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CHAPTERINTRODUCTI ON

The Tax Expenditures and Insights Statement (TEIS) provides estimates of the revenue
forgone from tax expenditures, along with distributional analysis on large tax
expenditures and commonly utili sed features of the tax system.

Transparent reporting of tax expenditures and other aspects of the tax system provides
a more complete picture of the impact of government policies on indiv iduals,
households and business, and anyrevenue forgone. The TEIS reports information about
revenue the Government does not collect through tax expenditures such as:

1 Concessional rates that reduce the rate of tax that applies to certain groups or types
of incomes

1 Exemptions that exclude certain groups from paying tax on income they receive

1 Allowances, credits or rebates that either deduct amounts of income from the tax base
or refund a portion of taxes already paid

1 Tax deferrals that postpone paying of taxes until a later date.

A table of all tax expenditures and estimates of their revenue forgone can be found in
Appendix A.1.

Distributional analysis is presented for large expenditures and aspects of the personal
income tax system that form part of many taxpayersd affairs, where reliable data is
available. This information enables comparison of the groups which utilise these
features including by level of income, gender, age and industry where relevant and
where data is available.

Future publications will build on this analysis and continue to improve the information
about common features of the tax system.

The TEIS supplements other Government publications by providing information on
Australian Government tax expenditures as required by Section 16 of the Charter of
Budget Honesty Act 199&nd reflects policy up to and including the 202223 October
Budget

The TEIS is not a statement of policy intent. The information and analysis presented is
intended to increase transparency about the impacts of tax expenditures and other
features of the tax system
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1.1 What is atax expenditure?

A tax expenditure arises where the tax treatment of a class of taxpayer or an activity
differs from the standard tax treatment (tax benchmark) that would otherwise apply .
Tax expenditures can include tax exemptions, some deductions, rebates and offsets,
concessionalor higher tax rates applying to a specific class of taxpayers, and deferrals
of tax liability.

The tax benchmarks used in the THS have been chosen in a way that attempts to apply
a consistent tax treatment to similar taxpayers and similar activities , consistent with past
Tax Expenditures Statements The benchmarks aim to incorporate a comprehensive
definition of income and taxable activity, and typically include the current rates of tax
generally applied to that activi ty, including progressive marginal tax rates.

The choice oftax benchmarks are informed by long -standing features of the tax system,
practice in tax expenditure publications in other jurisdictions and consultation with
stakeholders. The tax benchmark should not be interpreted as an indication of the way
activities or taxpayers ought to be taxed. A different choice of benchmark may resultin
significantly different estimates of the size and distributional impact of tax
expenditures.!

Detailed information on the tax benchmarks used in the TEISis in Appendix A.2.

1.2 How are tax expenditures estimated?

The estimates included in this TEIS are provided on a Gevenue forgonedbasis. This is
consistent with the approach taken by most OECD countries in their equival ent
publications.

Revenue forgone estimates reflect the existing utilisation of a tax expenditure and do not
incorporate any behavioural response which might result from a change in or removal
of the existing tax treatment. They measure the difference in revenue between the
existing treatment and benchmark tax treatment, assuming taxpayer behaviour is the
same and the existing tax treatment is removed entirely. A positive tax expenditure
reduces tax payable relative to the benchmark. A negative tax expenditure increases tax
payable relative to the benchmark.

Revenue forgone estimates are not estimates of the revenue impact if the tax expenditure
was to be removed. In practice, taxpayers would alter their behaviour in response to the
change of a policy.

1 Previous publications have explored alternative benchmarks for tax expenditures relating to
the taxation of superannuation, alcohol and owner-occupied housing.
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In many cases, an expenditure would be replaced or substituted with an alternative
policy that is designed to achieve a similar objective, reducing the net impact.

Please note the following regarding revenue forgone estimates:

1

readers should exercise care if adding tax expenditures, as changes to one may affect
the utilisation of others

estimates of the same tax expenditure may not be directly comparable to previous
publications because they can be affected by change policy, economic parameters,
benchmarks, modelling methodology, data or assumptions

readers should exercise care when comparing tax expenditure estimates with direct
expenditure estimates

the reliability of the estimates varies, with many estimates being only broadly
indicative of the magnitude of the tax expenditure

some estimates are unquantifiable due to insufficient data, in these cases qualitative
information is provided

estimates are prepared on an accrual basis and are provided in nominaldollars.

Alternative approaches to estimating tax expenditures include the &evenue gaind
approach, which attempts to account for expected changes in taxpayer behaviour and
the @utlay equivalent dapproach, which estimates the equivalent expense payment to
generate the same aftertax outcome.
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1.3 Large tax expenditures and other features of
the tax system

Table 1.1 lists the largest measured taxexpenditures for 2022623 and three personal
deduction categories.?

Large tax expenditures are presented with the main tax type that they affect, which
include:

1 Income 0 personal and business income taxes

1 CGT 0 capital gains tax component of income tax
1 Super d superannuation income tax

1 GSTo goods and services tax

1 FBT d fringe benefits tax

1 Other dindirect taxes excluding GST.

The estimated cost of tax expenditures changes from year to year due to changes in
policy as well as changes in economic conditions and other parameters. This can result
in large differences between publications in the estimated cost of concessions

Some large tax benchmarks are very sensitive to changes in the underlying data or
economic parametersfi for instance, for tax expenditures relating to the exemption of
NDIS payments from income tax, the CGT discount for individuals, and the CG T main
residence exemption.

In addition to the analysis of tax expenditures, distributional analysis has also been
presented on aspects of the personal tax system These include deductions, trust
distributions and franking credits.

These aspects form part of many taxpayersd affairs, and are incorporated into the
benchmark used to estimate tax expenditures. This analysis provides additional

information, transparency and context about the operation of Australia & personal
income tax systemand will be built on in future TEISs.

2 Tax expenditures with estimates of revenue forgone greater than $500 million in 2023-23 are
included in the table, as arenegative tax expenditures (provisions which increase tax payable)
with an estimated positive revenue impact greater than $500 million in 2023-23.

