REAL ESTATE INSTITUTE OF NEW SOUTH WALES

REAL TAX POLICY

01. Commonwealth, States & Territories back on track
One of the most inefficient existing taxes in Australia is stamp duty on real property transfers (see Annexure 1,
Part 1).
Instead of abolishing stamp duty on real property transfers, States and Territories have increased reliance on it
and exacerbated its problems (see Annexure 2).
Land tax also fails criteria for good taxation (see Annexure 1, Part 2).
Transfer duty and land tax are disincentives for investment in real estate as compared to other assets such as
quoted securities which do not attract these taxes in Australia. Apart from the distortionary effects on market
forces, it is unjust that State and Territory taxes discriminate between different investment opportunities.
The Commonwealth, States and Territories need to “get back on track” in eliminating inefficient and inequitable
taxes which are impeding economic activity (see Annexure 3).
There must be a plan for stamp duty on real property transfers and land tax to eventually be abolished or
significantly reduced. A Forum should be established to dialogue this objective. REINSW should be part
of it.
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02. Immediate action required by the Commonwealth
The inefficiency and inequity of stamp duty on real property transfers and land tax have reached a point of
intolerance in Australian property markets.
Without detracting from the ultimate objective of abolishing transfer duty and land tax, immediate action is
required to reverse the effects of the action and inaction of the States and Territories (see Annexure 2) and
reinvigorate property investment.
The following immediate measures should be adopted by the Commonwealth:
1.
2.
3.
4.

prohibit stamp duty on GST;
incentivise States and Territories to reduce transfer duty rates (inclusive of registration levies and other
transfer taxes however named) by at least half;
incentivise States and Territories to implement annual and fair indexation of transfer duty thresholds; and
incentivise States and the ACT to reduce land tax rates and never broaden land tax to the family home
(NT has no land tax).

Such measures may not require Commonwealth financial assistance to be revenue neutral and may even be
revenue positive for the States and Territories. This is because lowering transfer duty and land tax rates should
stimulate the property market, increase turnover and minimise costs, through reduction in demand in Government
housing. Statistics on the abolition of quoted marketable securities duty support this (see Annexure 4).
The Commonwealth should also retain negative gearing for property investments and:
1.
2.

