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Appendix 14B 

Tax Expenditures: Definitions, Descriptions 
and Reporting by Australian Governments 

 

 

This appendix begins with general definitions and descriptions of tax expenditures and then 

describes the reporting of tax expenditures in Australia at both Commonwealth and State-

Territory levels. 

 
 
Definitions of Tax Expenditures 
 
Several definitions of tax expenditures from Australia and elsewhere will now be provided. 

 

Tax Expenditures as Concessions or Departures Relative to Tax Benchmarks 
 
Professor John Wanna (2003: 12) observes that: 

Historically, before the concept of 'tax expenditures' was accepted, such measures were generally 
known as tax concessions, tax relief or even tax breaks – and these terms often remain the more 
common or generic labels covering these types of tax adjustments. In the US the term 'tax 
preferences' or 'special preferences' were often used to describe preferential treatment relative to 
the standard taxation structure.   

 

The OECD (1984: 7, as cited in Smith 2003: 2) defined a tax expenditure as "a departure from 

the generally accepted ('benchmark') tax structure that produces a favourable treatment of 

particular types of activities or taxpayers".  Australia's Economic Planning Advisory Council 

(EPAC 1986: 3) similarly defined tax expenditures as "concessions which provide favourable 

tax treatment for particular groups of taxpayers or for particular types of activity".  The 

definition currently employed by the Australian Treasury (2005: 1), as follows, remains almost 

identical to these earlier OECD and EPAC definitions: "A tax expenditure is a tax concession 

that provides a benefit to a specified activity or class of taxpayer".  Warren (2004: 207) similarly 

defines tax expenditures as "financial benefits that individuals and businesses derive from 

taxation concessions". 

 
Further, according to the Canadian Department of Finance (CDF 2000: 7, as cited in Wanna 

2003: 15), "tax expenditures are a subset of tax concessions that are used as alternatives to direct 

government spending for achieving government policy objectives". 
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Forms of Tax Expenditures 
 
The OECD (2004: 10) observes that tax expenditures can take the following forms: 

• exemptions: amounts excluded from the tax base; 
• allowances: amounts deducted from the benchmark to arrive at the tax base; 
• credits: amounts deducted from tax liability; 
• rate relief: a reduced rate of tax applied to a class of tax payers or taxable transactions; 
• tax deferral: a relief that takes the form of a delay in paying tax. 

 

The Australian Treasury (2005: 1) similarly notes that a tax expenditure "can be delivered as a 

tax exemption, tax deduction, tax offset, concessional tax rate or deferral of a tax liability" (see 

also EPAC 1986: 3; Smith 2003: 2; and Wanna 2003: 15). 

 

Two Types of Tax Expenditures: Subsidies and Transfers 
 
Economists have distinguished between "tax expenditures intended as financial 'incentives', 

which can be analysed as a price subsidy", and those "used primarily as a tool for income 

redistribution, akin to transfers" (Smith 2003: 2n).  The OECD (2004: 10) further clarifies this 

distinction, defining a tax-subsidy as a tax expenditure that is "bound to the purchase of a certain 

good", and a tax-transfer as a tax expenditure not bound to the purchase of a good. 

 

Tax Expenditures as Expenditures and Compared to Direct Expenditures: 
Alternatives, Similar, but Not Identical 
 
Smith (2003: 2, citing Fiekowsky 1980: 211-219; Surrey and McDaniel 1985: 81; and Thuronyi 

1989: 330-332) observes that: 

... some commentators identify a provision as a tax expenditure only if its objective could 
reasonably be achieved by an expenditure program.  ... 'a tax expenditure is a spending program 
and must therefore be analysed in spending terms' [Surrey and McDaniel 1985: 81], using 
analytical techniques similar to those used to evaluate direct expenditure programs. 

 

The Australian Treasury (1985: 16, as cited in Wanna 2003: 16), in its 1985 Draft White Paper 

on Reform of the Australian Tax System, asserts that tax expenditures can be considered 

"functionally equivalent to direct spending programs".  This White Paper also defines tax 

expenditures as (Australian Treasury 1985: xiii, as cited in EPAC 1986: 4 and Wanna 2003: 16) 

"reliefs or concessions in the tax system (not being a basic component of the tax structure) 

which reduce tax liability and have effect on the government's budget similar to direct 

expenditures". 
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Wanna (2003: 16) observes, significantly, that "tax expenditures were not identical to direct 

spending but had similar effects on the budget".  According to EPAC (1986: 3), the term tax 

expenditures is used "to emphasise the similarity of tax expenditures to direct government 

outlays", and also "to stress the need to subject these forms of relief from tax to the same 

budgetary review and control procedures as ordinary government outlays".  According to the 

Canadian Department of Finance (1992: 3, as cited in Wanna 2003: 15), tax expenditures 

"represent an alternative to direct spending for achieving government policy objectives".  The 

OECD (2004: 10) defines a tax expenditure as "a transfer of public resources that is achieved by 

reducing tax obligations with respect to a benchmark tax, rather than by a direct expenditure".  

