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1. INTRODUCTION

The effective marginal tax rate (EMTR) measures the loss due to income taxation and reduction of
welfare benefit for every additional dollar of income (Ingles & Plunkett, 2016). The simulation
presented in this paper is based in the Western Australian context, was constructed in mid-2024,
and assumes the individual is receiving the Disability Support Pension (DSP), is single, aged 21 or
older, and meets the medical and assets eligibility tests (Services Australia, 2024a). No
considerations have been made for benefits for family members (e.g., companion discounts). Further,
the analysis does not account for Commonwealth rental assistance or any other form of housing
subsidy support such as rent subsidies for social housing tenants. The EMTR is estimated up to an
income from employment level of $100,000 per year.

1.1. Report Content

1.1.1. Assumptions

Section 2 presents the formulas used to estimate the amount of DSP received at each income level.
Income taxes, levies, tax offsets, and levy reductions are detailed in Section 3. The assumptions and
estimates for the benefits associated with the DSP and Pensioner Concession Card are presented in
Section 4, this includes medical concessions (Section 4.1) such as GP bulk billing, pharmaceutical
benefits, dental bulk billing, and ambulance rebates; public transport concessions (Section 4.2); and
the energy assistance benefit (Section 4.3).

1.1.2. Results of the Simulation

The results of the simulation are presented and discussed in Sections 5 to 0. Specifically, this
includes final income as conceptualised by the Australian Bureau of Statistics (ABS; ABS, 2022;
Section 5), the effective tax rate (ETR; Section 6), the participation rate (PTR; Section 7), and finally,
the effective marginal tax rate (EMTR; Section 8).
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2. DISABILITY SUPPORT PENSION

2.1. Income Test

In addition to meeting the medical rules, Disability Support Pension (DSP) recipients must also meet
the income and assets test. For the purposes of this simulation, it is assumed that the assets test is
met. As of 20 March 2024, the maximum DSP rate per fortnight is $1,116.30 (includes basic rate:
$1,020.60, maximum pension supplement: $81.60, and energy supplement: $14.10; Services
Australia, 2024b). Recipients of DSP can earn up to $204 a fortnight, after which point the payment
will be reduced by 50 cents for each dollar over $204. Further, the payments are cut off entirely once
income per fortnight reaches $2,436.60 (Services Australia, 2024c).

Accordingly, the following figures and rates were used in the simulation:
e Maximum Total Annual DSP Payments: (1,020.6 + 81.6 + 14.1) x 26 = $29,023.80
e Minimum Annual Income before DSP is Reduced: 204 X 26 = $5,304.00
e Annual Income DSP Cut Off Point: 2,436.60 x 26 = $63,351.60
e DSP Reduction Rate: 50c of every dollar over $5,304.00

e Annual DSP Payment Based on Income:

Income Annual DSP Payment Calculation

$0 - $5,304.00 DSP = Maximum DSP = $29,023.80
$5,305.00 - $63,351.60 DSP = $29,023.80 — ((Income — $5,304.00) * 0.5)
$63,352 - $100,000 DSP = $0

2.1.1. DSP Lost

To calculate the amount of DSP forgone at each level of income, the following formula is used:

DSP Lost = Maximum DSP — DSP at Income Level
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3. TAXES AND LEVIES

3.1. Income Tax

In line with the Australian Taxation Office (ATO) Australian residents tax rates for the 2024/2025
financial year, the following tax brackets were used (ATO, 2023a):

Tax Bracket Income Rate Income Tax Formula

Tax Free $0 - $0 Income Tax = $0
$18,200

Tax Bracket1 | $18,201 - 16c¢ of every dollar Income Tax = (Income — $18,200) * 0.16
$45,000 over $18,200

Tax Bracket2 | $45,001- = $4,288 plus 30c of | Income Tax = (($45,000 — $18,200) * 0.16)
$100,000 every dollar over + ((Income — $45,000)

$45,000 * 0.30)

The DSP is not considered taxable income. Consequently, only employment income was included in
the income tax calculation (ATO, 2023b).

