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Tax expenditure aggregates are reported and analysed in this chapter, with a
breakdown of tax expenditures by both function and taxpayer affected. Care must be
taken when interpreting these aggregates, particularly when making comparisons
across time. There are several major considerations that need to be taken account of
when analysing tax expenditure aggregates.

• First, some of the identified tax expenditures are not costed because of a lack of
suitable data. Hence, tax expenditure aggregates will tend to underestimate the
total benefit provided by tax expenditures.

• Second, the trend in aggregates over time will reflect both changes in the cost of
individual tax expenditures and changes in the coverage of tax expenditures being
costed.

• Third, changes over time in methodology and data used to calculate the cost of tax
expenditures can result in quite large revisions to the tax expenditure estimates.
Therefore, estimates that were provided in previous editions of the TES may not be
strictly comparable to figures in this and more recent publications.

• Finally, tax expenditure aggregates are net aggregates as they include the offsetting
effects of negative tax expenditures.
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The estimated cost of tax expenditures by functional category, and the total annual
aggregates, are reported in Table 2.1 for the period 1997-98 to 2002-03.

Between 1997-98 and 2002-03, the underlying growth in aggregate tax expenditures is
relatively modest, with total measured tax expenditures estimated to grow at an
average annual rate of around 3 1/3 per cent. However, the annual rates of growth
over this period vary significantly, which tends to conceal the underlying trend in tax
expenditure aggregates. The inter-annual variations can be explained largely by policy
decisions, particularly those related to The New Tax System and The New Business Tax
System. (Tax expenditure reference codes used in Chapter 5 and Appendix A are
reported in parentheses.)

• Total measured tax expenditures are estimated to have grown by 1.2 per cent
between 1997-98 and 1998-99.
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• Total measured tax expenditures are estimated to have grown by 5.9 per cent
between 1998-99 and 1999-2000. This higher rate of growth is largely attributable to
a few key effects, including:

- an increase in the cost of aggregate health tax expenditures following the
introduction of the 30 per cent rebate for expenditure on private health
insurance (A29);

- an increase in the cost of aggregate fuel and energy tax expenditures, which is
primarily driven by growth in the value of the excise concession for aviation
gasoline and turbine fuel (E5); and

- an increase in the cost of aggregate defence tax expenditures, reflecting the
exemption of pay and allowances for troops deployed in East Timor (A14).

• Total measured tax expenditures are projected to grow by 6.1 per cent between
1999-2000 and 2000-01, due to:

- an increase in the cost of aggregate tax expenditures for other economic affairs,
including:

: transitional arrangements for prepayments (D79), which are estimated to cost
$825 million in 2000-01 (before becoming a negative tax expenditure from
2001-02); and

: the introduction of the capital gains tax (CGT) discount for individuals (D38);

- an increase in the cost of aggregate health tax expenditures, reflecting the first
full year impact of the private health insurance rebate for those claiming their
entitlement as a rebate (A29); and

- rapid growth in the cost of aggregate fuel and energy tax expenditures,
reflecting growth in the value of the excise exemption for alternative fuels (E3).

These increases are partly offset by a fall in the cost of aggregate mining,
manufacturing and construction tax expenditures, resulting from the removal of
accelerated depreciation for businesses with an annual turnover of $1 million or
more on 21 September 1999 (D61).

• Total measured tax expenditures are projected to fall by 0.2 per cent between
2000-01 and 2001-02, reflecting the following largely offsetting factors:

- an increase in the cost of aggregate social security and welfare tax expenditures,
reflecting the first full year impact of the Family Tax Benefit for those claiming
their entitlement as a rebate (A43);

- an increase in the cost of aggregate health tax expenditures, due to the effects of
the increased take-up of private health cover on the private health insurance
rebate (A29);
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- a substantial fall in the cost of aggregate mining, manufacturing and
construction tax expenditures, reflecting a fall in the estimates for accelerated
depreciation (which becomes a large negative tax expenditure from 2002-03)
following its removal for businesses with an annual turnover of $1 million or
more on 21 September 1999 (D61); and

- aggregate tax expenditures for other economic affairs being inflated in 2000-01
by the transitional arrangements for prepayments (see explanation on page 6).