4



Table 1.1 Large tax expenditures and deductions by revenue forgone 20227 23

Tax type _ Distribution_al Revenue Average pfgﬁrjgg
affected Code Title _anaIyS|s forgone growth 2018-19 growth over

included 2022-23 ($m)* to 2021-22 (%) FEs (%)

Positive tax expenditures and deductions
CGT E8 Main residence exemption i discount component 26,000 15.1 -8.9
Deductions Rental deductions Y 24,400 -2.5 9.4
CGT E15 Discount for individuals and trusts Y 23,690 16.3 -11.9
Super c2 Concessional taxation of employer superannuation contributions Y 23,300 6.6 3.2
CGT E7 Main residence exemption 22,000 14.5 -84
Super C4 Concessional taxation of superannuation entity earnings Y 21,500 -0.9 15
Deductions Work-related expenses Y 9,900 4.4 3.4
GST H26 Food Y 8,400 35 3.8
Income A25 Exemption for National Disability Insurance Scheme amounts 8,080 58.7 19.2
Income B69 Accelerated depreciation for business entities 7,800 N/A N/A
GST H14 Education Y 5,850 6.5 4.6
GST H17 Health i medical and health services Y 5,000 2.3 7.0
Income B85 Simplified depreciation rules 4,800 1175 N/A
GST H2 Financial supplies i input taxed treatment 4,650 -1.7 7.5
Income B59 Lower tax rate for small companies Y 3,600 52.5 -1.3
Income A26 Exemption of Child Care Assistance payments 2,900 8.2 8.9
Income B11 Exemption from interest withholding tax on certain securities 2,520 -5.4 0.5
FBT D15 Exemption for public benevolent institutions (excluding hospitals) 2,450 6.7 3.2
o Dectblty ofteand ot s peranent sty nsurace
Income A19 Med‘icare levy exemption for residents with taxable income below the 2,050 17 12
low-income thresholds Y
FBT D11 Exemption for pl_Jinc and not-for-profit hospitals and public 2,000 3.9 20
ambulance services

Income A38 Exemption of Family Tax Benefit payments 1,790 -4.9 6.0
Income B1 Local government bodies income tax exemption 1,770 1.8 1.1
GST H5 Child care services Y 1,710 6.6 8.0

* For deductions, Revenue forgone refers to the reduction in tax in relation to the specified income year due to the utilisation of deductions.

uonoapoauj T J81deyd



Table 1.1 Large tax expenditures and deductions by revenue forgone 20221 23 (continued)

Tax type _ Distribution_al Revenue Average pf‘(;?zr:tlgg
affected Code Title _anaIyS|s forgone growth 2018-19 growth over
included 2022-23 ($m)* to 2021-22 (%) FEs (%)
GST H18 Health i residential care, community care and other care services Y 1,600 5.7 6.9
Deductions Cost of managing tax affairs and other deductions Y 1,600 2.3 3.2
Super C3 Concessional taxation of personal superannuation contributions Y 1,550 25.0 -8.3
Income A23 Concessional taxation of non-superannuation termination benefits 1,550 9.1 N/A
Income Al17 Exemption of the Private Health Insurance Rebate 1,500 -2.8 15
Income B23 Temporary loss carry-back for certain incorporated entities 1,480 N/A N/A
Income A56 Philanthropy i deduction for gifts to deductible gift recipients Y 1,405 2.6 -1.0
Super C1 Concessional taxation of capital gains for superannuation funds Y 1,350 18.9 -8.8
Income B80 Capital works expenditure deduction 1,270 1.3 -1.4
Income A37 Exemption of certain income support benefits, pensions or 1,260 6.5 0.0
allowances
Other 6 Con_cessional rate of excise levied on aviation gasoline and aviation 1,190 102 79
turbine fuel
GST H3 Financial supplies i reduced input tax credits 1,150 0.0 6.8
GST H6 Water, sewerage and drainage Y 1,130 15 2.4
Income B12 Exemption of inbound non-portfolio dividends from income tax 1,010 18.4 0.8
CGT E31 Small business 50 per cent reduction 930 1.9 0.0
Income B5 Reduced withholding tax under international tax treaties 880 -3.5 11.5
Exemptions of certain veteransdpensions, allowances or benefits,
Income A39 compensation, and particular World War ll-related payments for 870 1.6 -2.1
persecution
Income A3l Seniors and pensioners tax offset Y 860 -15.3 16.7
FBT D21 Application of statutory formula to value car benefits 840 -6.0 -2.5
Super Ci12 Exemption for small business assets held for more than 15 years 750 13.0 0.0
Income B68 Unincorporated small business tax discount Y 730 11.9 45
Super C5 Concessional taxation of unfunded superannuation 710 6.5 5.1
Income B22 Tax exemption for assistance provided through the doosting cash 660 N/A N/A

flow for employersémeasure

* For deductions, Revenue forgone refers to the reduction in tax in relation to the specified income year due to the utilisation of deductions.

1uBwale1s s1ybisul pue sainupuadx3 xe|



Table 1.1 Large tax expenditures and deductions by revenue forgone 20221 23 (continued)

Tax tvpe Distributional Revenue Average ':‘(;/.Zr:tlgg
affec%/epd Code Title analysis forgone growth 2018-19 grgth over
) } - 55 10
included 2022-23 ($m)* to 2021-22 (%) FEs (%)
GST H15 Health i drugs and medicinal preparations Y 640 5.1 7.0
International tax i concessional rate of final withholding tax on certain
Income B89 distributions by Australian managed investment trusts to foreign 570 2.9 0.5
residents
Super Cc7 Small business capital gains retirement exemption 570 3.2 -0.4
FBT D9 Exemption for health care benefits provided to members of the 540 6.0 15
Defence Force
Income B84 Research and development i non-refundable tax offset Y 530 -6.9 7.9
Negative tax expenditures
Other F21 Customs duty -2,070 -0.5 -14.9
Other F4 Luxury car tax -1,120 11.9 -0.9
Other F10 Higher rate of excise levied on cigarettes not exceeding 0.8 grams of -885 16.2 15
tobacco
Income A20 Medicare levy surcharge Y -840 21.4 9.6
Super Cil1 -590 0.0 5.9

Tax on funded superannuation lump sums

* For deductions, Revenue forgone refers to the reduction in tax in relation to the specified income year due to the utilisation of deductions.
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CHAPTERDI STRI BUTABRANRKBYSI S

2.1 Guide to interpreting distributional analysis

This chapter presentsthe distributional impact of large tax expenditures , showing which
individuals, households or businesses benefit from tax expenditures, across
characteristics including level of i ncome, age, gender,and industry where relevant and
where reliable information is available . Future releasesof the TEIS will look to expand

this analysis by including additional expenditures and distributional analysis by
geographical region such asby State and Territory, and by urban and regional area.

