, and ‘double taxing’ second hand sales, slows the fall in the value of second hand motor vehicles.
Manufacturers and dealers
This option delays the full demand effect of the Government’s tax reform package on the motor vehicle market.  Manufacturers and dealers would also still suffer from market disruption, particularly as business buyers anticipate the removal of the 15 per cent WST and introduction of the GST at 1 July 2002.  This transitional disruption would be mitigated by the more even purchases of consumers.
Maintaining two separate indirect tax systems would increase the compliance costs to manufacturers and many dealers.
Lessors
This option would cause further disadvantage to lessors holding current operating leases with businesses and exempt bodies.  Since the initial WST rate cut brings forward the fall in price of motor vehicles to 1 July 1999, contracts not affected by the Government’s proposal will be affected by this proposal.
Lessors would also suffer losses to the extent that they cannot pass on the expected decrease in the residual value of motor vehicles onto customers in any new contracts.
Overall Assessment
Overall, this option smooths demand from consumers.  However, the option worsens the incentives for business to defer purchases.  As a result it does not address the key transitional issue which is the sharp fall in price to businesses entitled to input tax credits.
Significant additional revenue is raised under this option.
6.	Two year phase down of WST commencing 1 July 2000
¨	The WST rate on motor vehicles would fall from 22 per cent to 12 per cent on 1 July 2000 and then 6 per cent on 1 July 2001.
¨	The WST would be completely removed on 1 July 2002.
¨	For motor vehicles delivered from 1 July 2000, registered motor vehicle sellers would be required to remit GST of 10 per cent.
¨	Input tax credits allowed.

Revenue impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
$1150m
$600m
-
Impact on stakeholders
Business
This option delivers to business around half of the price reduction for motor vehicles from 1 July 2000 by allowing claims on the full input tax credit, while maintaining a lower rate of non-creditable WST.  This ‘penalty’ rate of WST is slowly phased out so that the WST ceases on 1 July 2002.  This option approximates in its effect the Government’s proposed transitional denial of input tax credits (with no WST).  The incentive for business to defer purchases is therefore similar to the deferral incentives under the Government’s proposal.
Input taxed businesses would be relatively more harshly treated during the transition because they would not be entitled to credits for either the WST or GST.
Exempt bodies
Exempt bodies would benefit from the small cost reduction in motor vehicles as motor vehicle industry costs fall.
Exempt bodies would also benefit to the extent that the penalty rate of WST on consumer and business purchases, and ‘double taxing’ second hand sales, slows the eventual fall in the value of second hand motor vehicles.  This would maintain resale values of their existing vehicle holdings and reduce potential residual losses suffered by exempt bodies holding motor vehicle leasing contracts.
Consumers
This option delays the full benefits to consumers of cheaper motor vehicles envisaged in the Government’s tax reform package by two years.  This option slowly reduces the price of new motor vehicles to consumers by effectively charging a declining penalty rate of WST over and above the GST rate of 10 per cent.  This option would also be expected to slow the eventual decline in second hand motor vehicle prices.
Manufacturers and dealers
This option is similar to the Government’s proposal in its impact on manufacturers, except for the delayed increase in consumer demand caused by the penalty rate of WST.  The Government’s proposal gives consumers the full tax benefit immediately while staggering the benefit to business over two years as input tax credit become creditable.  However, this option staggers the full benefit to consumers as well as business.
Maintaining two separate indirect tax systems would increase the compliance costs to manufacturers and many dealers.
Lessors
Relative to the Government’s proposal, this option would delay slightly the impact on the value of second hand motor vehicles.  To such an extent, this may ameliorate any losses lessors may suffer from holding operating leases over the transitional period.
Overall assessment
Overall, this option has a similar effect on motor vehicle prices to businesses during the transition as the Government’s proposal.  However, the benefits to consumers and input taxed businesses are delayed.  The option raises significantly higher revenue.
7.	Phase down of sales tax and then transitional denial of input tax credit s
¨	The WST rate on motor vehicles falling from 22 per cent to 17 per cent on 1 July 1999 and completely removed on 30 June 2000.
¨	For motor vehicles delivered from 1 July 2000, registered motor vehicle sellers would be required to remit GST of 10 per cent.
¨	Input tax credits disallowed in first year of operation of GST; half input tax credits allowed in the second year.
¨	Currently exempt bodies able to claim input tax credits from the commencement of the GST.