3.2. Income Tax Offsets

Income tax offsets reduce the amount of tax payable. Tax offsets differ from taxable income
deductions as the latter reduces the amount of taxable income before income tax payable is
calculated (e.g., may move an individual into a lower tax bracket), whereas offsets are deducted from
the amount of tax payable after the income tax has been calculated. In many cases, tax offsets are
not refundable, that is, if the tax offset exceeds the amount of tax payable, the individual pays no
income tax, but they do not receive the difference.

3.2.1. Seniors and Pensioners Tax Offset

Recipients of the DSP under the age-pension age with rebate income of less than $50,119 are
eligible to receive the seniors and pensioners tax offset (SAPTO; ATO, 2023c). Rebate income
includes reportable super contributions (i.e., employer or personal superannuation contributions
other than super guarantee contributions), investment loss, and fringe benefits (ATO, 2023d). For the
purposes of this simulation, it is assumed that income is equivalent to rebate income. Those with
income of $32,279 or less, receive the maximum SAPTO of $2,230 (ATO, 2023c). As the SAPTO is a
non-refundable tax offset, those with tax payable amounts less than the maximum SAPTO benefit
(i.e., income tax payable on incomes of $32,137 or less is less than $2,230) effectively receive less
SAPTO, however, they will pay no income tax. The SAPTO reduces by 12.5 cents for every dollar above
$32,279.

Accordingly, the annual SAPTO benefit is calculated with the following formulas:

Income Annual SAPTO Benefit Calculation

$0-$18,200 SAPTO = $0

$18,201 - $32,137 SAPTO = Income Tax

$32,138 - $32,279 SAPTO = Maximum SAPTO = $2,230
$32,280 - $50,119 SAPTO = $2,230 — ((Income — $32,279) * 0.125)
$50,119 - $100,000 SAPTO = $0
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3.3. Medicare Levy

The Medicare Levy is an additional levy (2% of taxable income) that is separate to income tax (ATO,
2023e). Based on medical conditions or level of income, taxpayers may be eligible for an exemption
or reduction of the Medicare Levy. For the purposes of this simulation, it is assumed that the DSP
recipient is not eligible for a medical exemption (i.e., they were not a blind pensioner and/or are not
entitled to full medical cover under Defence Force arrangements or Veterans’ Affairs; ATO, 2023f).

3.3.1. Medicare Levy Reduction: Low Income Earners

The Medicare Levy is not payable if taxable income is $26,000 or less (ATO, 2024a). Those with
taxable incomes between $26,001 and $32,500 are eligible for the Medicare Levy reduction.
Specifically, the Medicare Levy is reduced to 10 cents on every dollar over $26,000 (Medicare Levy
Act 1986 (Cth) s. 7). The full Medicare Levy (i.e., 2% of taxable income) is payable for taxable
incomes of $32,501 or more. Accordingly, the following rates were used to determine the Medicare
Levy on incomes between $0 and $100,000:

Income Annual Medicare Levy Calculation

$0 - $26,000 Medicare Levy: All = $0
$26,001 - $32,500 Medicare Levy: All = ((Income — $26,000) * 0.1)
$32,501 - $100,000 Medicare Levy: All = Income * 0.02

3.3.2. Medicare Levy Reduction: SAPTO

The Medicare Levy reduction is greater for those eligible for the SAPTO. Specifically, the Medicare
Levy is not payable for those eligible for the SAPTO with taxable income of $41,089 or less (ATO,
2024a). For those with taxable incomes between $41,090 and $50,119, the Medicare Levy is
reduced to 10 cents on every dollar over $41,089. The full Medicare Levy (i.e., 2% of taxable income)
is payable for taxable incomes of $50,120 or more. Accordingly, the following rates were used to
determine the Medicare Levy on incomes between $0 and $100,000:

Income Annual Medicare Levy Calculation
$0 - $41,089 Medicare Levy: SAPTO = $0

$41,090 - $50,119 Medicare Levy: SAPTO = ((Income — $41,089) * 0.1)
$50,120 - $100,000 Medicare Levy: SAPTO = Income * 0.02

3.3.3. Net Medicare Levy Reduction

To determine the Medicare Levy reduction for recipients of DSP, the following formula was used:

