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NFF analysis and key issues
Government Budget Announcements
The Government has used the release of the Henry Taxation Review to announce some significant tax based budgetary items, some of which flow out of recommendations from the Henry Review.

Overall, the package is a mixed bag for Australian farmers and does not provide a clear cut net benefit for the sector.  

Announcements include the following:

	Resource Super Profits Tax

	A Resource Super Profits Tax (RSPT) will be introduced on 1 July 2012 at a rate of 40 per cent on profits made from the exploitation of Australia’s non renewable resources.

The RSPT will replace the crude oil excise, and operate in parallel with State and Territory royalty regimes. Projects within the scope of the Petroleum Resource Rent Tax (PRRT) will have the option of opting into the RSPT or staying in the PRRT. The election into the RSPT will be irrevocable.

· Under the RSPT a refundable credit for royalties paid to State and Territory Governments will be available. 

· The refundable credit will eliminate investment distortions associated with the state royalty systems and ensure there is no ‘double taxation’ of resource profits.
A refundable tax offset for exploration incurred on or after 1 July 2011 is also incorporated as a sweetener (worth $600 million per annum)


NFF Comments:
· Significant hit for the resources sector and therefore potentially a hit for regional communities more generally.

· The RSPT will decrease resource sector earnings (and therefore lift Government revenues) by $9 billion a year by 2013-14.

· The impacts can be seen as both a negative and a positive for Australian farmers.

Negatives:

· Will take money out of regional communities generally and flies in the face of NFF demands to bring more development to the bush.

· This will have a negative impact on regional community access to essential services such as doctors, nurses, teachers and other businesses.

· The decision therefore needs to be made in conjunction with policies to demonstrate that regional communities will not be hurt and that these resources will be lost completely.

· Will this have any negative impacts on the cost of non-renewable resource inputs to the farm sector (e.g.: natural gas)?

· Likely to result in a negative impact on superannuation values of which mining stocks often are a significant part.

Positives:
· The mining sector is a significant competitor with farmers for resources such as land, labour and infrastructure.

· This decision will presumably free up some of these resources.

	Infrastructure funding

	This measure will provide the States and Territories (the States) with a new infrastructure fund.

This will make infrastructure funding a permanent structural feature of State and Commonwealth budgets.

· The infrastructure fund will be paid to the States each year, with an initial total amount of $700 million in 2012 13.

· Funding will be distributed in a manner which recognises that resource rich States face large associated infrastructure demands.


NFF Comments:

· $700 million dollars towards infrastructure is positive.

· While welcome, $700 million is not an enormous amount and we must be realistic about the potential for this quantum of money to make a significant difference (Remember the Building Australia Fund is already worth $22 billion over 4 years).

· The fund will be focused towards resource sector needs (as concession for the new mining tax) but this will still be beneficial for farmers who in many instances are competing with the mining sector for infrastructure use.

· No details on how this finding will be allocated across the various elements of the infrastructure task (e.g.: transport, telecommunications, energy etc)

	Cutting the Company Tax rate (accelerated time frames for small business)

	The company income tax rate will be reduced to 29 per cent for the 2013 14 income year and to 28 per cent from the 2014 15 income year, in conjunction with the introduction of the Resource Super Profits Tax (RSPT). 

A drop to 29 per cent for 2013 14 and then to 28 per cent from 2014 15, in conjunction with the introduction of the RSPT, will move Australia towards achieving an internationally competitive tax rate. Australia will become an even more attractive place to invest.

This measure reduces the company tax rate to 28 per cent for eligible small business companies from the 2012 13 income year.

Small business companies will have a lower tax rate than other companies until the reduction of the general company tax rate to 28 per cent in 2014-15.


NFF Comments:
· As positive announcement for those farm businesses that are incorporated, particularly those that meet small business thresholds.

· It should be noted that a relatively small percentage (less than 10%) of farm businesses are incorporated.  The others will not benefit from this announcement.

· However, this 10% of incorporated farmers contributes considerably more than 10% of the Gross Value of Agricultural Production (GVAP) meaning the benefits to the agriculture sector as a whole are greater than they might otherwise seem.

· Even with the reduction, Australian company tax rates will still be the 17th highest in the OECD.
	Small business instant asset write-off

	This measure enhances and expands the existing capital allowance concessions available for small businesses. It will do this by:

· allowing small businesses to immediately write off assets valued at under $5,000 (this is up from $1,000 under the present law); and

· allowing small businesses to write off all other assets (except buildings) in a single depreciation pool at a rate of 30 per cent. Currently, small businesses allocate assets to two different depreciation pools.

This measure will commence from 1 July 2012.


NFF Comments:
· Positive announcement that will allow farmers to access improved depreciation write-downs of assets such as fencing, sheds and other capital works worth less than $5,000.

· The 30% single depreciation pool is a significant improvement for most (if not all) farm capital items that have statutory effective life caps.
	Increase Superannuation Guarantee

	The Government will increase the existing 9 per cent Superannuation Guarantee (SG) rate to 12 per cent over six years to 2019-20.

The SG rate will be increased gradually with initial increments of 0.25 percentage points on 1 July 2013 and on 1 July 2014. Further increments of 0.5 percentage points will apply annually up to 2019‐20, when the SG rate will be reach 12 per cent.


NFF Comments:
· Reflects predictions of an aging population and additional costs that will be incurred by the Australian economy as a whole into the future.
· However, this is expected to be a significant hit for farm business, the majority of which will be force to incur the additional 3% superannuation contribution.
· As a rough gauge on the cost impact for farm businesses:- Australian agriculture currently employs 317,000 people.  An indicative average farm wage is $50,000p.a. Assuming that as a result of this change, the farm employer incurs 75% of the additional SG contribution (i.e.: 2.25%) with the final 0.25% being incurred by the employee, then this would equate to an additional cost for the Australian farm sector of approximately $350 million p.a.
· Australian farmers have a notorious incapacity to pass on additional costs meaning the vast majority of this cost will come of the farmer’s bottom line.
· Positively, there will be long lead in times that will help farm businesses to adjust.
	Additional Superannuation Changes

	A range of changes including:

· raising the superannuation guarantee age limit from 70 to 75

· low income earners Government contribution

· concessional contribution caps


NFF Comments:
· NFF is neutral on these proposed changes.

· The physical nature of farm work means that few employees are able to continue to work on farm beyond the age of 70 under the Federal Pastoral Award. 
Budgetary impacts of the government's tax reform agenda ($ million)(a)

	
	2010 - 11
	2011 - 12
	2012 - 13
	2013 - 14

	Company tax cut 
	-
	-
	-300
	-2,000

	Small business instant write‐off and simplified depreciation 
	-
	-
	-
	-1,030

	Head start on a lower company tax rate for small business 
	-
	-50
	-300
	-200

	State Infrastructure Fund 
	-
	-
	-700
	-735

	12 per cent superannuation guarantee 
	-
	-
	-
	-240

	Extend the superannuation guarantee up to age 75 
	-
	-
	-
	15

	Refund of superannuation contributions tax for low income earners 
	-
	-
	-
	-830

	$50,000 concessional cap for super balances under $500,000
	-
	-
	-545
	-785

	Resource Exploration Rebate 
	-
	-
	-520
	-600

	Resource Super Profits Tax 
	-
	-
	3,000
	9,000

	Total
	 - 
	-50
	635
	2,595


[image: image1.png]_1222154085.bin