The subsections ofthis chapter have been ordered by size of tax expenditure as shown
in Table 1.1 (descending) , followed by the additional analysis of some other features of
the tax system.3

The distributional analysis of tax expenditure s follows the samestructure and provides
the following information :

1. A shaded description of the tax expenditure and estimates ofits value.

2. Analysis of the number of people, households or businessesthat benefit from the tax
expenditure . The recipients are grouped based on their income decile or business
turnover .

3. For tax expenditures that affect individuals , additional information is presented
showing the average benefit, number of recipients and share of total benefit by
gender.

4. Additional analysis showing the number of recipients and share of total benefit by
other characteristics, such asage, family type or industry.

Where relevant, and where reliable information is available, the analysis also includes
additional data and observations on the distributional impact of the tax expenditure in
the body of the text.

The analysis of personal income deductions isstructured similarly using the concept of
total tax reduction from utilising the deduction . The distributional analysis of trust
distributions to individuals and franking credits received by individuals  differs in that

3 Where multiple tax expenditures have been combined for the purposes of distributional
analysis, the largestof them (as perTable 1.1) is used for ordering.
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they focus on the population using these features of the system, rather than the
distribution of forgone revenue .

It is important to consider the distribution al analysis of tax expenditures in the context
of the broader operation of the A ustralian tax and transfer system.

1 The distribution of m any personal income tax expenditures by income, gender and
age reflects the underlying distribution of taxable income and tax paid.

I Taxable income is defined as taxassessable income less deductions. Under
Australia & tax system, higher taxable income earners havehigher average tax
rates than lower taxable income earners. Some taxpayers have high taxassessable
incomes, but after claiming their deductions have low taxable incomes.

T In 2019520, the average taxable income of those in the highest income decile was
$215,900, compared to $3,700 for the lowest income decile (excluding those with
negative income). In 201920, the average taxable income of women was $5&00,
while the average for men was $74000.

1 Looking at the distribution of tax expenditures in a single year creates a partial
picture of government support.

I Many households also benefit from assistance provided through the transfer
system. For example, most individuals with private (all non-government) income
less than $20,000pay no tax, and the majority receive transfer payments
(Chart 2.1). Support provided through the transfer system may be delivered more
efficiently and effectively than support through the tax system for certain cohorts.

1 A more complete picture would also consider the lifetime profile of support rather
than focusing on a single-year snapshot, asincomes and circumstancesare strongly
correlated with certain life stages (for example, the Age Pension and Family Tax
Benefit).

1 Distributional analysis of large tax expenditures affecting companies is presented
from the point of view of the recipient company. While the owners of these
companies may be the ultimate beneficiaries of any tax expenditures affecting those
companies, sufficient data are not available on company ownership to carry out the
analysis from the perspective of the owners.

10



Chapter 2: Distributional analysis

Chart 2.1 Estimated number of individuals aged 15 and over by individual private
income, split by whether receiving any transfer payments* and whether paying
any tax (2022-23)

Thousand Thous
4000 40¢C
350 35¢C
300 30¢C
250 25¢C
200 20C
150 15¢C
100 10¢C
500 50C

0 0
$0 2000 B5PVWOLB8PVOLo0$11,001$14001%17001 Above

$3 0000 $6 MO0 $9 OO t o t o to $2 0,000

$12000%$15000%$18,000
ENot receivimgt tpayistiRe cteax i ng,ntortampafyensyg
ENot receivipagyitmantseP@y sng tax and recei

* Recipients of transfer payments here include individuals eligible for income support payments, Family Tax
Benefit and the Commonwealth Seniors Health Card, but do not include other payments such as Child Care
Subsidy or Paid Parental Leave.

Source: Treasury® CAPITA microsimulation model.
Somefurther information on the distributional analysis follows below.

1 Distributional analysis requires more data than aggregate estimates, and so analysis
is only presented for tax expenditures where there is comprehensive data of suitable
quality. As tax expenditures reflect revenue not collected, some large tax
expenditures, including the main residence CGT exemption and accelerated
depreciation for businesses, do not currently have suitable disaggregated data to
conduct distributional analysis.

1 Distributional analysis was conducted consistent with the latest published data:

T Tax expenditures and aspects of the tax systemrelating to individuals are based
on tax data for around 15 million personal tax filers in 2019 620 (the most recent
year where the ATO& comprehensive Taxation Statisticsis available). The total
tax filer population is benchmarked to meet Treasury & estimate for 201920,
which incorporates late lodgers.

I Tax expenditures relating to businesses are based on tax data for around
1.4 million personal and 1 million company tax filers in 2019 &20.

11
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T Tax expenditures affecting the Goods and Services Tax (GST) paid a& based on
data from the Australian Bureau of StatisticséHousehold Expenditure Survey, last
conducted in 2015516.

1 Some closely related tax expenditures have been combined for brevity, but the
estimates remain separatein Appendix A.1.

1 The total of revenue forgone implicit in the distributional analysis does not equal the
estimates of aggregate revenue forgone for sone tax expenditures. This is due to
differences in the data used, including data from aggregate sources, and different
timing of tax revenue, with distributional analysis showing benefits when tax
expenditures are used, rather than when tax would have been paid.

I For example, in the distributional analysis , the cost of expenditures for income
taxes is reported in the year when the income is earned, and not when a taxpayer
would lodge a tax return.

1 Due to data limitations, individuals who have incomes below the tax-free threshold
and who do not lodge tax returns have been excluded from distributional analysis
which relates to personal income tax. There is one exception to this:

T Non-lodgers are included for the distributional analysis of the concessional
taxation of superannuation earnings, as non-lodgers are observable in
superannuation account data.

1 Appendix A.3 provides additional information on the data sources and methodology
used for the distributional analysis , including summary statistics on tax filers by
income, age, gender and industry.