Wanna (2003: 13) observes that tax expenditures, "according to most public finance academics, 

should be conceptualised as denoting forms of 'expenditure' committed by government on the 

revenue side of the budget".  Warren (2004: 207) notes that tax concessions are referred to as tax 

expenditures "because they could equally have been delivered through the expenditure side of a 

government's budget".  The Australian Treasury (2005: 1) similarly notes that "direct 

expenditures could deliver the benefits of most tax expenditures. Tax expenditures are 

substitutes for direct expenditures, delivered through the taxation system". 

 

Tax Expenditures Distinguished from Direct Expenditures 
 
According to the Australian Treasury (2005: 12-13): 

Comparisons between tax expenditures and direct expenditures are informative in broad terms, 
although the costings are not strictly comparable. For example: 
• Tax expenditure estimates measure the benefit of the tax concession to the recipient, whereas 
direct expenditure estimates measure the impact of the expenditure on the budget in pre-tax 
dollars. 
• A tax expenditure tends to provide a higher benefit than direct expenditure of the same 
magnitude. This is because direct expenditures are often taxable, whereas tax expenditures are 
not. Therefore, a direct expenditure will, in some circumstances, have a smaller net budgetary 
impact than a tax expenditure of equivalent nominal value. [see also EPAC 1986: 5] 
• The removal of a tax expenditure or a direct expenditure of the same magnitude may have 
different effects on the underlying fiscal balance, due to different behavioural responses. 

 
 
Reporting of Tax Expenditures in Australia 
 

Tax Expenditure Reporting by the Australian Commonwealth Government 
 
The National Commission of Audit, in its 1996 Report to the Commonwealth Government, 

acknowledged as follows with respect to Australia's Commonwealth tax expenditures (NCOA 

1996: 296): 
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One area where current budget reporting is clearly inadequate is the cost of tax concessions (that 
is tax expenditures). Treasury noted that a forthcoming OECD publication shows that Australian 
reporting of tax expenditures currently falls short of overseas best practice. 
 
The different budgetary processes that apply to tax concessions and expenditure programs in 
Australia have contributed to the lack of transparency of tax expenditure reporting. 

 

The NCOA (1996: 297) hence recommended that tax expenditures "should be treated as much 

as possible like program expenditures in all published fiscal reports and statements and in all 

budgetary processes" (see also OECD 1984: 10 and EPAC 1986: 1, as cited in Wanna 2003: 14).  

According to the Australian Treasury (2005: 2): 

Publication of the Tax Expenditures Statement is a component of the Australian Government's 
budget reporting. The publication of detailed information on Commonwealth tax expenditures is 
a requirement under the Charter of Budget Honesty Act 1998 and serves three key functions. 
These are to: 
• allow tax expenditures to receive a similar degree of scrutiny as direct expenditures; 
• allow for a more comprehensive assessment of government activity; and 
• contribute to the design of the tax system, by promoting and assisting public debate on all 
elements of the tax system. 

 

Warren (2004: 207) believes, however, that the Commonwealth's annual Tax Expenditure 

Statements still fall short of the standard called for by the OECD, the 1996 NCOA as above, and 

others, and should "coincide with the release of the Commonwealth Budget". 

 

Tax Expenditure Reporting at the State and Territory Level 
 
Compared to the Commonwealth, according to EPAC (1986: 4): 

Tax expenditures in the form of sales tax concessions, customs and excise duty provisions, and 
concessions which operate in the State taxation structures, are considerably more difficult to 
identify and quantify and so have not been considered here. 

 

The Industry Commission (1996: 14) reports that it: 

had great difficulty gathering information on the extent of State and local government revenues 
forgone, particularly exemptions and/or rebates relating to individual companies or projects. 
These estimates are not published by any State government nor, to the Commission's knowledge, 
are they published by any local government authorities. In fact, it seems that State governments 
do not know the extent of tax exemptions provided to industry. 

 

The Industry Commission (1996: 580) also reported that it had "proven impossible to obtain 

comprehensive information on tax expenditures for particular projects (especially those offered 

via exemptions) in most States".  Smith (2003: 34) reports similarly that "at the state 

government level, tax expenditures reporting is in its infancy, uses incompatible definitions of 

tax expenditures that make comparisons between States difficult, and is also not integrated into 

Budget processes and reporting".  Smith (2003: 18) notes further that it is difficult to examine 
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trends in and generally compare States and Territory tax expenditures because of a "lack of 

comprehensive, consistent or long-term aggregate data for the states".  Smith (2003: 19) also 

observes that: 

The largest tax expenditures vary from state to state. In New South Wales, tax expenditures are 
largest for stamp duties (on contracts and conveyances, general and life insurance and 
marketable securities), payroll tax, land tax and gambling and betting. In Victoria, South 
Australia and Western Australia land and payroll tax expenditures are the main tax expenditures. 