remove GST from residential property supplies as GST on residential property is unfair taxationof the
necessity of housing and is contributing to housing crises; and
allow income tax deductions for stamp duty on investment property purchases (along the lines
already available in the ACT due to most land titles being leasehold) (see s 25.20 of the ITAA 1997).
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03. NSW to urgently redress its residential crisis
Transfer duty, land tax and GST on residential property supplies have contributed to a downturn in the real
estate market in NSW and are fostering a serious and increasing housing and rental shortage crisis. NSW should
immediately redress this crisis by the following measures:
1. Lower transfer duty rates on residential property transfers without discrimination
Through its HCAP initiative which applied from 1 July 2009 to 30 June 2010, NSW cut transfer duty by 50%
on newly constructed homes with a value of up to $600K. The NSW Treasurer’s press release of 1 December
2009 reported that in five (5) months, the HCAP put $11 million worth of stamp duty back into people’s pockets
and stimulated $630 million worth of job-supporting construction activity. If a 50% cut in transfer duty in such
restricted circumstances can stimulate so much in such a short time, how much greater the benefits to NSW if
transfer duty rates were to be cut across the board for residential property?
2. Abolish or significantly lower land tax on residential rental properties
Residential property is already exempt from land tax where it is owner occupied as a principal place of
residence. The same should apply for investment property that is rented as the principal place of residence of
a tenant Landlords are forced to increase rents to recoup annual land tax (see Annexure 1, Part 2). Abolishing
or significantly reducing land tax on residential rental properties would make rental housing more affordable
and reduce the demand on Government housing. Lowering transfer duty on residential property and abolishing
or significantly reducing land tax on residential property used for rental accommodation would stimulate the
residential property market, redress the residential crisis and still produce State revenue.
3. Encourage recycling of homes
NSW should broaden the senior citizens transfer duty exemption by lowering the minimum age to 55 years and
removing the “new home” restriction and the purchase price cap. Many large houses are occupied by empty
nesters. There should be incentives to encourage them to sell and buy more appropriate housing, like two smaller
homes, one to live in and the other as an investment, providing rental accommodation to renters and income to
the empty nesters, also making them less reliant on welfare. This measure should also increase supply of larger
homes in established suburbs, improve affordability and stimulate better use of existing infrastructure.
4. Remove policy obstacles from existing NSW land tax exemptions
The 5 km radius restriction should be lifted from the low cost rental accommodation exemption and the nil or
nominal income restriction on absences from principal place of residence should be removed (see Annexure 5).
5. Abolish the Torrens Assurance Levy that was introduced on 1 July 2010
The Torrens Assurance Levy was described in Parliament as having been deceptively introduced as something
other than a new tax. The levy imposes additional unfair tax on real property and exacerbates the problems with
transfer duty. It should be abolished.
6. Make developer and infrastructure charges fairer
Control ever-increasing local government charges, including developer contributions under s 94 of the
Environmental Planning and Assessment Act 1979 (NSW).
7. Support removal of Commonwealth GST from residential property supplies
GST on residential property is unfair taxation of the necessity of housing.
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Annexure 1
Part 1 – Stamp duty on real property transfers one of the most inefficient existing taxes in Australia
The Henry Australia's Future Tax System Review included the following in the Overview of the Final Report
released on 2 May 2010 (at Clause 6.2):
“Stamp duties on conveyances are inconsistent with the needs of a modern tax system. While a significant
source of State tax revenue, they are volatile and highly inefficient and should be replaced with a more efficient
means of raising revenue.
Conveyance stamp duty is highly inefficient and inequitable. It discourages transactions of commercial and
residential property and, through this, its allocation to its most valuable use. Conveyance stamp duty can also
discourage people from changing their place of residence as their personal circumstances change or discourage
people from making lifestyle changes that involve a change in residence. It is also inequitable, as people who
need to move more frequently bear more tax, irrespective of their income or wealth.”
The NSW IPART in its Report on the Review of State Taxation released in October 2008 included the following on
NSW transfer duty (at p 46):
“Purchaser transfer duty – which is the second largest contributor to the State’s own source tax revenue – ranks
among the least efficient of the NSW taxes. It scores poorly for efficiency because it adds to the cost of real
estate transactions and so can distort investment decisions, and because it applies to a narrow base (only those
properties sold during the tax year). It scores poorly for robustness, because the revenue it generates can change
dramatically from year to year, depending on the property cycle. It also scores poorly for equity and has an
average score for simplicity”.
Part 2 – Land tax fails to criteria for good taxation
The Henry Australia's Future Tax System Review included the following in the Overview of the Final Report
released on 2 May 2010 (at Clause 6.2):
“Existing land taxes are narrow, which make them less efficient and fair than they could be. Levying higher taxes
on larger holdings discourages land-based investment by institutional investors, such as in rental housing. As
owner-occupied housing is exempt, land tax on residential investment properties is probably passed through to
renters as higher rent.”
Although that Report recommended that “the land tax base should be broadened to eventually include all land”,
the then Prime Minister and Federal Treasurer’s Media Release No 028 of 2 May 2010 advised that the Federal
Government would not implement at any stage, policy to introduce land tax on the family home. Land tax should
never be payable on an owner’s principal place of residence.
The NSW IPART Report on the Review of State Taxation released in October 2008 stated that NSW land tax
“scores relatively poorly for equity, simplicity and transparency, and was ranked fourth among the State Taxes
overall” (at p46).
Land tax is expensive to administer (based on artificial unimproved valuations) and can not be described as an
efficient tax.
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Annexure 2
States and Territories have increased reliance upon RP transfer duty
Instead of abolishing stamp duty on real property transfers, States and Territories have increased reliance on it
and exacerbated its problems by:
•

maintaining increasingly high ad valorem rates of transfer duty;

•

not indexing thresholds;

•

collecting stamp duty on GST;

•

not addressing cascading of stamp duty on stamp duty and stamp duty on GST;

•

distorting the market through narrow and often short-lived real property transfer concessions or 		
exemptions (e.g. NSW HCAP and Home Builders Bonus);

•

removing non-real property from the transfer duty net;

•

expanding land-rich or landholder duty bases;

•

introducing ever more complex legislative amendments;

•

failing to harmonise between jurisdictions; and

•

effectively increasing the rate of transfer duty on real property transfers through registration levies, most
recently introduced in NSW under the title of “Torrens Assurance Levy”.

