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Purpose of the Bill
The purpose of the Tax Laws Amendment (Medicare Levy) Bill 2013 (the Bill) is to increase the Medicare levy low-income thresholds for families for the 2012–13 and later income years, in line with changes to the consumer price index (CPI).
Background
Medicare is Australia’s universal health insurance scheme, providing free or subsidised health care services to the Australian community. Medicare is partially funded by a 1.5 per cent levy on the taxable income of most resident individuals – though this will increase to 2.0 per cent from the 2014–15 income year to fund DisabilityCare Australia.[1] 
An additional Medicare levy surcharge of either 1.0, 1.25 or 1.5 per cent (depending on the individual’s income) is generally payable by high income earning individuals who do not have an appropriate level of private hospital insurance. 
All moneys generated by the Medicare levy and surcharge go into consolidated revenue; the levy and surcharge are not hypothecated. Revenue from the combined Medicare levy and surcharge was estimated to generate $9720 million in the 2012–13 financial year[2], which is far short of the estimated $18 549 million cost of the Medicare program for the same period.[3]
Low-income thresholds and phase-in limits
Resident individuals whose taxable income does not exceed a certain threshold are exempt from paying the Medicare levy (and surcharge). Phase-in limits also apply so that low-income earners earning more than this threshold amount, but within a set phase-in range, pay the Medicare levy at a reduced rate. The phase-in rate is ten per cent of the excess over the low-income threshold amount.
These thresholds and phase-in scales may vary depending an individual’s family composition and entitlement to particular tax offsets, and all are periodically adjusted to take account of movements in the CPI.
Earlier amendments to the Medicare Levy Act 1986 provided that, for individuals in the 2012–13 and later income years, the low-income threshold below which no Medicare levy is payable would be $20 542, and the phase-in limit (above which the full Medicare levy is payable) would be $24 167.[4] 
However, this Bill will make further amendments to the Medicare Levy Act 1986, increasing the low-income threshold for families to $33 693 (from $32 743) for the 2012–13 and later income years. This Bill will also increase the low-income threshold for families by $3094 (from $3007) for each dependent child or student in the family, for the 2012–13 and later income years.
Full details of these changes to the low-income thresholds for families, and the resultant phase-in limits for the 2012–13 and later income years, are detailed in Table 1.1 of the Explanatory Memorandum which accompanies the Bill.[5] 
Importantly, this Bill could be said to operate with retrospective effect, as it will apply to the 
2012–13 income year, which commenced on 1 July 2012. However, passage of this Bill is expected to precede the time from which resident individuals can lodge tax returns for the 2012–13 income year, so the proposed amendments would only have notional retrospectivity. In any case, the amendments in this Bill are all favourable to taxpayers as they simply increase the amount of income which may be earned prior to becoming liable to the Medicare levy.
Committee consideration
At its meeting on 15 May 2013, the Senate Selection of Bills Committee determined that it would defer consideration of this Bill until its next meeting.[6] At the time of writing, the House of Representatives Selection Committee had not referred the Bill for inquiry or report.
At the time of writing, neither the Senate Standing Committee for the Scrutiny of Bills nor the Parliamentary Joint Committee on Human Rights had commented on this Bill.
Financial implications
The increase in the Medicare levy low-income threshold for families, as proposed by this Bill, is expected to cost $38.0 million over the forward estimates.[7]
The provision of Medicare levy exemptions and phased-in liabilities for residents with low incomes constitutes one of the Government’s largest tax expenditures — estimated to cost $1300 million in 2012–13.[8]
Statement of Compatibility with Human Rights
As required under Part 3 of the Human Rights (Parliamentary Scrutiny) Act 2011 (Cth), the Government has assessed the Bill’s compatibility with the human rights and freedoms recognised or declared in the international instruments listed in section 3 of that Act. The Government considers that the Bill is compatible.[9]
Key issues and provisions 
Schedule 1—Medicare levy family income threshold
Items 1 and 2 propose to amend the definition of ‘family income threshold’ in the Medicare Levy Act 1986 so that the low-income threshold for a resident individual with a spouse or dependants would be increased from $32 743 to $33 693, and further increased by $3094 (currently $3007) for each dependant in that resident individual’s family.[10]
Item 3 proposes to make consequential amendments to the Medicare Levy Act 1986 in line with the increase in the low-income threshold in items 1 and 2. 
Item 4 specifies that these proposed amendments would apply to income tax assessments for the 2012–13 and later income years.
Members, Senators and Parliamentary staff can obtain further information from the Parliamentary Library on (02) 6277 2500.
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