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Introduction

Legislative and regulatory decisions of the Federal and State Parliaments and Governments can and do have an impact on Bond University, its students and its growth and the development.

For that reason, Bond University takes an active interest in public policy formulation, development and implementation.

Bond University made two submissions to the Commonwealth Government’s Higher Education at the Crossroads process with a view to contributing to the debate surrounding the future of Australia’s review of higher education sector.

Bond University welcomed the opportunity to contribute to that process and now welcomes the opportunity to provide a submission to this Senate Inquiry.

This submission, seeks to restate and reinforce the proposals outlined in those earlier submissions and not specifically adopted by the Government’s subsequent reform package contained in the 2003-04 Federal Budget. It also seeks to highlight some concerns with the reforms outlined in the Federal Government reform package.

Specifically, this submission argues that:

· discussion on the need for increased funding for the higher education sector tends to simply deal with either calls for further direct government funding or increased student contributions towards their studies;

· there is a case to be made for increased direct government funding and greater flexibility in the setting and collection of student contributions;

· there is a strong case to be made for more innovative approaches to increasing investment in higher education.; 

· current funding models should be flexible and not driven by regulation;

· aspects of the proposed loan scheme for students are insufficient;

· the additional 3.5 percent indexing on the proposed FEE-HELP should not be imposed;

· the $50,000 limit under FEE-HELP is inadequate, and

in addition this submission argues that in seeking to formulate consistent higher education policy, governments must recognise that private providers, such as Bond University, are now an integral part of Australia’s higher education system.  

These private providers contribute significantly to the public good by making available high quality higher education.  When planning the higher education system, private providers are essential to the government’s long-term investment.  They are part of the funding solution and not the problem.  Factoring in the capacity of private providers should be part of deciding the level of investment as well as how such an investment is to be funded.  

The Senate and Government must recognise that its investment in higher education will deliver the best returns through encouraging healthy competition, enhancing the performance of both the public and private sectors.

Executive Summary

As Bond University is an active and integral part of Australia’s higher education sector and as legislative and regulatory decisions have an impact on its operation, the University makes this submission to the Federal Government’s review of Australia’s higher education.  Bond University argues that:

· the need for increased funding for higher education tends to simply deal with either calls for further direct government funding or increased student contributions;

· there is a case to be made for increased direct government funding and greater flexibility in the setting and collection of student contributions; 

· there is a strong case to be made for more innovative approaches to increasing investment in higher education;

· governments need to take a more active role in encouraging and facilitating greater levels of investment in our universities and tertiary study;

· superannuation funds be encouraged to invest in higher education; and

· State governments take a more active role in encouraging tertiary education through such measures as tax concessions, direct financial assistance, scholarships and capital infrastructure support.

· consideration be given to permitting tax deductibility of tuition fees;

· a system of tax credits, similar to the HOPE Credits operating in the United States, be adopted whereby a portion of higher education fees and related expenses can be claimed as a tax credit;

· education saving accounts be allowed where the build up of interest within the account be tax free, and neither the principal nor interest is taxable upon withdrawal if used for a qualified education expense;

· there is a need for consistent policy affecting all students and all universities;

· all tertiary students should have the option to defer payment of their fees through an income contingent loans scheme;

· aspects of the proposed loan scheme for students are insufficient;

· the additional 3.5 percent indexing on the proposed FEE-HELP should not be imposed;

· the $50,000 limit under FEE-HELP is inadequate;

· current funding models should be flexible and not driven by regulation;

An Active Participant in Australia’s Higher Education Sector

Since Bond University’s first intake of 322 students in May 1989, it has grown steadily in size and stature to now have nearly 2400 enrolled students and has awarded more than 7000 degrees since its formation.

Bond University, operating in an increasingly competitive global higher education environment has achieved steady growth. 

The University’s Growth to Greatness 2002-2004 planning document sets a target of 2850 students by 2004.

With a total staff of approximately 460, including 225 academic staff, Bond University has achieved levels of teaching excellence that sets benchmarks for other providers.  In the Course Experience Questionnaire over the past three years, Bond has been ranked number one by a wide margin in the areas of good teaching and graduate satisfaction and its graduate record is first rate.