7DEOH ���� $JJUHJDWH WD[ H[SHQGLWXUHV E\ IXQFWLRQ�D��E�

Estimates ($m) Projections ($m)

1997-98 1998-99 1999-00 2000-01 2001-02 2002-03

General public services
A. Legislative and executive affairs   0   0   0   0   0   0
B. Financial and fiscal affairs   0   0   0   0   0   0
C. Foreign economic aid   245   250   255   295   295   335
D. General research   0   0   0   0   0   0
E. General services   5   5   5   5   5   5
F. Govt superannuation benefits   0   0   0   0   0   0

Defence   72   77   193   126   126   133
Public order and safety   0   0   0   0   0   0
Education   10   8   8   7   7   8
Health   570   665  1 085  1 355  1 650  1 730
Social security and welfare  16 875  16 737  17 069  17 281  18 722  19 968
Housing and community amenities   220   215   215   265   255   270
Recreation and culture   79   86   86   85   74   74
Fuel and energy  1 599  1 540  1 675  1 800  1 935  2 050
Agriculture, fisheries and forestry   236   206   215   214   215   239
Mining and mineral resources
  (other than fuels), manufacturing
  and construction (c)  3 177  3 293  3 334  2 873  1 938  1 212
Transport and communications   41   54   53   60   57   58
Other economic affairs

A.Tourism and area promotion   85   85   85   95   100   100
B. Labour and employment affairs   22   23   17   22   21   14
C. Other economic affairs, nec   944  1 027  1 111  2 679  1 958  2 238

Other purposes
A. Public debt interest   0   0   0   0   0   0
B. General purpose inter-government
       transactions   0   0   0   0   0   0
C. Natural disaster relief   0   2   1   0   0   0
D. Contingency reserve   0   0   0   0   0   0
E. Asset sales   0   0   0   0   0   0

Not allocated to function  1 290  1 515  1 904  1 822  1 582  1 613

Total (d)  25 470  25 788  27 311  28 984  28 940  30 047

(a) Total tax expenditures by functional category are derived by summing the individual tax expenditure
estimates provided in Table 5.1, excluding  items with estimates listed as being ‘less than’
(eg. <1, <5), rounded to zero (..) or na.

(b) Relative to previous editions, this table contains an additional historical year (1997-98) at the expense
of a projection year (2003-04) to facilitate comparison with the 1997-98 Tax Expenditures Statement.

(c) Includes tax expenditures that involve the deferral of revenue, which were not included in the
functional table of the 1997-98 Tax Expenditures Statement.

(d) Items may not sum due to rounding.
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• Total tax expenditures are projected to grow by 3.8 per cent between 2001-02 and
2002-03, mainly due to increases in social security and welfare tax expenditures.  In
turn, this largely reflects the growing value of superannuation assets and continued
growth in superannuation contributions (B1), partly due to the Superannuation
Guarantee schedule.

Significant changes in functional aggregates relative to the 1997-98 Tax Expenditures
Statement include:

• higher aggregate social security and welfare tax expenditures in all years, reflecting
increased family assistance under the Family Tax Benefit from 2000-01 (A43) and a
revised methodology for estimating the concessional treatment of
non-superannuation termination benefits (B2);

• aggregate mining, manufacturing and construction tax expenditures now include a
number of accelerated depreciation tax expenditures which were not reported in
the functional table of the 1997-98 Tax Expenditures Statement; and

• higher aggregate fuel and energy tax expenditures in all years due to the
identification of new tax expenditures relating to excise concessions for certain
petroleum products (E4 and E5).

��� &RPSDULVRQ�ZLWK�GLUHFW�H[SHQGLWXUH

The tax expenditure estimates for 1999-2000 by functional category are presented
alongside direct government expenditure in Table 2.2. The list of direct expenditures
by function is reproduced from Table 2 of the 1999-2000 Final Budget Outcome.