Medicare Levy Reduction = Medicare Levy: All — Medicare Levy: SAPTO
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3.4. Medicare Levy Surcharge

The Medicare Levy Surcharge is an additional levy for those with higher incomes that do not hold
appropriate private health cover. For the 2024/2025 financial year, Base Tier incomes (i.e., taxable
income between $0 - $97,000) pay no Medicare Levy Surcharge, Tier 1 incomes (i.e., $97,001-
$113,000) pay 1%, Tier 2 incomes (i.e., $113,001 - $151,000) pay 1.25%, and Tier 3 incomes
$151,001 or more) pay 1.5% (ATO, 2024b). As the simulation only covers incomes up to $100,000,
only incomes between $97,001 and $100,000 fall within the Tier 1 threshold, and it is assumed that
they did not hold private health cover.

Consequently, the following formulas were used:

Income Annual Medicare Levy Calculation

$0 - $97,000 Medicare Levy Surcharge = $0
$97,001 - $100,000 Medicare Levy Surcharge = (Income * 0.01)

3.5. Net Income

The figure displays income net of tax and levies. Net income is divided into three categories, net
income for the counterfactual case (i.e., an individual not receiving DSP), SAPTO (formula at 3.2.1),
and Medicare Levy Reduction (formula at 3.3.3).

3.5.1. Net Income Formula

To calculate the net income for the counterfactual case, the following formula is used:

Net Income = Income — Income Tax — Medicare Levy: All — Medicare Levy Surcharge
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4. PENSIONER CONCESSION CARD

DSP recipients are eligible for the Pensioner Concession Card (PCC; Services Australia, 2023), which
enables them to receive concessions (e.g., social transfers in kind; Australian Bureau of Statistics
[ABS], 2022) for utilities, health, transport, and entertainment (ConcessionsWA, n.d.). As income
increases and DSP recipients are no longer eligible the DSP (i.e., fortnightly income exceeds
$2,397.40; Services Australia, 2024c), losing the PCC and associated benefits can result in an
increase in cost-of-living expenses. Accordingly, these concessions are a component of final income
(ABS, 2022).

It should be noted that DSP recipients can keep their PCC for 2 years if their employment situation
reduces their DSP payments to $0 (Australian Government, 2024). However, for the purposes of this
simulation, it is assumed that all benefits associated with the DSP are lost when income rises to the
point where the recipient is no longer eligible for DSP.

4.1. Medical Concessions

4.1.1. Medical Appointments

As of 1 November 2023, only 10.3% of General Practitioner (GP) clinics in WA bulk-bill all adults
(without concessions) for a standard consultation (Medicare Benefits Schedule Item 23; Cleanbill,
2024). Further, the average out-of-pocket cost of a GP appointment in WA is $42.08 (Department of
Health and Aged Care, 2024). However, many GPs will bulk-bill patients who hold a PCC. For
example, 80.5% of people with an intellectual disability reported they had seen a GP in the last 12
months and had no out-of-pocket expenses (Australian Institute of Health and Welfare, 2022). On
average, DSP recipients have 7.7 GP visits a year (Collie et al., 2021). In light of the above, the
following formulas were used to determine the benefit (and loss of benefit) associated with GP bulk-
billing at different income levels:

e Mean number of GP visits per year for DSP recipients: 7.7
e Mean out-of-pocket cost: $42.08
e Bulk-billing rate for people with intellectual disability: 80.5%

Income Annual GP Benefit Calculation

$0-$63,351.60 GP Benefit = 42.08 *.805 * 7.7 = $260.83

$63,352- $100,000 GP Benefit = $0
Note. OOP = Out-of-pocket

41.1.1. GP Benefit Lost

To calculate the amount of GP Benefit lost at each level of income, the following formula is used:

GP Benefit Lost = Maximum GP Benefit — GP Benefit at Income Level
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4.1.2. Pharmaceutical Benefits Scheme

The Pharmaceutical Benefits Scheme (PBS) subsidises a number of prescription medications. For
those with a PCC, each medicine on the PBS costs $7.70 and for those without a PCC, this cost rises
to $31.60 (Services Australia, 2024d). In addition to the PBS subsidy, there are PBS Safety Net
Thresholds for those who have high out-of-pocket costs for PBS medicines in a calendar year
(Services Australia, 2024d). For those with a PCC, the 2024 PBS Safety Net threshold is $277.20
and compared to $1,647.90 for general patients (Services Australia, 2024d). Once the PBS Safety
Net threshold is met, PBS medicines are free for those with a PCC or $7.70 each for general patients
(Services Australia, 2024d).