Encouraging Investment in Higher Education

In recent years there has much debate about the level of funding for Australia’s higher education sector.  Invariably this has revolved around the declining levels of funding and the need for an injection of additional monies to ensure that Australia’s universities maintain their high standards, remain internationally competitive and deliver students prepared for the knowledge economy.

Unfortunately, discussion on the need for increased funding for the higher education sector tends to simply deal with either calls for further direct government funding or increased student contributions.

As the AVCC policy paper Positioning Australia’s Universities for 2020 notes, there is certainly a case to be made for increased direct government funding and greater flexibility in the setting and collection of student contributions.

However, there is also a strong case to be made for more innovative approaches to increasing investment in higher education.

Governments need to take a more active role in encouraging and facilitating greater levels of investment in our universities and higher education study.  This investment should and can come from individuals, the private sector and through reforms to government tax policy.

There are a numerous instances where governments have taken proactive policy positions to encourage and facilitate greater personal and private investment in a particular industry.

A few examples are illustrative:

The Health Industry

Recent legislative reforms to the health insurance industry have been designed to encourage individuals to take out their private health insurance by, in part, providing a 30 percent rebate on insurance premiums.  This has resulted in a significant increase in the number of Australians with private health insurance.  

According to the Federal Government, in the June 2000 quarter more than 1.7 million Australians took out private hospital insurance - this is the largest increase in figures since 1989 when data first began to be collected. The private membership increase over the June quarter was equivalent to the total decline in membership over the period December 1991 to December 1998.  

The Government states that since the 30% Rebate was introduced more than 2.25 million Australians have joined a private health fund yet without private fund membership these people would have been relying on the public system to treat them if they became sick.

In addition, the Government has introduced Lifetime Health Cover, a new system of private health insurance that rewards membership loyalty and early joining. Australians who take out private hospital cover early in their lives will pay lower premiums than those taking it out later in life.  In short, there is a reward for planned individual investment in the health insurance.

The Film Industry

Since the 1980’s the Federal Government has provided a range of initiatives to encourage private investment in the Australian film industry.

In 1981, the Income Tax Assessment Act 1936 was amended to create a tax concession scheme which allowed 150 percent of the capital expenditure on qualifying Australian films to be tax-deductible and for up to 50 percent of the earnings for the film to be exempt from income tax. It is reported that this concession was effective in boosting private investment in the film industry.  Annual feature film output virtually doubled, from an average of 15 films in the 1970s to an average of 27 in the 1980s.  Television mini-series and telemovie growth was even more dramatic.  Even when these concessions were reduced to 133 percent for capital expenditure and 33 percent for income in the mid 1980s investment continued to escalate.1

Since that time a variety of schemes, including establishing the Australia Film Finance Corporation and Film Australia, have been implemented to encourage investment and support the Australian Film Industry. 

1 Commonwealth Involvement in Film Production – Background Paper, John Gardiner-Garden, Parliamentary Library Vol 21, 1994

Specific Industry or Business Packages

Similarly, both Federal and State governments have on numerous occasions developed specific measures to encourage and/or support particular industries or individual businesses.  In fact, in recent years governments have competed with a variety of policy initiatives, including tax concessions and financial assistance, to attract industries or businesses to their jurisdictions because they are considered to be desirable for one reason or another.  Because of the commercial nature of these initiatives the full details are not always disclosed publicly, but recent notable examples have included the:

· Queensland Government’s enticement of Virgin Blue and Australian Airlines to headquarter in Brisbane and Cairns respectively; 

· Federal Government’s support for the Australia car industry through the Automotive Action Agenda;

· Victorian and South Australian Government’s support for the Formula 1 Grand Prix;

· Queensland Government support for Comalco Alumina Refinery in Gladstone; and 

· Queensland Government bio-technology strategy.

Proposals for the Higher Education Sector

As noted above, a world class, quality higher education system is a valuable asset to any nation.