Comparisons between tax expenditures and direct expenditures are informative in
broad terms, although the costings are not strictly comparable for the following
reasons:

• A tax expenditure tends to provide a higher benefit than a direct expenditure of the
same magnitude. This is because direct expenditure is 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 value.

• The removal of a tax expenditure or a direct expenditure of the same magnitude
may have different effects on the underlying fiscal balance for reasons discussed in
chapter 1.4.

• For tax exempt and rebated personal cash transfers, the addition of tax
expenditures and direct expenditures will tend to overstate the impact on the fiscal
balance. For example, in the case of A38 (exemption of certain social security and
repatriation payments), the direct expenditure column includes the full cost to
government of the program; however there is also an associated tax expenditure for
the benefit of the income tax exemption to the recipient. Other examples include
A29 and A39 to A46.
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Tax expenditures (a) Direct expenditures Total
$m $m $m

General public services
A. Legislative and executive affairs   0   571   571
B. Financial and fiscal affairs   0  5 323  5 323
C. Foreign economic aid   255  2 013  2 268
D. General research   0  1 458  1 458
E. General services   5   537   542
F. Govt superannuation benefits   0  4 766  4 766

Defence   193  9 476  9 669
Public order and safety   0  1 132  1 132
Education   8  10 298  10 306
Health  1 085  23 489  24 574
Social security and welfare  17 069  57 083  74 152
Housing and community amenities   215  1 844  2 059
Recreation and culture   86  1 475  1 561
Fuel and energy  1 675   32  1 707
Agriculture, fisheries and forestry   215  1 785  2 000
Mining and mineral resources
  (other than fuels), manufacturing
  and construction  3 334   896  4 230
Transport and communications   53  1 999  2 052
Other economic affairs

A.Tourism and area promotion   85   147   232
B. Labour and employment affairs   17  2 511  2 528
C. Other economic affairs, nec  1 111   514  1 625

Other purposes
A. Public debt interest   0  6 446  6 446
B. General purpose inter-government
       transactions   0  19 195  19 195
C. Natural disaster relief   1   100   101
D. Contingency reserve   0   0   0
E. Asset sales   0   130   130

Not allocated to function  1 904   0  1 904

Total (b)  27 311  153 217  180 528

(a) Excludes tax expenditures with estimates listed as being ‘less than’ (eg. <1, <5), rounded to zero (..)
or na.

(b) Items may not sum due to rounding.

As reported in Table 2.2, total measured tax expenditures in 1999-2000 are valued at
$27.3 billion. Aggregate social security and welfare tax expenditures comprise
62 per cent of total measured tax expenditures.

When compared to the sum of both total measured tax expenditures and total direct
expenditure, 15 per cent of total government assistance is provided through tax
expenditures.
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The proportion of government assistance provided by tax expenditures, however,
varies greatly by functional category. In most cases, the assistance provided by direct
expenditure significantly exceeds the benefit provided by tax expenditures. The
exceptions are:

• fuel and energy, which has most of its assistance provided by way of tax
expenditures, most notably through excise concessions for certain petroleum
products and alternative fuels (E3 to E5);

• mining, manufacturing and construction, although this category includes a number
of accelerated depreciation tax expenditures (D61, D62, D63 and D65) which have
been removed from 21 September 1999 for businesses with an annual turnover of
$1 million or more; and

• other economic affairs nec, due to the tax expenditure related to the concessional
rate of fringe benefits tax (FBT) on motor vehicles (C31).

��� 7D[�H[SHQGLWXUHV�E\�WD[SD\HU�DIIHFWHG

While many tax expenditures may be accessed by more than one group of taxpayers,
this section provides a broad indication of the main taxpayer group that benefit from
each tax expenditure. The purpose of this analysis is to provide an overall picture of
the direction of tax expenditures despite the difficulties in determining the final
beneficiary of the assistance.