12



Chapter 2: Distributional analysis

2.2 Capital gains tax discount for individuals and
trusts

Under the benchmark, realised capital gains are generally assessable to taxpayers at
their applicable tax rate in the year they arise. Under this tax expenditure (E15), a
capital gains tax exemption applies to 50 per cent of any nominal capital gain made

by a resident individual or trust where the asset has been owned for at least

12 months.

Table 2.1 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
10,820 9,240 9,240 17,020 23,690 10,510 10,390 10,240

In 201920, around 610,000 people benefited from this tax expenditure. Revenue
forgone is elevated in 2021-22 and 202223 due to higher capital gains realisations for
individuals.

Over 1 million individual tax filers realised a capital gain in 2019 620; of those, over half
also benefited from the capital gains discount for individuals and trusts . Nearly
91 per cent of the total benefit was received by tax filers with above median taxable
income, and 75 per cent by the top 10 per cent of tax filers (Chart 2.2).

Chart 2.2 Share of benefit and recipients by taxable income decile, 201971 20

% Thousand
80 240
70 210
60 180
50 150
40 120
30 90
20 60
10 30
0 0

Lowest  2nd 3rd 4th 5th 6th 7th 8th 9th  Highest

m Share of benefit (LHS)  @MNumber of recipients (RHS)

Source: Treasury
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The substantial share of the benefit that flows to the top decile is due to relatively more
individuals receiving capital gains income, higher average capital gains, and a higher
marginal tax rate increasing the benefit of the discount. Realising a capital gain
contributes to many individuals being captured in the highest decile whe n they
otherwise would not. This effect is moderated by the discount excluding 50 per cent of
income from eligible gains from the individuals 6total taxable income. In 201920 around
14 per cent of individuals who received a benefit and were in the top taxable income
decile derived the majority of their taxable income from net capital gains.

The small bump up in the share of the benefit for those in the lowest taxable income
decile is driven by large capital gains realised by a small number of tax filers. These tax
filers tend to have losses or deductions, or are eligible for small business capital gains
tax (CGT) concessions,which can substantially reduce their taxable income.

Table 2.2 Distributional effect by gender, 2019i 20

. Recipients Share of total benefit
Gender Average benefit ($) (mﬁllion) (%)
Men 16,100 0.3 61
Women 11,970 0.3 39
Total 14,200 0.6 100

Men received 61 per cent of the benefit associated with the CGT discount, reflecting the
underlying distribution of capital gains income between men and women (Table 2.2).

The share of the benefit from the discount increases with age up to the 55 to 59 age
bracket (Chart 2.3). The largest share of the benefit, around 16 per centwent to those
aged 75 and over.

Chart 2.3 Share of benefit and recipients by age, 20197 20

% Thousand
18 90

80
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40
30
20

18to 25to 30to 35to 40to 45t0 50to 55to 60to 65to 70to 75+
24 29 34 39 44 49 54 59 64 69 74
m Share of benefit (LHS) ® Number of recipients (RHS)

Source: Treasury
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2.3 Concessional taxation of superannuation
contributions

Under the benchmark, superannuation contributions are included in personal taxable
income and taxed at marginal rates. Under these tax expenditures (C2 and C3
combined), employer contributions and personal contributions to superan nuation
funds are generally taxed at a concessional rate of 15 per centfor individuals whose
combined income and concessional contributions exceed $250,000, the effective rate
on contributions above the threshold is 30 per cent.

Table 2.3 Combined estimate of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
18,950 20,250 20,400 23,500 25,300 27,250 25,600 26,600

In 201920, around 12 million people were impacted by thesetax expenditure s. Most
people, but not all, benefited from them.

In 2019520, 91per cent of the benefit went to people with above median income, and
30per cent of the benefit went to people in the top income decile. There are fewer
recipients in lower income brackets because governmert payments, for which
compulsory superannuation contributions are not required, are the main source of
income for a large proportion of individuals in these deciles (Chart 2.4).

Chart 2.4 Share of benefit and recipients by taxable income decile, 20191 20
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The share of the benefit for people in the lowest deciles is negative because on average
they face apersonal income tax rate that is lower than 15 per cent. This impact may be
offset by the low income super tax offset (LISTO), which is not included because it is a
direct government expenditure.

People in higher taxable income deciles receive alarger share of the benefit due to
making larger contributions and paying higher marginal rates of tax, which makes the
flat 15 per centrate of tax on superannuation contributions more concessional

Table 2.4 Distributional effect by gender, 20197 20*

Gender Average benefit (3) Recipients (million) Share of total benefit (%)
Men 1,950 6.2 59
Women 1,390 6.0 41
Total 1,670 121 100

* Totals may not sum due to rounding.

Men received an average benefit of $1,80 compared to $1390 for women (Table 2.4).
This reflects men, on average, having higher incomes and making larger superannuation
contributions, and facing higher personal income tax rates.

The number of people receiving a benefit from concessional taxation of contributions is
much lower at older ages as Australians generally cease making concessional
contributions when they reach retirement (Chart 2.5). The share of the benefit is broadly
constant for working -age individuals, except younger individuals (particularly those
aged between 1824 and under 18) whose concessional contibutions are lower.

Chart 2.5 Share of benefit and recipients by age, 20197 20
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2.4 Concessional taxation of superannuation
earnings

Under the benchmark, superannuation fund earnings are included in personal taxable
income and taxed at marginal rates. Under these tax expenditures (C1 and C4
combined), income earned by a superannuation fund is generally taxed at 15 per cent
for balancesin the accumulation phase, or at an effective 10 per cent rate for nominal
capital gains. Income earned in the retirement phase is generally taxed at
zero per cent.

Table 2.5 Combined estimate of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21 202122  2022-23  2023-24  2024-25  2025-26
21,000 15,750 15,550 21,300 22,850 21,750 21,250 21,800

In 201920, around 17 million people were impacted by thesetax expenditure s. Most
people, but not all, benefited from them.

People with above median income receive 82per cent of the benefit from the
concessionaltaxation of superannuation earnings, with those in the top income decile
receiving 39 per cent of the benefit(Chart 2.6).