Yet despite this there are very few specific schemes or initiatives similar to those mentioned above which are targeted to encourage investment in Australia’s higher education sector.

The future growth and development of Australia’s higher education sector cannot continue to rely simply on greater direct funding contributions from either the Federal Government or from individuals participating in university study.

The government must consider new approaches to increase investment and support for Australia’s universities and tertiary study.

Specifically, proposals that should be considered in the context of this review include:

· Tax Deductibility of Fees

As noted by Miller and Pincus in their paper Funding Higher Education: Performance and Diversity the Australian tax system discriminated against investment in education.2  They note that the basis of tax discrimination is the decision not to treat self-education expenses as capital expenditures.  They highlight that self-education expenses are deductible in the year in which they are incurred, but only if they have a necessary connection with the production of assessable income in that year.  Expenses, therefore incurred by most undergraduate and many postgraduate students are not deductible.

Permitting tax deductibility of tuition fees, or part thereof, places investment in human capital on the same footing as investment in physical capital.  This is particularly crucial in knowledge-based economies such as Australia, as noted in Backing Australia’s Ability.  This would help to create a level playing field and investment in human capital will not be discouraged relative to investment in physical capital.

· Tax Credits

In 1997, the Clinton Administration in the United States introduced new legislation which “opens the doors of college education to a new generation, with the largest investment in higher education since the G.I. Bill 50 years ago” according to the President.3  When fully phased in it is anticipated that 5.9 million students will be claiming the HOPE Scholarship.

The legislative reform saw the introduction of the HOPE Credit that allows taxpayers to reduce their tax liability by up to $1500 for qualified tuition and related expenses.  Unlike a deduction, a tax credit reduces the amount of income tax a person may have to pay rather than a deduction that reduces the amount of income subject to tax.

The HOPE Credit can be claimed by taxpayers who pay qualified tuition and related expenses of higher education for the first two years of their post secondary education for themselves, or their spouse, or a dependent for whom they claim an exemption.  The students must be enrolled at least halftime for at least one academic period beginning during the year.

2 Funding Higher Education: Performance and Diversity, Miller, P.W. and Pincus J., Evaluations and Investigations Program, Higher Education Division, Department of Employment, Education, Training and Youth Affairs, 1997, p.138

3 “Statement on Signing Balanced Budget Act of 1997 and Taxpayer Relief Act of 1997”, August 5, 1997, Weekly Compilation of Presidential Documents, 33, no. 32, p.1177.

In 2004, it is estimated students and families will save an estimated $US2.9 billion under the HOPE tax credit.

The Lifetime Learning Credit is also available under the United States Internal Revenue Service Tax Benefits for Education programs.  Eligible students may be able to claim a lifetime learning credit of up to $1000 for qualified tuition ans related expenses paid for all students enrolled in eligible educational institutions.  There is no limit on the number of years the lifetime learning credit can be claimed for each student.  In 2004, $US3.0 billion will be made available for the Lifetime Learning tax credit, which allows a credit of up to $2000 for undergraduate and graduate tuition and fees.

A similar system of tax credits should be explored for Australian taxpayers whereby a portion of higher education fees and related expenses can be claimed as a tax credit.  
· Education Savings Accounts
The United States also encourages personal investment in education through the Coverdell Education Savings Accounts (ESA).  A Coverdell ESA is a trust account or custodial account created for the purpose of paying qualified education expenses of a designated beneficiary of the account.

Generally, when the account is established, the designated beneficiary must be under age 18.  The trustee or custodian must be a bank or an entity approved by the US Internal Revenue Service.

Up to $2,000 annually can be contributed to the account.  Contributions must be in cash.  

The build-up of interest within an account is tax free, and neither the principal nor interest is taxable upon withdrawal if used for a qualified education expense.  Qualified education expenses include tuition, fees, books, supplies, and equipment at a public, private, or religious elementary or secondary school or college.  