For the purpose of this analysis, the classification of ‘taxpayer affected’ is by the legal
incidence of the tax. Legal incidence should not be confused with the economic
incidence of a tax measure. Legal incidence refers to the taxpayer upon which the tax is
levied. In contrast, the economic incidence of a tax relates to the taxpayer (or
taxpayers) that bear the cost of a tax, or benefit from a tax expenditure. Economic
incidence will differ from legal incidence if the group bearing the legal incidence is
able to pass on some or all of the cost or benefit of the tax, and thus have it feed
through into prices (including factor prices, such as wages and the return on capital).

• For instance, the legal incidence of a tax expenditure may be on the manufacturer of
a product. However, the economic incidence may actually fall on consumers of the
product via a change in price.

Total measured tax expenditures by taxpayer affected are reported in Table 2.3,
including deferral expenditures. Major influences behind changes in taxpayer-affected
aggregates are generally the same as those listed in chapter 2.2. (For example, the
increase in personal income tax expenditures in 2000-01 reflects the introduction of
both the capital gains discount for individuals (D38) and the Family Tax Benefit (A43).)



&KDSWHU �� 2YHUYLHZ RI WD[ H[SHQGLWXUH DJJUHJDWHV

��

7DEOH ���� 7D[ H[SHQGLWXUHV E\ WD[SD\HU DIIHFWHG�E�

Taxpayer 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04

Businesses  4 794  4 585  4 672  5 076  5 841  3 686  3 254  2 868
Defence   367   382   407   538   451   466   493   508
Donors   195   210   230   250   276   300   325   350
Employees  1 705  1 840  1 870  1 940  1 860  1 930  2 020  2 110
Employers   920  1 057  1 098  1 127  1 137  1 166  1 200  1 220
Financial institutions   63   65   48   54   175   183   165   165
Government   95   95   95   100   100   90   95   100
Hospitals   175   190   210   230   135   135   140   145
Superannuation funds
  and beneficiaries  8 650  9 915  9 420  9 530  8 845  9 595  10 495  11 495
Non-profit organisations   413   495   545   575   573   565   579   604
Personal income taxpayers  1 918  2 229  2 842  3 353  6 117  7 710  8 007  8 294
Retirees/allowees  3 180  3 207  3 330  3 465  2 380  2 020  2 115  2 190
Property owners   0   0   0   0   0   0   0   0
Primary producers   284   236   206   215   214   215   239   254
Students   10   10   8   8   7   7   8   9
Non-residents   920   950   800   830   860   860   900   940

Miscellaneous(a)   3   4   7   20   13   12   12   12

Total (c)  23 692  25 470  25 788  27 311  28 984  28 940  30 047  31 264

Estimates ($m) Projections ($m)

(a) Expenditures included in the ‘miscellaneous’ category are those for which the ‘taxpayer affected’ does
not belong to any of the other identified categories.

(b) Excludes tax expenditures with estimates listed as being ‘less than’ (eg. <1, <5), rounded to zero (..) or
na.

(c) Items may not sum due to rounding.
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The following provides a list of tax expenditure reference codes that correspond to
each category of taxpayer affected.

Businesses B5, B6, D2, D7, D23, D32-D35, D48-D65,
D74-D77, D79, D80 , D87, D91, D97-D100,
E1-E5, E7, E8

Defence force personnel, including veterans and
their families

A10, A11, A14, A17, A19, A46, C3

Donors to approved organisations A60

Employees B2-B4

Employers C15, C19, C22, C31, C32, C41, D19

Financial Institutions D20, D21, D24, D27, D36, D39, D92

Government D28, D29

Hospitals and State and Territory Authorities C7, D10

Superannuation funds and beneficiaries,
termination payment recipients

B1, B7

Non-profit organisations C12, C34, C36, D1, D4, D9, D11, D18

Personal income taxpayers A9, A25-A32, A34, A37, A39, A41-A44, A50, B8,
D3, D5, D6, D12, D13, D30, D31, D38, D40-D47,
D78, D81-D84, D101

Retirees and allowees A33, A38, A40, A45

Primary Producers D14-D17, D66-D73, D85, D86, E6

Students A21

Non-residents A6, D22, D89, D90, D93-D96, D102, D103