Chart 2.6 Share of benefit and recipients by taxable income decile, 20191 20
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People in higher taxable income deciles receive alarger share of the benefit due to
having larger superannuation balances and paying higher marginal tax rates, which
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makes the flat rate of tax on superannuation earnings more concessional.The share of
the benefit for people in the lowest income decile, along with people who have not
lodged personal income tax returns, are close to zero because on average they face a
marginal personal income tax rate that is close to 15 per cent.

Men received an average benefitof $1,100compared to $750 forwomen (Table 2.6). This
reflects men, on average, having larger superannuation balances and facing higher
marginal personal income tax rates.

Table 2.6 Distributional effect by gender, 20197 20

Gender Average benefit ($) Recipients (million)  Share of total benefit (%)
Men 1,100 8.7 61
Women 750 8.2 39
Total 930 16.9 100

The share of the benefit from superannuation earnings tax concessions is highest for
55064 year olds, reflecting that Australians in these cohorts are generally in higher
income deciles andhave had longer to accumulate superannuation balances (Chart2.7).
46 per cent of the benefit of earnings concessions goes to people aged 60 or older. The
average benefit for those aged over 60 who have superannuation is also higher because
of the zero per cent tax rate applied to earnings in the retirement phase.

Chart 2.7 Share of benefit and recipients by age, 20197 20
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2.5 GST exemptions for food

Under the benchmark, GST applies at the rate of 10 per cent to supplies of goods and
services. Under this tax expenditure (H26), most staples and basicfoods are GST free

Table 2.7 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
7,300 7,700 8,000 8,100 8,400 8,700 9,000 9,400

In 2015916, around 8.9 million of the almost 9 million households in Australia
benefited from this expenditure in a typical fortnight .

Most households benefit from the GST exemptions for food, regardless of their
equivalised disposable household income (EDHI) (Chart 2.8).# More households in the
second decilebenefit as there aremore households in that decile than others. 62 per cent
of the total benefit was received by the top five deciles as they spend more in dollar
terms on food than households with lower incomes. However, the benefit received by
the top five deciles averaged 1.0per cent of their income, whereas it averaged
1.9 per cent of income for the bottom five.

Chart 2.8 Share of benefit and recipients by EDHI decile, 20157 16*
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* Distributional analyses of tax expenditures affecting the Goods and Services Tax (GST) paid are based on
data from the Household Expenditure Survey, last conducted in 20157 16.
Source:  Treasury

4 Weekly equivalised disposable household income (EDHI) is ameasure of incomethat includes
income from private sources and government payments, less tax paid at the household level.
The number of households in the second decile is higher than other deciles due to smaller
household sizes. See Appendix A.3 for more information.
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The benefit of the food GST exemption forms a similar share of non-housing
consumption across various family types (Table 2.8).5 More information on measuring
the incidence of GST tax expenditures can be found in the 2019 Tax Benchmarks and
Variations Statement

Table 2.8: Benefit as a share of domestic non-housing consumption by family
type, 201571 16

Couple with Couple without Single parents Sinale person Multi-family
children children giep giep household
1.68% 1.87% 1.83% 1.81% 1.89%

5 Non-housing consumption has been used in distributional analysis of GST as the curent GST
treatment of housing is equal to the benchmark treatment.
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2.6 GST exemptions for education

Under the benchmark, GST applies at the rate of 10 per cent to supplies of goods and
services.Under this tax expenditure (H14), certain education supplies are GST free.

Table 2.9 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
4,600 5,100 5,300 5,550 5,850 6,100 6,400 6,650

In 2015316, around 3.1 million households benefited from this expenditure.

A consistent number of households benefit from the education GST exemption across
most EDHI deciles, although a smaller number of the households in the second decile
benefit (Chart 2.9). This is likely to reflect that the seconddecile has proportionally fewer
families with children. 27 per cent of the total benefit is received by the highest decile,
which is likely to reflect higher total spending on schooling by this decile.

Chart 2.9 Share of benefit and recipients by EDHI decile, 20157 16
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Unsurprisingly, t he benefit of the education GST exemption forms a larger share of
consumption for families with children , who are much more likely to be in education
than other family groups (Table 2.10).

Table 2.10: Benefit as a share of non-housing consumption by family type,
201571 16

Couple with Couple without Sinale parents Sinale person Multi-family
children children glep glep household
0.47% 0.08% 0.26% 0.07% 0.30%
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2.7 GST exemptions for healthcare

Under the benchmark, GST applies at the rate of 10 per cent to supplies of goods and
services. Under these tax expenditures (H15, H16, H17, H18, H19) a range of health
supplies (including certain medical aids and appliances, certain medical and health
services) are GST free.

Table 2.11 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21 202122  2022-23  2023-24  2024-25  2025-26
6,570 6,340 7,030 7,320 8,100 8,550 8,970 9,485

In 2015516, around 8.1 million households benefit ed from th eseexpenditures.

Most households receive some benefit from the GST exemptions for healthcare.
62 per cent of the total benefit was received by the top five deciles (Chart 2.10). For most
lower -income deciles, their share of the health GST exemptions is simiar to their share
of the food GST exemption.

Chart 2.10 Share of benefit and recipients by EDHI decile, 20157 16
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The benefits of the healthcare GST exemptions as a proportion of nonhousing
consumption are slightly higher in families without children (Table 2.12). This is likely
to reflect the higher health costs for more elderly people.

Table 2.12: Benefit as a share of non-housing consumption by family type,
2015i 16

Couple with  Couple without . . Multi-family
children children Single parents Single person household
0.52% 0.80% 0.48% 0.69% 0.49%
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2.8 Lower tax rate for small companies

Under the benchmark, company income tax is paid at the headline corporate tax rate of

30per cent. Under this tax expenditure (B59) companies with aggregated annual

turnover below $50 million and with 80 per cent or less of assessable income that is passive
in nature, face acompany tax rate of 26 per cent in the 202@21 income year. These
companies will face a tax rate of 25 per cent in 202822 and subsequent income years.

Table 2.13 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
1,100 1,100 2,400 3,900 3,600 2,500 3,500 3,700

In 2019520, approximately 316,000 companies reeived a lower company tax rate. The
value of the tax expenditure shown in the table above captures the direct effect of the
lower company tax rate on the tax payable by eligible companies, as well as the
indirect effect on tax payable by the shareholders of those companies In contrast, the
analysis below focuses solely on the distributional effects of the direct impact of the
lower company tax rate.