Any individual (including the designated beneficiary for whose benefit the account is established) can contribute to a Coverdell ESA if the individual’s modified adjusted gross income for the year is less than $110,000.  The allowable contribution is gradually reduced at higher levels of income

Entities such as corporations, charitable organizations, and foundations can contribute to a student's account. There is no requirement that an organisation’s income be below a certain level.

Contributions can be made to one or several Coverdell ESAs for the same designated beneficiary provided that the total contributions are not more than the contribution limits for a year.

The government should consider adopting a similar system in Australia as it would encourage private investment in education and increase choice in educational options.

· Employer Provided Educational Assistance

Consideration should be given to supporting and encouraging employers to contribute to the education of their staff.  

Again, in the United States employers can contribute, tax free, up to $5,250 of educational benefits each year for undergraduate-level courses.  The educational benefits that an employer can provide tax free include payments for tuition and similar expenses, books, supplies, and equipment.  The payments do not have to be for work-related courses.

· Superannuation Funds
With the increased level of investment in superannuation the government should examine ways to encourage Superannuation Funds to invest in higher education.

Total superannuation assets reached $477.4 billion at 30 June 2000 and total superannuation assets are increasing at around 17 percent per year.4

These funds should be encouraged and assisted to invest in higher education infrastructure and capital development as a forum or public-private partnerships.

The Government has a role in assisting and encouraging the finance industry to understand the higher education sector and develop strategies to ensure mutual benefit.

· The Role of State Government and Regional Policy
As noted above, State Governments are increasingly using various initiatives to encourage and attract business and economic development in their jurisdictions.

4 Superannuation: Taxation Issues and Discussion of Proposals for Reform, Department of the Parliamentary Library, Information and Research Services, Research paper No. 22 2000-01, p.2
While higher education policy since the 1970s has been the responsibility of the Federal Government, State Governments should take a more active role in encouraging the development tertiary education.  There have been a few instances where a State Government have implemented policies to expand higher education opportunities.  

In the 1990s, the Queensland Government assisted with the development of regional university campuses.  At this time it also provided direct funding to increase university places available in Queensland to make up for a perceived shortfall from the Federal Government.

State Governments should view higher education in the same light as other business and economic developments and implement competitive strategies to encourage tertiary education.  This could be in the form of such areas as state tax concessions, direct financial assistance, scholarships and capital infrastructure support.

In addition, the Federal Government should work more closely with State Governments in the development and implementation of regional policy to ensure that higher education needs are met, encouraged and supported.

The Need for Consistent Higher Education Policy
Under plans initiated in 1987 by the then Federal Minister for Education, John Dawkins, the higher education sector has shifted from an elitist system to one based on mass participation.  These plans were designed to rationalise the sector and dramatically increase the number of universities in Australia by creating economies of scale.  In turn, young Australians would be provided with more opportunities to undertake tertiary studies.

These outcomes have been achieved at a price.  With the unwillingness or inability of governments to fund the sector at internationally competitive levels, Australians are being forced to settle for a second best solution.

A world class, quality education system serves the public good by providing a better educated, more intelligent and more employable population.  The undeniable benefits for graduates include better employment prospects and higher earning capacity.  This is especially so in the context of today’s knowledge based economies.

Yet, when it comes to financing the necessary investment in higher education current government policy is inconsistent.  While the government is willing to seek payments from those individuals who benefit from higher education however provided, it still largely clings to the belief that public good is only served by public institutions. 

Ironically, this further limits choice in that the now paying students, however much subsidised, are denied access to the full range of public good higher education services available within the system.

This approach is also inconsistent with policy that prevails in the provision of other levels of education.  In the areas of primary and secondary education, Australia has long recognised and encouraged the contribution of private providers.  A little more than thirty years ago, when former Prime Minister Malcolm Fraser was Minister for Science and Education, a coalition federal government made the first contribution by an Australian government to private education providers.  A series of private secondary schools across Australia, most of them part of the Catholic school system, received grants to erect and equip science blocks.  Since then, various forms of government funding have flowed to the private school system.

Access to government funding by private training providers has also been available for a number of years. 