Over a two-week period, DSP recipients on average used 3.9 different medications (Collie et al.,
2021). For the purposes of the simulation, it was assumed that all medications were covered by the
PBS and that each medication had a one month supply (i.e., on average, 46.8 medications were
purchased each year).

In light of the above, the following was used to determine the benefit (and loss of benefit) associated
with the PBS at different income levels:

e Mean number of medicines per year for DSP recipients: 3.9 X 12 = 46.8
e Mean out-of-pocket cost without PCC: 46.8 x 31.60 = $1,478.88
e Mean out-of-pocket cost with PCC: $277.20

Income Annual PBS Benefit Calculation

$0-$63,351.60 PBS Benefit = (31.60 * 46.8) — 277.20 = $1,201.68
$63,352- $100,000 PBS Benefit = $0

Notably, based on the usage above, DSP recipients would not meet the PBS Safety Net Threshold for
general patients. Thus, those with incomes above $62,332.40 are paying $31.60 for each
medication.

4.1.2.1. PBS Benefit Lost

To calculate the amount of PBS Benefit lost at each level of income, the following formula is used:

PBS Benefit Lost = Maximum PBS Benefit — PBS Benefit at Income Level
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4.1.3. Dental Health Service

On average, DSP recipients go to the dentist 1.1 times each year (Collie et al., 2021). Those who
have a PCC are eligible for a subsidy of 50% or 75% off the cost of the treatment and some Disability
Services Commission Clients are eligible for fully covered dental treatment (Dental Health Services,
n.d.; Parliament of Australia, 2023). The fee schedule is based on the Commonwealth Department of
Veterans’ Affairs (DVA) schedule of dental fees (Parliament of Australia, 2023). For the purposes of
the simulation, it is assumed that DSP recipients receive a 75% subsidy. With respect to the cost of a
typical dental appointment, the DVA schedule (DVA, 2024) and the Australian Dental Association
Dental Fees Survey (Australian Dental Association, 2023) fees associated with items 012 (periodic
oral examination), 022 (x-ray), 114 (removal of calculus), and 531 (small filling for a posterior tooth).
As the Dental Fees Survey asked for fees as at 1 July 2022, the WA mean figures were adjusted for
December 2023 dollars (ABS, 2024).

Item Service DVAFee Australian Dental
Association Fee
012 Periodic oral examination $49.65 $58.08
022 X-Ray $42.10 $45.04
114 Removal of calculus $101.90 $113.16
531 Adhesive 1 surface - posterior $140.15 $173.43
Total $333.80 $389.71
Adjust for CPI $420.61
(136.1/126.1)
Total OOP Cost $83.45 $420.61

Note. OOP = Out-of-pocket

The dental benefit associated with the DSP was calculated as the difference between the out-of-
pocket costs for a general patient and the out-of-pocket costs for a DSP recipient. Accordingly, the
following was used to calculate the dental benefit:

e Mean number of Dentist visits per year for DSP recipients: 1.1
e Mean out-of-pocket cost without PCC:420.61 X 1.1 = $462.67
e Mean out-of-pocket cost with PCC: (333.80 x .25) x 1.1 = $91.80

Income Annual Dental Benefit Calculation
$0 - $63,351.60 Dental Benefit = (420.61 — 83.45) * 1.1 = $370.88
$63,352- $100,000 Dental Benefit = $0

4.1.3.1. Dental Benefit Lost

To calculate the amount of Dental Benefit lost at each level of income, the following formula is used:

Dental Benefit Lost = Maximum Dental Benefit — Dental Benefit at Income Level
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4.1.4. Ambulance Rebate