Around 83 per cent of the companies that benefited had an annual company turnover of
less than $2 million in 2019520 (Chart 2.11). The share of the benefit accruing to these
companies was approximately 38 per cent. In contrast, 1per cent of companies which
benefited had incomes between $25 million and $50 million and their share of the benefit
was approximately 9 per cent.

Chart 2.11 Share of benefit and recipients by turnover, 20191 20
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Chart 2.12 Share of benefit and recipients by industry, 20191 20
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By number of companies benefiting from the lower tax rate for small companies, the
most significant industries are the Professional, Scientific and Technical Services
(20 per cent), Construction Services (17per cent) and Other Services (12per cent)
(Chart 2.12).

The largest share of the benefit was realised by the Finance industry (20per cent) due to
its relatively high profitability when compared to other similarly sized companies in
different industries . Specifically, 17 percent of the benefit went to companies
involved in:

1 &inancial Asset Investingg which includes companies investing in money on their
own account

1 QAuxiliary Finance and Investment Services@ which includes companies engaged in

providing nominee, trustee, investment management or advisory servi ces, or
arranging home loans for others.
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2.9 Medicare levy low income thresholds

Under the benchmark, Medicare levy is paid on the taxable income of all residents.
Under this tax expenditure (A19), residents whose taxable income falls below
prescribed thresholds are exempt from the Medicare levy, with the levy phased in
once their income exceeds these thresholds. Different thresholds apply for
individuals, families and seniors and pensioners.

Table 2.14 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24 202425  2025-26
1,900 1,950 1,950 2,000 2,050 2,050 2,100 2,100

In 201920, around 4.8 million people benefited from this tax expenditure .6

Nearly all of the tax filers benefiting from paying a reduced Medicare levy amount are
on low taxable incomes, consistent with the policy intent of the phase-in arrangements
(Chart 2.13). Almost 97 per cent of the benefit in 201920 was received by tax filers below
the median taxable income.

Chart 2.13 Share of benefit and recipients by taxable income decile, 20197 20
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6 Individuals who did not file a tax return are included in the estimates of aggregate revenue
forgone but have not been included in the distributional analysis.
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Some taxpayers above the individual low -income threshold (which is currently $23, 365
may receive a benefit if their family income is in the family income Medicare levy
reduction range, and their spouse earns below the individual low income thresh old.

The average benefit of Medicare levy low-income thresholds is the same for men and
women. Around 56 per cent of recipients were women, reflecting that a larger share of
low income tax filers are women (Table 2.15).

Table 2.15 Distributional effect by gender, 20197 20

Gender Average benefit ($) Recipients (million)  Share of total benefit (%)
Men 310 2.1 44
Women 310 2.7 56
Total 310 4.8 100

By age, thelargest share of the benefit is distributed to those aged 18 to 24 years old,
becauseyounger people are more likely to be on low incomes and benefit from the low
income threshold (Chart 2.14). There is a small increase in the share of 3@ 39 year olds
receiving the benefit as they are more likely to be eligible for the higher income
thresholds for families with dependent children. There is also an increase in the share of
those over age 65 benefiting because they are more likely to be eligible for the higher
Seniors and Pensioners thresholds.

Chart 2.14 Share of benefit and recipients by age, 20197 20
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2.10 GST exemptions for child care

Under the benchmark, GST applies at the rate of 10 per cent to supplies of goods and
services.Under this tax expenditure (H5), child care is GST free where the provider is
eligible to receive government funding, or if the provider is a registered carer or child
care service for the purposes of the relevant Commonwealth legislation.

Table 2.16 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22 202223  2023-24  2024-25  2025-26
1,380 1,300 1,520 1,670 1,710 2,050 2,160 2,270

In 2015916, around 1.0 million households benefit ed from this expenditure .

In 2015316, 67 per cent of the benefit was received by the top five EDHI deciles
(Chart 2.15). The share of the benefit largely reflects the number of households
benefiting in each EDHI decile, rather than the average size of the benefit.

Chart 2.15 Share of benefit and recipients by EDHI decile, 20151 16

% Thousand
20 200

150
100

50

Lowest  2nd 3rd 4th 5th 6th 7th 8th 9th  Highest

m Share of benefit (LHS) e Number of recipient households (RHS)

Source: Treasury

This benefit forms the highest share of non-housing consumption for couples with
children, followed by single parents (Table 2.17).

Table 2.17: Benefit as a share of non-housing consumption by family type,
201571 16

Couple with Couple without Single parents Single person Multi-family
children children giep giep household
0.60% 0.00% 0.38% 0.00% 0.05%
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2.11 Deductions for gifts and donations

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. Under this tax expenditure (A56 and A57 combined), gifts of cash
and property (subject to certain conditions) of a value of $2 or more to deductible gift
recipients are tax deductible.

Table 2.18 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
1,840 1,970 1,950 2,035 1,795 1,890 1,945 1,865

In 201920, around 4.2 million people benefited from this tax expenditure .7

Around 85 per cent of the benefit of a reduction in tax due to deductions for gifts and
donations was received by people with above median income, and almost 55 per cent of
the benefit was received by people in the top income decile (Chart 2.16).

Chart 2.16 Share of benefit and recipients by taxable income decile, 20191 20
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A substantial share of the benefit flows to the top decile both due to the number of tax
filers claiming deductions for gifts and donations and higher average claims. Around
15per cent of the benefit flowed to people earning more than $1 million of taxabl e
income. The decisions of a few very large donors around the timing and size of
donations can have a significant effect on the amount of revenue forgone.

7 While both individuals and businesses are able to make deductible donations, the
distributional analysis presented only includes gifts and donations reported by individuals.
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The share of the benefit for those in the lowest taxable income decile is driven by a small
number of tax filers who claim large deductions for gifts and donations. These tax filers
tend to have higher incomes before deductions but their claims for gifts and donations
substantially reduce their taxable income, pushing them into the bottom taxable income
decile.

In 2019520, around 2.1 million men and 2.1 million women claimed deductions for gifts
and donations (Table 2.19). However, men receive around 60 per cent of the benefit from
deductible gifts. This reflects menon averagemaking larger donations, aswell as having
higher incomes on average that are subject to higher average marginal tax rates. As a
result, each dollar donated results in a larger reduction in tax paid.