Private universities in the Australian tertiary education sector are relatively young, however, their achievements and contributions are significant.  Indeed one could argue that private universities are already delivering many of the very public good features that the government seems keen to promote in public institutions.  As noted earlier, in a little more than 12 years, Bond University has achieved levels of teaching excellence that set benchmarks for other providers.

From the outset Bond focused on treating students as customers, given that they had made free choices to come to Bond and were in fact paying for their education.  The public good that Australia has derived from this approach is considerable.  Apart from the quality of the higher education provided over this period, Bond has graduated more than 7000 students, contributed significantly to the economic and social well being of these individuals and their communities, particularly the Gold Coast region, and has saved the Australian taxpayer many millions of dollars.  Moreover, Bond has set standards that have helped to focus public universities on their service delivery.

The quality of public good delivered through higher education could be further enhanced by the removal of policy inconsistencies that restrict the choices of those who are paying.  As a first step the government could simply make privately provided tertiary education services more widely accessible by giving the choice of all options to those who are, at least in part, paying for their education.

How could we achieve this wider access and greater customer choice?  The implementation of consistent policy affecting students and universities would help improve the quality of our higher education system.  

The easiest start would be to allow all tertiary students the option to defer payment of their fees through an income contingent loans scheme.

That is, making undergraduate and postgraduate income contingent loans available to students who choose to study at private universities.  The loans could be set at the level of publicly subsidised fees or at the level of full costs of private fees.  Given that any loan advanced to the student will be repaid, the level of government funding will only be a timing issue.  At current levels of private university enrolment even if this deferred payment of fees were extended to the full level of fees, the financial exposure for the government would not be great, particularly given that not all private students would choose to defer payment.

A second funding issue emerges from the fact that private universities generate public good outcomes equivalent to their public counterparts.  As such, private universities could justifiably lay claim to some level of government subsidy.  Such an arrangement is arguably more difficult to resolve than providing all students access to undergraduate and postgraduate income contingent loans, particularly resolving conditions that would apply to such subsidies.  But it is notable that the government has already made public funds available to one private university in this way.  This further contributes to policy inconsistencies that desperately need to be resolved in the context of the question of how best fund the investment in a world-class higher education system.

As noted earlier, in seeking to formulate consistent higher education policy the government must recognise that private providers, such as Bond University are an integral part of Australia’s higher education system.  They contribute significantly to the public good by making available high quality university education and are essential to the government’s long-term investment planning.  Factoring in the capacity of private providers should be part of deciding the level of investment as well as how such an investment is to be funded in essential social capital.  The government must recognise that its investment in higher education will deliver the best returns through encouraging healthy competition, which will enhance the performance of both the public and private sectors.

But the government continues to deny many students access to quality providers such as Bond University by only making undergraduate and postgraduate income contingent loans available to those who attend publicly funded universities.  In essence, this debt is the government saying to a student: “Here is a minimum amount of money to pay for your university tuition, which you will have to repay when you are working and earning a salary.  Repayments will be added to your annual tax bill.  And by the way you can only use the money for tuition at public universities.”

Any undergraduate or postgraduate income contingent loan debt is a real debt.  Students incurring an undergraduate or postgraduate income contingent loans debt or any debt to the government for tuition should have the freedom of choice to spend that money at an institution they choose. 

While Bond University welcomes the Government’s FEE-HELP initiative as going some way towards delivering an income contingent loan scheme for all students aspects of the proposed scheme are insufficient, inequitable and discriminatory.  Specifically, the Bond University believes the scheme would be more helpful if the proposed additional 3.5 percent indexation was not adopted and the student loan was simply adjusted in accordance with CPI only.

In addition, limiting the loan amount to $50,000 will restrict access to the scheme for a range of full fee paying students in a number of courses at Bond University and other institutions.  For example, a single undergraduate bachelor degree fee at Bond University is in the order of $60,000 and a combined degree (which most students undertake) is in the order of $100,000.

Capping the loan amount at the proposed amount is insufficient to meet the cost of many full fee courses and limits access for some students and is a continuation of inconsistent public policy towards higher education.
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