DSP recipients who hold a PCC are entitled to a 50% rebate for medically necessary ambulance
transport services (St John WA, n.d.). The service fee for life-threatening (Priority 1) and urgent
(Priority 2) ambulance is $1,133 (St John WA, n.d.). On average, DSP recipients have 0.6 emergency
presentations to hospital each year (Collie et al., 2021). Based on an analysis of transport mode of
arrival at the emergency department for people with intellectual disabilities (Whittle et al., 2024), it is
assumed that 42.62% of these admissions involved ambulance transport. Consequently, the
simulation assumes that there are 0.26 ambulance transport per year. Accordingly, the following was
used to calculate the ambulance rebate:

e Mean number of emergency department presentations per year for DSP recipients: 0.6

e Proportion of emergency department presentations by ambulance: (301 + 369) /(619 +
953) =043

e Mean ambulance use per year for DSP recipients: 0.6 X 0.43 = 0.26
e Mean out-of-pocket cost without PCC: 1,133 x 0.26 = $289.74
e Mean out-of-pocket cost with PCC: 1,133 x 0.26 X 0.50 = $144.87

Income Annual Ambulance Rebate Calculation

$0 - $63,351.60 Ambulance Rebate = 1,133 * 0.26 X 0.50 = $144.87
$63,352- $100,000 Ambulance Rebate = $0
4.14.1. Ambulance Rebate Lost
To calculate the amount of Ambulance Rebate lost at each level of income, the following formula is
used:

Ambulance Rebate Lost = Maximum Ambulance Rebate — Ambulance Rebate at Income Level
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4.2. Public Transport Concessions

Transperth public transport concessions for DSP recipients include unrestricted travel passes, free
travel, and discounted travel. Unrestricted Half-Yearly Tickets may be issued to recipients of DSP
(with a PCC) who are employed in a supported employment setting or those who are not engaged in
supported employment but have a physical or intellectual disability that inhibits their ability to use the
Transperth ticketing system (Transperth, 2018). The unrestricted ticket permits the ticketholder to
travel on Transperth services free of charge at all times of the day. Transperth notes that they may
grant unrestricted tickets to those with disabilities but who do not meet the eligibility criteria at their
discretion.

For those with a Pensioner SmartRider, most Transperth services are free, except for peak week-day
times (between 6.00am and 9.00am or 3.30pm and 7.00pm, Monday to Friday) where a concession
fare applies (Transperth, n.d.a). For the purposes of the simulation, it is assumed that the DSP
recipient makes three return trips per week using public transport with three rides taken during off-
peak times, and three rides where the concession fare applies. Further, it is assumed that the 2 Zone
SmartRider (with 10% discount) fare of $2.07 applies for the latter three rides (Transperth, n.d.b).
The equivalent fare for a non-concession card holder is $4.59 (Transperth, n.d.b). Accordingly, the
following were used to determine the Transperth public transport concession:

e Number of rides per week: 3 peak, 3 off-peak
e Annual out-of-pocket cost without PCC: 52 X 6 x 4.59 = $1,432.08
e Mean out-of-pocket cost with PCC: 52 x 3 x 2.07 = $322.92

Income Annual Transperth Concession Calculation

$0 - $63,351.60 Transperth Concession = 1,432.08 — 322.92 = $1,109.16
$63,352- $100,000 Transperth Concession = $0
4.2.1. Public Transport Concession Lost

To calculate the amount of Transperth concession lost at each level of income, the following formula
is used:

Transperth Concession Lost
= Maximum Transperth Concession — Transperth Concession at Income Level

4.3. Energy Assistance

The WA Government Energy Assistance Program supports DSP recipients with a PCC by paying
$326.32 of their energy bill each year (Synergy, n.d.).

Income Annual Energy Assistance Calculation

$0 - $63,351.60 Energy Assistance = $326.32
$63,352- $100,000 Energy Assistance = $0
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4.3.1. Energy Assistance Lost

To calculate the amount of Energy Assistance lost at each level of income, the following formula is
used:

Energy Assistance Lost = Maximum Energy Assistance — Energy Assistance at Income Level
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5. FINAL INCOME

Final income takes into account income from employment, government pensions (e.g., DSP), and
PCC benefits and discounts, as well as taxes and levies, and tax offsets. This analysis can identify
welfare traps, that is, points at which someone would end up worse off as their income from
employment increases, due to lost benefits associated with lower income levels.

