- REVIEW OF INTERNATIONAL TAXATION

ARRANGEMENTS

Western Australian Government Response

October 2002

Government of
Western
Australia




General Comments

Western Australia welcomes the review of internatlonal taxation arrangemsnts, as
the State relies heavily on international markets and foreign Investment in achiaving
ite strong economic performance. Some Western Australlan business leaders have
indicated 1o the State Government that Commonwealth taxation is the most important
factor affscting the International competitiveness of business across a wide range of
Industry sectors.

The four principal areas of review identifled by the Treasurer are of significant
interest to busineas in Western Australia, but other Issues are just as important.

~ The State will Increasingly rely on the competltiveness of our taxation system In the
future as locally domiclled companies grow and becoems more connected with the
global market. The State aleo relles on offshore investors to bring in much needed
capltal, market networks and expertise necessary for continued growth

Woestern Australia |8 seeking to encourage domestically domiclled companles to be
internationally focussed but there are many aspects of the taxation system that
discourage this and that might even lead to companies currently based here to move
offshore as they grow and hecome confldent in the global market.

The State has been very forlunate to be endowed with so many natural resources
and this has, until now, provided some Insulation againat the competiiiva internatloanal
Investment market. However, there |8 a real concern that the contlnued strong
growth of the Weastern Australlan economy I8 at risk unless the Commonwealth takes
a more sophisticated approach to the Increaelngly seamless global markst.

Bup_pbrt for Options Being Consldered

Western Auatralia welcomes conslderation of the options being put forward in the
dlscussion paper prepared by the Department of the Treasury. In partlcular it
welcomes the proposal to lessen the Impact of provisians that digcriminate against
domestically domiciled companles Investing offshore.

For many Western Australian companies, the notlon that otfshore Investment should
be treated any differently to domeatic investment Is anachronistic because they see
marksts In places like Southeast Asia as being inextricably linked to the Australian
economy but chocse Western Australia as a baee for (among other things) lifestyle
and security reasons. The splil-over benefits for Weatern Australia, through Income
generated In servicing these companies and the spending power of the employees Is
a significant contributor to Western Auatralia’s continued growth,

Similarly, the Impact of taxation provislons constraining offshare companles investing
in Western Australia should be lessened. The hidden cost of discriminatory
provieione n the taxation laws agalnst foreign investors, is that the cost of project
inveatment is likely to be higher, In many ceses, Australlan Investors cannot meet
the demands for capital for large caphal intensive projects. Discriminatory
provisions, such as those that relate to dividend imputation arrangements for foreign
Investors, are likely to be a slignificant barrler to competition on projects that rely on
oftshore Investment.’




Additional Faotors Requiring Consideration

Chepter 1 of the discusslon paper puts the case for an Internationally competitive
taxation system in Austraila. However, the four principal areas for the review
identified by the Treasurer address only a limited range of the factors affecting that
competitiveness and a broader approach |& necessary to make any substantlal
impact. ’

There |s some cancern ihat taxation competitivensss could negatively affect the
growth prospects of the Western Australian economy.

For example, taxation rules may have contributed to the recent decline In the rate of
mineral exploration in Western Australla and made it harder for businesses to aftract
investment capltal.

Taxation treatment of Asset Depreciation

The State reflects the concerns of its key Industries that companies cannot utllise
aocelerated depreciation provisions as they did in the past. There appsars to be a
widely hald belisf In businese, that recent reforms that offset reductions In the
corporate taxation rate against the removal of accelerated depreciation provisions
were good for the established “service sector’, but were detrimental to sectors
raquiing considerable new capltal intensive investment. Western Australia's
aconomy I8 very dependent cn the latter typa of Investment for the growth of its
capital-intenaive resource based Industries. '

There is also a concern that the removal of accelerated depreciation provieions has

_had a greater impact on medium sized companies than larger companles because,
among other things, thelr attractiveness to investors is dependent on them belng able
to demonstrate thet they can provide Investors with liquidity within a time frame that
ls oftan shorier than the sffective life of the asset. On the other hand, larger
;:ompanlas have a greater capacity to address the liquidity needs of indlvidual
nvestors.

Wastern Austraila seeks to promote the business environment for small and medium
sized companies as these are often the companles that are Australian basad and
most likely to attempt to expand Into new areas of resource utilisation or Innovation.
They are also a significant source of job creation.

The concern of business, about not having access to accelerated depreciation, is
magnified because these provisions are In place In counirles that compete with
Australla for investment capital.

Discrimination bstwseen projects and types of projects

The State raieses the ieaue of the arbiirary nature of concessions given to the
treatment of depreciation of some assets and not others. Thers is a concern that the
current process of granting concessiona for the treatment of depreciation of assets is
not transparent and that this may have a negative impact on investment In general.

Also, while support for resource based projects in Western Australia through direct
Commonweslith grants Is welcomed, there is concern that this form of support Is
probably made more necessary because the generel taxation environment is not as
conduclve to Investment as It should be.




Taxation lreatment of Investment in resource exploration

The nature of Western Australia's economy means that it relies heavily on new
exploration to bring on line new resource development,

Recently the Commonwealth announced reforms to the taxatlion rules applylng io
venture capitalists aimed at promoting new investment (eg from venture capital funds
which enjoyed tax free status in their source country). The reasoning for some of the
reform I8 that the Commonwealth [oses nothing by allowing offshore invesiors to
enjoy tax concessions, similar to those that they are entitled to in thelr home
countrles, when they Invest In Australia. If such concessions are not recognised by
Australla, these companies simply don’t invest In Australia.

- A similar argument could be put for the taxation treatment of exploration. The State -
would support any moves by the Commonwealth to allow for more conceseions to be
applied to exploration including the allowance of tax write-offa to be applied to those
projects where exploration was unsuccessful.

Conclusions

Western Australla supporis the options outiined in the review discussion paper, As a
principle Western Australia supports reform that moves toward treating all investors
and investment on an equltable basis regardless of the country of origin or
destination.

Western Australia belleves that the Issue of international taxation competitiveness is
fundamental te its future success as & major contributor to the Australlan economy.
It urges the Board to give congideration to thase broader issues when advislng the
Government on reform of International taxation arrangements.