Table 2.19 Distributional effect by gender, 201971 20

Gender Average benefit ($) Recipients (million) Share of total benefit (%)
Men 360 21 60
Women 230 2.1 40
Total 300 4.2 100

From age 65 onwards, the number of people claiming gifts and donations deductions
declined in line with a lower proportion of people filing tax returns in these age groups
(Chart 2.17). Individuals aged over 75 received the largest share of the benefit, which is
due to their higher average donations made.

Chart 2.17 Share of benefit and recipients by age, 20197 20
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2.12 GST exemptions for water, sewerage and
drainage

Under the benchmark, GST applies at the rate of 10 per cent to supplies of goods and
services.Under this tax expenditure (H6), water supplies and sewerage and drainage
services aregenerally GST free.

Table 2.20 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
1,060 1,100 1,090 1,110 1,130 1,160 1,190 1,220

In 2015316, around 6.7 million households benefit ed from this expenditure.

A similar number of households benefit from the water, sewerage and drainage GST
exemptions acrossdeciles (Chart 2.18). 57 per cent of the total benefit was received by
the top five deciles, as they spend more in dollar terms on water, sewerage and drainage
than households with lower incomes .

Chart 2.18 Share of benefit and recipients by EDHI decile, 20157 16
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The benefit of the water, sewerage and drainage GSTexemption forms a higher share of
non-housing consumption for families with out children (Table 2.21).

Table 2.21: Benefit as a share of non-housing consumption by family type,
201571 16

Couple with Couple without Sinale parents Sinale person Multi-family
children children glep glep household
0.16% 0.20% 0.15% 0.26% 0.13%
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2.13 Seniors and pensioners tax offset

Under the benchmark, government payments to individuals are included in personal
taxable income and taxed at marginal rates. Under this tax expenditure (A31), the
seniors and pensioners tax offset (SAPTO) reduces the taypayable by taxpayers who
receive certain taxable pensions and payments, including the Age Pension and the
Parenting Payment Single. The value of the offset depends on marital status and
income.

Table 2.22 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21 202122  2022-23  2023-24  2024-25  2025-26
890 900 710 540 860 1,000 1,000 1,000

In 201920, around 570,000tax filers benefited from this tax expenditure .8

Around 97 per cent of the benefit was received by tax filers with below median taxable
income (Chart 2.19).

Chart 2.19 Share of benefit and recipients by taxable income decile, 20197 20
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There are very few tax filers in the lowest and second deciles who benefit from the

SAPTO. This is because these tax filers tend to have no tax liability to offset There are
very few recipients in the sixth decile and above due to the cut-out threshold, above

8 Individuals who do not lodge tax returns, predominantly full -rate age pensioners, are
included in the estimates of aggregate revenue forgone as they would benefit from the SAPTO
but not in the distributional analysis.
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which no SAPTO is received. In 201320 the cutout threshold for single taxpayers
was $50,119

Table 2.23 Distributional effect by gender, 20197 20

Gender Average benefit ($) Recipients (million) Share of total benefit (%)
Men 1,250 0.2 38
Women 1,190 0.4 62
Total 1,210 0.6 100

Women made up 67 per cent of SAPTO recipients and received 62per cent of total
SAPTO benefits, reflecting that there are more women recipients of government
pensions (Table 2.23). On average, women are more likely to receive the Age Pension
and represent the overwhelming majority of Parenting Payment Single recipients.

The large increase in the population of SAPTO recipients in the over 65 age brackets
reflects age pensioners Chart 2.20). The smaller, secondary peak of SAPTO recipients in
the 25 to 44agerange is due to higher numbers of Parenting Payment Single recipients

in these age brackets.

Chart 2.20 Share of benefit and recipients by age, 20197 20
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2.14 Medicare levy surcharge

Under the benchmark, Medicare levy is paid on the taxable income of residents.

Under this tax expenditure (A20), individuals and couples who do not have a

specified level of private health insurance and whose income exceeds certain
thresholds are subject to the Medicare levy surcharge(MLS). Because the surcharge is
a tax that exceeds the benchmark treatment, it is considered adegative tax
expenditure &

Table 2.24 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
-380 -460 -540 -680 -840 -910 -940 -980

In 2019320, around 440,000 peoplewere impacted by this tax expenditure.

Around 99 per cent of the MLS was paid by people with above median income,
including 47 per cent by people in the top taxable income decile (Chart 2.21). The MLS
is levied taking into account both a person@ individual and family income. One

consequence is that some individuals with low taxable incomes (below the individual

threshold) can still be liable for the surcharge if their family income exceeds the family
threshold. In 20193820, the family income threshold for individuals was $90,000 and for

a couple without dependents was $180,000.

Chart 2.21 Share of liability for those who are liable
and payers by taxable income decile, 20197 20
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Table 2.25 Distributional effect by gender 20197 20

Gender Average liability ()  MLS payers (million)  Share of total liability (%)
Men 1,360 0.3 65
Women 1,010 0.2 35
Total 1,220 0.5 100

Around 65 per cent of the MLS liability in 2019 620 was paid by men, and men paid on
more on average ($1,360 compared to $,010 for women) (Table 2.25). This due to a larger
share of high income tax filers being men.

Approximately 94 per cent of those paying MLS are 25 to 64 years old (Chart 2.22).

Chart 2.22 Share of liability and payers by age, 20191 20
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2.15 Unincorporated small business discount

Under the benchmark, business income is generally fully assessable to the taxpayer.
Under this tax expenditure (B68), people with business income from an
unincorporated small business that had aggregated turnover of less than $5 million
were eligible for an 8 per cent tax discount on the income tax payable on that business
income. The discount is capped at $1,000 per individual for each income year and is
delivered as a non-refundable tax offset.

Table 2.26 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
450 460 460 630 730 740 730 750

In 201920, over 1 million taxpayers received benefit from this tax expenditure.
Increases in revenue forgone between the 202@21 and 202223 estimates are
primarily due to legislated increases in the tax discount rate

Around 80 per cent of the benefit goes to people with taxable income above median
income, and 24 per cent of the benefit goes to people in the top income decile
(Chart 2.23).