Figure 1 presents the components of final income across levels of pre-tax income from employment
from $0 to $100,000 per year. Each component has been estimated with the formulas detailed in
Sections 2 to 4.

Figure 1 Components of Final Income ($ per year, 2024 dollars)

Tax Free Tax Bracket 1 Tax Bracket 2

DSP ! SAPTO SAPTO ' ' !
’ . SAPTO DSP MLS
Reduction . Reduction ML )
. Begins . . Ends Cut Off Begins
Begins ; Begins  Begins ; ; i
$100,000 . . . . .

A

$90,000 1

$80,0004 Co : : : o

$700009{ ! P : : e

$60,000 -

Final Income

$50,000 -
$40,000 1
$30,000 1
$20,000 1

$10,000 A

$0  $10,000 $20,000 $30,000 $40,000 $50,000 $60,000 $70,000 $80,000 $90,000 $100,000
Annual Gross Employment Income

Energy Ambulance PBS .

Assistance Rebate Benefit DSP SAPTO
Transperth Dental . Rl . ) Net Employment
Concession Benefit GP Bulk-Billing ML Reduction Income

Note. DSP = Disability Support Pension; ML = Medicare Levy; MLS = Medicare Levy Surcharge; SAPTO =
Seniors and Pensioners Tax Offset; PBS = Pharmaceutical Benefits Scheme; GP = General Practitioner;
DSP Reduction Begins = income level where DSP is reduced; ML Begins = income level where ML is
payable (for those not eligible for SAPTO); SAPTO Reduction Begins = income level where SAPTO is
reduced; SAPTO ML Begins = income level where ML is payable for SAPTO recipients; MLS Begins =
income level where MLS is payable.

As can be seen in Figure 1, final income increases with every incremental dollar earned up until
employment income reaches the second tax bracket at $45,000 per year (final income =
$53,550.29), at which point final income starts reducing until employment income reaches $50,121
per year (final income = $53,323.32). It is not until employment income reaches $51,382 per year
that final income (i.e., $53,550.30) returns to the level it was when employment income was
$45,000 per year. At this point, final income increases up until DSP is cut off when employment
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income exceeds $63,351 per year. Between $63,351 and $63,352, final income decreases from
$55,704.72 to $52,291.36 as the remainder of the PCC benefits associated with the DSP are lost. In
fact, the final income (i.e., $52,291.36) associated with an annual employment income of $63,352
is the same level as the final income (i.e., $52,291.29) when employment income is $37,325. That
is, once DSP and benefits are lost, the individual is no better off (financially) than when they were
earning almost $30,000 less from employment per year. It is not until income from employment
increases to $68,372 that final income (i.e., $55,704.96) returns to the level it was before DSP was
lost.

6. EFFECTIVE TAX RATE

The Effective Tax Rate (ETR) is estimated by dividing the sum of the taxes, levies, lost DSP, and lost
benefits with the sum of the income, DSP, and received benefits. The ETR is essentially the
proportion of income from all sources (i.e., employment, income supplements, and benefits) that is
effectively taxed through income tax and loss of benefits.

Benefits (as detailed in Section 4) for each income level were summed with the following formula:

Benefits = GP Benefit + PBS Benefit + Dental Benefit + Ambulance Rebate
+ Transperth Concession + Energy Assistance

Similarly, lost benefits for each income level were estimated with the following formula:

Lost Benefits = GP Benefit Lost + PBS Benefit Lost + Dental Benefit Lost + Ambulance Rebate Lost
+ Transperth Concession Lost + Energy Assistance Lost

To estimate taxes and levies at each level for a DSP recipient, the following formula was used:

Taxes and Levies = Income Tax — SAPTO + Medicare Levy: SAPTO + Medicare Levy Surcharge
In line with the above, the ETR was estimated with the following formula:

(Taxes and Levies + DSP Lost + Lost Benefits)
(Income + DSP + Benefits)