Revenue impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-$600m
-$50m
-
-
Impact on stakeholders
Business
This option brings forward some of the benefits envisaged for businesses under the tax reform package by reducing the WST rate on motor vehicles from 22 per cent to 17 per cent from 1 July 1999.
Exempt bodies
Exempt bodies will be slightly worse off than under the Government’s proposal to the extent that this option causes exempt bodies to suffer earlier losses in the value of their existing motor vehicle holdings.  The value of their motor vehicles being sold into the second hand motor vehicle market would be relatively lower during 1999-00.
Exempt bodies would also lose to the extent that they hold finance leases over motor vehicles.
Consumers
Consumers benefit from the lower price of motor vehicles being introduced one year earlier than envisaged under the Government’s tax reform package.
Current holders of motor vehicles may be disadvantaged by an earlier fall in value of motor vehicles sold in the second hand market.  
Manufacturers and dealers
Manufacturer and dealers would benefit from a smoothing of purchases of motor vehicles caused by the additional, earlier step down in the WST rate to 17 per cent on 1 July 1999.  However, if the policy was pre-announced, manufacturers and dealers would suffer falls in sales prior to 1 July 1999.  If the policy was imposed overnight, some consumers would be disadvantaged.
Lessors
This option would result in larger reductions in asset values for lessors holding current operating leases.  Since the initial WST rate cut brings forward some of the fall in price of motor vehicles to 1 July 1999, previously unaffected lease contracts will become affected.  A significantly higher proportion of lessors asset portfolios will be subject to reduced residual values.  This means that such lessors will suffer a fall in value on even more of their motor vehicles held under contracts written before the announcement of the GST.
Overall assessment
This option differs only slightly from the Government’s tax reform package.  By lowering the sales tax on motor vehicles before the introduction of the GST it further smooths the transition.  The step down in the WST rate for motor vehicles is consistent with the Government’s treatment of other goods currently subject to the 32 per cent rate of sales tax, such as videos and televisions.
Operating lessors would be slightly more affected by the earlier price reductions.  Manufacturers and dealers may benefit from an earlier boost to sales from the step down in the WST rate.
There would be a significant revenue cost relative to the Government’s proposal.

8.	Phased denial of input tax credit s  150 per cent in 2000-01, 100 per cent in 2001-02, 50 per cent in 2002-03
¨	The WST on motor vehicles completely removed on 30 June 2000.
¨	For motor vehicles delivered from 1 July 2000, registered motor vehicle sellers would be required to remit GST of 10 per cent.
¨	150 per cent of input tax credits denied in the first year of operation of the GST.
¨	Full input tax credit denial in the second year.
¨	Half the value of the input tax credits allowed in the third year.
¨	Currently exempt bodies would be able to claim input tax credits from the commencement of the GST.

Revenue impact
The revenue impact of this option relative to the Government’s proposal is:
1999-00
2000-01
2001-02
2002-03
-
$700m
$550m
$900m
Impact on stakeholders
Business
This option phases in the price reductions for businesses over a longer period than the Government’s proposal.  The prices of motor vehicles bought by businesses fall only marginally in the first year of the GST implementation.  In the following years, the price falls to business are then the same as outlined in the Government’s tax package, but delayed by one year.
The additional compliance costs associated with input tax credit denial will extend for another year compared with the Government’s proposal.
Exempt bodies
Exempt bodies would benefit from the small cost reduction in motor vehicles as motor vehicle industry costs fall.
Since business would be denied a higher rate of input tax credits, and over a longer period of time, the impact of business sales on the second hand market will be delayed slightly relative to the Government’s proposal.
This benefits exempt bodies by maintaining their resale values and by ameliorating any potential residual losses suffered by exempt bodies holding motor vehicle leasing contracts.
Consumers
Consumers receive the same benefit in lower priced new motor vehicles from this option as they do under the Government’s proposal.
The value of motor vehicles currently held by consumers may be better maintained under this option.  This is because the impact of business sales into the second hand market is likely to be delayed slightly relative to the Government’s option.
Manufacturers and dealers
This option would delay the delivery of lower prices to businesses by an additional year and therefore delay the increase in demand from business purchases.
This option may more effectively smooth purchases of motor vehicles, however, since some businesses would find it too costly to delay purchases of new motor vehicles over the extended phase‑in timetable.
Lessors
This option, relative to the Government’s proposal, would deny input tax credits to lessors for a longer period of time, which would hold up the value of second hand cars for a longer period of time.
It would, however, allow lessors to sell ex-lease motor vehicles second hand for a short time at a marginally higher price than under the Government’s proposal.
Overall Assessment
This option differs from the Government’s tax reform package by extending the length of transitional denial of input tax credits and increasing the rate of denial to 150 per cent in the first year.
It further smooths the demand deferral by business purchasers, but in doing so delays the benefits of cheaper vehicles to businesses and the benefits of higher business demand to manufacturers and dealers.
Consumers and lessors are largely unaffected relative to the Government’s proposal, except for slightly improved expected resale values of their vehicle holdings.
The Government benefits from substantially higher revenue.
9.	Phased denial of input tax credits  100 per cent in 2000-01, 50 per cent in 2001-02.
¨	This is the Government’s proposal.
¨	The WST completely removed on 30 June 2000.  
¨	From 1 July 2000 registered motor vehicle sellers would be required to remit GST of 10 per cent on all motor vehicle sales.  
¨	Input tax credits denied for first year of operation of the GST.
¨	Half input tax credits allowed in the second year.
¨	Currently exempt bodies would be able to claim input tax credits from the commencement of the GST.