States and Territories have also increased reliance on their respective shares of GST on residential property
supplies which is an unfair tax on the necessity of housing and should be removed.
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Annexure 3
Get back on track
The original Intergovernmental Agreement on the Reform of Commonwealth-State Financial Relations that was
made between the Commonwealth and all States and Territories of Australia (“IGA”) on 1 July 1999 included the
following objectives:
“(i) the achievement of a new national tax system, including the elimination of a number of existing 		
inefficient taxes which are impeding economic activity,
(ii) the provision to State and Territory Governments of revenue from a more robust tax base that can be
expected to grow over time, and
(iii) an improvement in the financial position of all State and Territory Governments, once the transitional
changes have been completed, relative to that which would have existed had the current arrangements
continued” (Clause 2).
Under the IGA, bed taxes, FID, stamp duties on quoted marketable securities and debits tax were firmly agreed
to be and were abolished and the States and Territories agreed not reintroduce them or similar taxes in the future
(Clause 5(vi)).
Other inefficient State and Territory taxes impeding economic activity were also identified in the IGA and some,
but not all, were subsequently abolished (although, not necessarily in all States and Territories) namely, stamp
duty on non-residential conveyances, leases, mortgages, debentures, bonds and other loan securities, credit
arrangements, installment purchase arrangements and rental arrangements, and or cheques, bills of exchange,
promissory notes, and unquoted marketable securities were also identified (Clause 5(vii)).
Almost ten years after the original IGA, on 1 January 2009, a new IGA was made, in place of the original IGA.
Under the new IGA, a firm agreement for abolition by 1 July 2013 of certain State and Territory taxes was made.
However, the categories of State and Territory Taxes identified in the new IGA were made narrower than in the
original IGA. In particular, “stamp duty on non-residential conveyances” was narrowed to “stamp duty levied
on the value of non-real non-residential conveyances” so that the need to retain and agreement for abolition of,
stamp duty on real property transfers is not included at all in the new IGA.
Since the original IGA, some States and Territories have broadened their existing stamp duties on real property
such as by imposing transfer duty on certain leases and by expanding the base for land-rich or landholder duty
and in NSW, mortgage duty.
NSW has also gone even further, with the introduction of new ad valorem taxes since the IGA, in the form
of vendor duty, from 1 June 2004, subsequently abolished on 2 August 2005, and more recently, a “Torrens
Assurance Levy” for land purchases over $500K.
Under the new IGA, the Commonwealth and all States and Territories each recognise:
(a) further reform of Commonwealth, State and Territory taxes as an integral part of improving 		
federal financial relations; and
(b) the importance of improving the effectiveness and efficiency of the national tax system 		
(Clause B9 of Schedule B).
The Commonwealth, States and Territories need to “get back on track” in eliminating existing inefficient and
inequitable taxes which are impeding economic activity. One of the most inefficient existing taxes is transfer duty
on real property transfers. Land tax lacks equity, simplicity and transparency. These two taxes must eventually be
abolished.
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Annexure 4
Statistics on the abolition of quoted marketable securities duty
According to information provided by IRESS*, the number of trades in 2001-2002 almost doubled (1.94 x 20002001) and the total value of trades in 2001-2002 more than doubled (2.25 x 2000-2001) when listed marketable
securities duty was abolished, compared to 2000-2001 when listed marketable securities duty applied.
* IRESS Statistics:
For the financial Year 30 June 2000 to 30June 2001: 14,578,198 buys & sells = Total 29,156,394 Trades with
Total Val $915Billion
For the financial year 30 June 2001 to 30 June 2002: 28,291, 201 buys & sells = Total 56,582,402 Trades
with Total Val $2,053Billion
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08. Annexure 5
Remove policy obstacles from existing NSW land tax exemptions
Remove 5 km radius restriction from the low cost rental accommodation exemption
Revenue Ruling LT 86 under s 10Q of the Land Tax Management Act 1956 relates to the current guidelines
approved by the NSW Treasurer for the land tax exemption for land used and occupied primarily for low cost
accommodation and specifies a condition that the land must be situated within a 5 kilometre radius of the Sydney
GPO.
This restriction operates arbitrarily and unfairly.
The low cost rental accommodation exemption was originally introduced in 1995 to encourage low rent
accommodation in the inner city of Sydney.
Now, in 2010, there is need to encourage low cost accommodation in wider NSW beyond a 5 kilometre radius of
the Sydney GPO.
Removal of the radius restriction from the guidelines for low cost accommodation approved by the NSW
Treasurer under s 10Q of the Land Tax Management Act 1956 would encourage low cost accommodation in
wider NSW. It would also be consistent with the land tax exemption for land used and occupied primarily for a
boarding house where there is no (and has never been any) radius restriction (see Revenue Ruling LT 85).
Remove nil or nominal income restriction on absences from PPR
Whilst NSW is suffering a rental crisis and the vacancy rate for residential rental property is low in various NSW
cities, Clause 8(6) of Schedule 1A of the LTMA works as a Government incentive for owners to leave their homes
vacant (for up to 6 years or more if the owner is in full time care) where the property is the principal place of
residence of the owner and the owner is (for whatever reason) absent from the property for up to 6 years or more,
if the owner is in full time care.
This has a two fold negative impact on the NSW economy by:
(1) denying absentee owners capacity to earn income from the property and be more self sufficient; and
(2) denying renters otherwise available roofs over their heads.
If Clauses 8(6) and 8(7) of Schedule 1A were to be removed, the incentive to leave a home vacant for up to
6 years or more would be removed , such properties could become available for rental accommodation and
owners could become more self sufficient.
Removal of Clauses 8(6) and 8(7) from Schedule 1A would also bring the principal place of residence exemption
into line with the corresponding capital gains tax provision which allows a taxpayer to rent out his or her principal
place of residence for up to 6 years without loss of the capital gains tax exemption (s 118.145 of the ITAA 1997).
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