ETR =
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Figure 2 presents the ETR across employment income levels between $0 and $100,000 per year. As
can be seen in Figure 2, the loss of DSP is the largest component of effective tax. Further, due to
income tax offsets, income taxation is not applicable until employment income reaches $32,138 per
year. Finally, the ETR peaks at 68.66% when annual employment income reaches $63,352. This
represents the full loss of the DSP (i.e., $29,023.80) at 45.81% of $63,352; the loss of all
associated benefits including GP benefit (i.e., $260.83; 0.41%), PBS (i.e., $1,201.68; 1.90%), dental
benefits (i.e., $370.88; 0.59%), ambulance rebate (i.e., $144.87; 0.23%), Transperth concessions
(i.e., $1,109.16; 1.75%) and energy assistance (i.e., $326.32; 0.52%); income tax (i.e., $9,793.60;
15.46%); and the Medicare levy (i.e., $1267.04; 2.0%).

Figure 2 Effective Tax Rate
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Note. DSP = Disability Support Pension; ML = Medicare Levy; MLS = Medicare Levy Surcharge; SAPTO =
Seniors and Pensioners Tax Offset; GP = General Practitioner; DSP Reduction Begins = income level where
DSP is reduced; ML Begins = income level where ML is payable (for those not eligible for SAPTO); SAPTO
Reduction Begins = income level where SAPTO is reduced; SAPTO ML Begins = income level where ML is
payable for SAPTO recipients; MLS Begins = income level where MLS is payable.
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7. PARTICIPATION TAX RATE

The Participation Tax Rate (PTR) illustrates the cost of participating in the labour force at each annual
employment income level compared to when employment income is $0. The PTR is estimated by
dividing the sum of the taxes, levies, lost DSP, and lost benefits with income. This rate is similar to
the ETR except the PTR is estimated as a proportion of employment income. Accordingly, the
following formula is used:

(Taxes and Levies + DSP Lost + Lost Benefits)

PTR =
Income

Figure 3 presents the total PTR. As can be seen in Figure 3, the PTR is much higher than the
equivalent ETR in Figure 2 up until the DSP is cut off. This is because the denominator of the of PTR
does not include income from DSP or in the form of PCC benefits, as it does in the ETR. As can be
seen in Figure 3, there is no PTR until employment income reaches $5,304. If an individual was to
earn $15,000 from employment the PTR would be 32.32% despite having an income level below the
income tax free threshold, due to the loss of DSP (i.e., $4,848). Stated alternatively, an individual
was to earning $15,000 from employment is only $10,152 better off financially than if they were not
to work at all.

Figure 3 Participation Tax Rate
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Note. DSP = Disability Support Pension; ML = Medicare Levy; MLS = Medicare Levy Surcharge; SAPTO =
Seniors and Pensioners Tax Offset; DSP Reduction Begins = income level where DSP is reduced; ML
Begins = income level where ML is payable (for those not eligible for SAPTO); SAPTO Reduction Begins =
income level where SAPTO is reduced; SAPTO ML Begins = income level where ML is payable for SAPTO
recipients; MLS Begins = income level where MLS is payable.
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In Figure 4, the components of the PTR are illustrated. It can be seen that an individual with an
annual income of $40,000 from employment has a PTR of 48.93%, meaning they are only financially
better off by $20,428.88 compared to if they were not to work at all. The PTR at this income level is
comprised of DSP loss of $17,348 (i.e., 43.37% of $40,000) and income tax at $2,223.13 (5.56%).

Figure 4 Components of Participation Tax Rate
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Note. DSP = Disability Support Pension; ML = Medicare Levy; MLS = Medicare Levy Surcharge; SAPTO =
Seniors and Pensioners Tax Offset; GP = General Practitioner; DSP Reduction Begins = income level where
DSP is reduced; ML Begins = income level where ML is payable (for those not eligible for SAPTO); SAPTO
Reduction Begins = income level where SAPTO is reduced; SAPTO ML Begins = income level where ML is
payable for SAPTO recipients; MLS Begins = income level where MLS is payable.
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8. EFFECTIVE MARGINAL TAX RATE

The effective marginal tax rate (EMTR) presents the marginal effective tax (i.e., loss due to income
taxation and reduction of welfare benefit) for every incremental dollar of income (Ingles & Plunkett,
2016). The EMTR is estimated by dividing the difference between the sum of the taxes, levies, lost
DSP, and lost benefits associated with the previous income level with and t the sum of the taxes,
levies, lost DSP, and lost benefits associated with the current income level with the difference in
income (i.e., $1).