Impact on stakeholders
Business
This option phases in reductions in motor vehicle prices to business from 1 July 2000 when the GST is introduced until 1 July 2002 when full input tax credits are claimed.
By phasing in the ability to claim the full input tax credit over two years, the Government’s proposal seeks to limit potential disruption to business activity caused by the steep fall in the price of motor vehicles, while not delaying excessively the benefits to businesses of lower vehicle prices.  The phasing in of input tax credits will allow a more even distribution of business purchases of motor vehicles over the two year input tax credit phase in period.  For many businesses, the costs of delaying new vehicle purchases until full input tax credits are available will outweigh the savings.
This option may, however, provide an incentive for some purchasers to delay purchases for longer than if there were no transitional measures.  That is some business that would wait for the GST to be introduced (1 July 2000) if there were no measures, will under this option wait for the half of input tax credits (1 July 2001) or for full input tax credits (1 July 2002).
Exempt bodies
Exempt bodies benefit from 1 July 2000 by the cost reduction in motor vehicles as motor vehicle industry costs fall.
The Government’s proposal mitigates the fall in value of motor vehicles in the second hand market by delaying the period in which businesses are eligible for the full price reduction in motor vehicles.  This benefits exempt bodies by:
¨	ameliorating any potential residual losses suffered by exempt bodies holding motor vehicle leasing contracts; and,
¨	maintaining resale values of existing vehicle holdings.
Consumers
Consumers receive the full price reduction on new motor from 1 July 2000.
The Government’s transitional denial of input tax credits to business will help maintain some of the value to consumers of their current motor vehicle holdings.
Because used vehicles will be subject to GST, the Government’s proposal will lead to some degree of ‘double taxing’ of business motor vehicles bought before 1 July 2002.  The burden of this tax is likely to fall partly on the selling businesses and partly on consumers of second hand vehicles.
Manufacturers and dealers
The Government’s proposal delays by two years the full price reductions to business, thereby ameliorating the demand drought that would occur without transitional measures, but at the cost of some potential deferral of demand over the longer transition period.
The fall in the price of motor vehicles to consumers will be immediate.  The industry will therefore feel the full benefit of increased consumer demand from 1 July 2000, but will experience a reduction in demand from consumers during 1999-00 as purchases are deferred.
Once the transitional arrangements are removed on 1 July 2002 the large reductions in indirect taxes levied on motor vehicles will significantly benefit the motor vehicle industry.
Lessors
The Government’s proposal delays to lessors, like other businesses using motor vehicles as inputs, the full price reduction in motor vehicles for two years.
The Government’s proposal mitigates the fall in value of motor vehicles in the second hand market by delaying the period in which businesses are eligible for the full price reduction in motor vehicles.  This benefits lessors running operating leases contracted before the expected fall in price of second hand motor vehicles became known by reducing losses on residual values.
Overall assessment
Overall this option targets the greatest source of potential disruption to the motor vehicle industry; that is, the large reduction in vehicle prices to business.  It spreads the price reductions over time to prevent a sharp slump in demand in 1999-00.
It delivers price reductions to consumers immediately, while giving vehicle lessors sufficient advance notice to restructure most contracts expiring after implementation date.
Second hand vehicles
The tax treatment of second hand vehicles will affect the magnitude of losses on resale values.  The Government stated in ANTS that ‘…the general principle will be that GST applies to all goods and all services performed after the implementation date’.  Accordingly, the Committee presumes that used vehicles will be subject to GST when sold by a registered business after 1 July 2000.  This will result in a cascade of tax where a motor vehicle has borne WST or has been denied a GST input credit and is subsequently sold to an unregistered person.
Most of the options presented above are analysed assuming that GST applies to sales of second hand goods.  The Committee accepts sales of motor vehicles that were originally purchased with WST, being sold with GST.  The Committee recognises this as one of the consequences of changing between two systems.  However, once the GST is operational, the Committee believes that it is not appropriate to apply full GST to the sale of a good where the original purchaser was denied an input tax credit.  Accordingly, the Committee recommends that the Government consider options to limit the extent of GST liability on the sale of a good where the purchaser was denied an input tax credit.
Recommendation
The Committee has considered a range of options to mitigate the transitional effects on the motor vehicle industry.  The Committee believes that any transitional arrangements should be considered in the context of the substantial long term benefits to the motor vehicle industry in Australia.
The Committee acknowledges the claims being made by the industry that there will be significant disruption as a result of the Government’s proposed transitional arrangements.  The Committee does not believe it is in a position to fully assess the precise validity of these claims.  Indeed the Committee believes that the nature of the available data is such that it may be impossible to form definitive conclusions about the precise impact on various sectors of the motor vehicle industry.  The Committee is also aware that industry participants have already begun to plan purchases and generally modify their behaviour in response to the Government’s announced policy.  Against this context, the Committee believes that, on the basis of the information available to it, that the Government’s announced policy is not an unreasonable response to the difficult issues faced by the motor vehicle industry in the transition period.  However, the Committee believes that the Government should satisfy itself that any adverse sectoral impacts to the motor vehicle industry are not likely to occur to the extent suggested.
Finally, the possibility of allowing a deferred input tax credit in respect of purchases of motor vehicles post 1 July 2000 would help to clawback the reduction in business costs effective from that time.  It would also allow businesses the time to adjust to the overall impact of price reductions of motor vehicles on a tax-exclusive basis.