 

Smith (2003: 19) also notes that "State tax expenditures are typically focused on industry and 

social policy as well as revenue objectives", so varying tax expenditure profiles among the 

STUs are bound to reflect their varying industrial profiles and human geographies generally.  As 

the Industry Commission (1996: 14-15) points out in respect of payroll tax expenditures: 

Some caution should be exercised in interpreting different levels of payroll tax revenues forgone 
across the States. For example, high per capita levels of payroll tax exemptions in the NT reflect 
the composition of industry in that Territory (the relative lack of large firms or businesses) rather 
than generous concessions or a high threshold level —the NT threshold is one of the lowest.  In 
the ACT, the high level of per capita exemptions is a reflection of both the composition of 
industry (the predominance of small firms) and a threshold level which is the second highest. 

 

Compared to the Commonwealth, however, "State governments fare better", according to 

Warren (2004: 207), "often including a tax expenditure statement in their Budget".  Warren 

(2004: 213) notes, for example, that the NSW government has brought its tax expenditure 

statement on-budget, and urges the Commonwealth to follow this lead. 

 
Still, comparison among the STUs clearly remains problematic.  In researching for this current 

chapter, it has been difficult to find any detailed tax expenditure statements from the ACT, NT 

and Tasmania, and there is no uniformity among the mainland States in their definitions and 

reporting of tax expenditures.  According to the NSW Treasury, in its Budget Statement for 

2001-02 (Chapter 7, p. 7-1): 

Tax expenditures and concessional charges represent an important mechanism through which a 
government's fiscal decisions affect the community. They have the same budgetary and welfare 
effects as a direct outlay. A tax expenditure refers to the cost of granting certain activities or 
assets favourable tax treatment.  A concession involves the sale by the government of goods and 
services to certain users at a price that is lower than generally available to the rest of the 
community. 

 

According to the WA Department of Treasury and Finance, in its 2002-03 Budget Statement 

(Budget Paper No. 3, p. 159): 

A tax or royalty expenditure can be defined as the revenue foregone by the Government, or the 
financial benefit to taxpayers, from an exemption or other concession that departs from the 
general tax norm. They are expenditures in the sense that their impact on the budget is similar to 
direct outlays, and they can be used to achieve similar goals as spending programs. 
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So WA uses the term tax or royalty expenditure, whereas the term tax expenditure is employed 

by the Commonwealth, NSW and other STUs. 

 
Table 14B-1 below shows 1994-95 industry assistance data which provide further insights into 

the magnitudes of State-Territory level tax expenditures across major industrial sectors. 

 
Table 14B-1:  Industry Assistance by State and Territory Governments in 1994-95 
in Terms of Budgetary Outlays and Payroll Tax Revenue Foregone 

Budgetary Outlays = BO ($m) 
 STU 

Agriculture Mining Manufacturing Services 

Total 
Budgetary 

Outlays 
= TBO 
($m) 

Payroll Tax 
Revenue 
Foregone 
= PTRF 

($m) 

Total 
Assistance 

= TBO 
+ PTRF 

($m) 

NSW 273.7 17.1 263.2 253.4 807 1140 1947 
VIC 93.0 15.5 359.8 169.2 638 739 1377 
QLD 112.5 24.9 108.7 102.5 349 452 801 
WA 96.4 21.4 64.8 77.4 260 390 650 
SA 52.5 7.6 112.1 93.2 265 274 539 

TAS 27.6 6.1 39.1 34.9 108 89 197 
ACT 0.1 0.0 0.8 7.3 8 78 86 
NT 22.6 4.8 16.6 19.9 64 42 106 

TOTAL 682 97 965 758 2499 3203 5702 

 As above but per capita ($ per person), based on December 1994 Populations from the ABS 

STU Agriculture Mining Manufacturing Services TBO PTRF Total 
Assistance 

NSW 44.9 2.8 43.2 41.6 133 187 320 
VIC 20.7 3.4 79.9 37.6 142 164 306 
QLD 34.9 7.7 33.7 31.8 108 140 248 
WA 56.1 12.5 37.7 45.0 151 227 378 
SA 35.8 5.2 76.4 63.5 181 187 367 

TAS 58.3 12.9 82.6 73.7 228 188 416 
ACT 0.3 0.0 2.6 24.1 27 257 284 
NT 128.8 27.4 94.6 113.4 365 239 604 

TOTAL 38.0 5.4 53.7 42.2 139 178 317 

 Per Capita Figures as Above but Relative to TOTAL = 100 

STU Agriculture Mining Manufacturing Services TBO PTRF Total 
Assistance 

NSW 118 52 80 99 95 105 101 
VIC 54 63 149 89 102 92 96 
QLD 92 142 63 75 78 79 78 
WA 148 230 70 107 109 127 119 
SA 94 95 142 150 130 105 116 

TAS 154 238 154 175 164 105 131 
ACT 0.87 0.00 4.91 57 19 144 90 
NT 339 504 176 269 262 134 190 

TOTAL 100 100 100 100 100 100 100 
Source: Industry Commission (1996), Table 1.4, p. 12, also employing December 1994 population estimates based on ABS data. 
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