Accordingly, the following formula is used:

EMTR
_ (Taxes and Leviesy, — Taxes and Leviesy,) + (DSP Losty,_ — DSP Losty;) + (Lost Benefits;, — Lost Benefitsy,)

1

Figure 5 presents the EMTR for each level of annual employment income between $0 and $100,000.
Each point demonstrates the proportion of the last dollar earned that is effectively taxed due to the
income tax, levies, and loss of DSP and associated benefits incurred as a result of the increase in
employment income by that dollar. While the PTR is the opportunity cost of labour force participation
at a particular income level compared to $0, the EMTR is the opportunity cost of labour force
participation at a particular income level compared to an income level of $1 less. As the increment
used in Figure 5 is $1, the percentages can be easily converted to cents. Accordingly, where the
EMTR exceeds 100%, this indicates that the effective marginal tax paid exceeds $1 and the
individual is now in a worse position financially than they would be if they were to earn $1 less. In line
with the ETR and PTR, it can be seen in Figure 5 that the EMTR is 0% when annual employment
income is between $1 and $5,304. Between $5,305 and $32,137 the EMTR is 50% due to the
reduction of DSP, meaning every additional dollar earned in this range is effectively taxed by 50c.
Stated alternatively, for every additional dollar an individual earns within this range, they are only 50c
better off financially. As can be seen in Figure 5, the EMTR fluctuates across levels of employment
income. However, the underlying components of these fluctuations are better illustrated in Figure 6.
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Figure 5 Effective Marginal Tax Rate
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Seniors and Pensioners Tax Offset; DSP Reduction Begins = income level where DSP is reduced; ML
Begins = income level where ML is payable (for those not eligible for SAPTO); SAPTO Reduction Begins =
income level where SAPTO is reduced; SAPTO ML Begins = income level where ML is payable for SAPTO
recipients; MLS Begins = income level where MLS is payable.
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Figure 6 illustrates the components of the EMTR for each employment income level between $1 and
$100,000 per year. As can be seen in Figure 6, the EMTR increases to 66% between $32,138 and
$32,279 as taxable income exceeds the maximum SAPTO ($2,230) and each incremental dollar is
subject to the income tax (i.e., 16% or 16c¢). At $32,280, the SAPTO reduction begins increasing the
EMTR to 78.5% as with each dollar earned, SAPTO reduces by 12.5¢ which effectively increases the
marginal income tax to 28.5%. That is, as employment income increases from $32,280 to $32,281,
only 11.5¢ retained (i.e., final income is $51,206.6175 and $51,206.8325, respectively). This
continues until employment income reaches $41,090 and the Medicare Levy is payable (EMTR:
88.5%).

As can be seen in Figure 6, employment income moves into tax bracket 2, there are a number of
instances where the EMTR exceeds 100%. Between $45,001 and $50,119, the EMTR is 102.5%,
which is consistent with the declining income for the same range depicted in Figure 1. Specifically,
every dollar earned in this range actually decreases final income by 2.5c¢. The three largest EMTR
peaks occur when the SAPTO eligibility and associated Medicare Levy reduction ends (EMTR:
10,020.0% or $100.20), DSP is cut off and associated benefits are lost (EMTR: 341,436.3% or
$3,414.36), and the Medicare Levy Surcharge takes effect (EMTR: 97,0330% or $9,703.30).

Figure 6 Components of Effective Marginal Tax Rate
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where ML is payable (for those not eligible for SAPTO); SAPTO Reduction Begins = income level where
SAPTO is reduced; SAPTO ML Begins = income level where ML is payable for SAPTO recipients; MLS
Begins = income level where MLS is payable.
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