Chart 2.23 Share of benefit and recipients by taxable income decile, 20191 20*
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People in lower deciles received a smaller share of the benefit because a higher
proportion of them were unable to use the maximum $1000 offset. For example, only
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7 per cent of people in the two lowest income deciles had sufficient unincorporated
businessincome to use the maximum $1000 offset. In contrast,almost 100 per cent of
people with above median income were able to use the maximum $1000 offset.

Men accounted for 61 per cent of population receiving this benefit and received around
63 per cent of total discount used in 2019520 (Table 2.27).

Table 2.27 Distributional effect by gender, 20191 20

Gender Average benefit Averagg business Recipients Share of total benefit

($) income ($) (%)
Men 440 50,900 0.7 63
Women 400 41,600 0.4 37
Total 430 47,200 1.1 100

By industry, the Other Services Construction and Non-Market Services sectors had the
highest numbers of recipients (Chart 2.24).° Beneficiaries recorded as being in the
Construction and Non -Market Services sectors received the highest share of benefits
Around a quarter of recipients do not specify the industry they operate in, for example,
because their business income is distributed from a trust.

Chart 2.24 Share of benefit and recipients by industry of recipients, 20197 20
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9 As per Appendix A.3: Other Services include Accommodation and Food Services,
Administrative and Support Services, Arts an d Recreation Services and Other Services.
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2.16 Research and development tax incentive i
non-refundable tax offset

Under the benchmark, companies may be able to claim a tax deduction for
expenditure incurred on research and development (R&D) activities. A tax
expenditure (B84) arises because the R&D na-refundable tax offset reduces the
amount of tax payable to a greater extent than a tax deduction.

Table 2.28 Estimates of aggregate revenue forgone ($m)
2019-20  2020-21  2021-22  2022-23  2023-24  2024-25 202526  2026-27
380 430 420 530 570 570 570 570

In 201920, there was a total of 1,057 companies that used a nomefundable R&D tax
offset, with total revenue forgone of $380 million . This analysis does not include the
refundable R&D tax incentive, which is a government expenditure.

In 2019520, 34per cent of all non-refundable R&D tax offset recipients had a company
turnover of more than $100 million, with this cohort accounting for 72 per cent of the
total benefit (Chart 2.25). This reflects the high number of large businesses engaging in
R&D activities that are eligible to receive non-refundable R&D tax offsets.

Chart 2.25 Share of benefit and recipients by total company turnover, 20197 200
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The non-refundable R&D tax offset is claimed by eligible companies with an aggregated
annual turnover of $20 million or more. However, s ome companies with company
turnover of less than $20 million have received non-refundable (rather than refundable)

10 Companies classified as a ceoperative, registered organisation, non-profit, strata title, pooled
development fund, limited partnership, corporate unit trust and public trading unit trust are
excluded from the chart.
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R&D tax offsets. Whilst circumstances will differ for any given company, reasons for

this may include the use of carried forward tax offsets from a prior year (which were

accrued when a company had more than $20 million in aggregate turnover), or
affiliations with other companies leading to aggregated turnover being greater than

$20million while company turnover is still below $20 million.

Chart 2.26 Share of benefit and recipients by industry, 20197 20
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The industry groups with the largest numbers of recipients during 201920 were
Manufacturing (33%), Professional, Scientific and Technical Services (22%) and
Wholesale and Retail Trade (16%) (Chart2.26). The greatest share of the nonrefundable
R&D tax offset accrues to Manufacturing (34%), followed by Professional, Scientific and
Technical Services (18%) and Wholesale and Retail Trade (13%).

Within the Manufacturing industry grouping, companies engaging in Specialised
Machinery and Equipment Manufacturing, and Food Product Manufacturing were the
largest average users of the nonrefundable R&D tax offset. Companies in these industry
sub-groupings each used an average nonrefundable R&D tax offset of $1.9 million and
$1.5 million, respectively, during 2019 620.

The above analysis is based on data that predates reforms to the R&D tax incentive that
came into effect from 1 July 2021, which replaced he flat non-refundable rate with a
progressive marginal tiered R&D intensity threshold .
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2.17 Beneficiaries tax offset

Under the benchmark, government payments to individuals are included in personal
taxable income and taxed at marginal rates. Under this tax expenditure (A28),
taxpayers who receive certain social security benefits and allowances including
JobSeekerpayment, Youth allowance and Parenting payment partnered may be
eligible for the beneficiary tax offset, which ensures that people whose only income
during the year is from the benefit or allowance will not pay any tax.

Table 2.29 Estimates of aggregate revenue forgone ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
95 85 195 805 195 195 210 230

In 2019520, around 400,000 people benefited from this tax expenditure. The increase
in estimates for 20221 and 202522 reflects temporary COVID-19-related impacts.

Around 89 per cent of the benefit from the beneficiary tax offset (BENTO) in 2019520
was received by people with below median taxable income ( Chart 2.27). The majority of
tax filers in the lowest two deciles have income below the effective tax-free threshold,
resulting in them having no tax liability to offset. Around 97 per cent of recipients are in
deciles three to seven, in which most tax filers have incomes above the effective taxfree
threshold, but still receive eligible government payments in significant numbers.

Chart 2.27 Share of benefit and recipients by taxable income decile, 20197 20
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There are a small number of people in the higher taxable income deciles who receive
some government payments and benefit from the BENTO. The income tests for
government payments (such asthe Farm Household Allowa nce) used to determine
BENTO are generally basedon fortnightly income, so there may be a small number of
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people who have a high taxable income over the income year but are still eligible to
receive government payments for part of the year.

Table 2.30 Distributional effect by gender, 20197 20

Gender Average benefit ($) Recipients (million) Share of total benefit (%)
Men 480 0.2 49
Women 490 0.2 51
Total 490 0.4 100

In 201920, women received an average benefit of $490compared to $480 for men and
accounted for 51 per centof the benefit (Table 2.30).

The number of people benefiting from BENTO decreases with age (Chart 2.28). This
reflects the age distribution of those in receipt of eligible government payments, and the
fact that those onthe Aged Pension do not generate BENTO (instead generating seniors
and pensioners tax offset (SAPTO).

Chart 2.28 Share of benefit and recipients by age, 20197 20
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2.18 Rental deductions

Rental property investors can claim deductions for expenses associated with
maintaining and financing property interests. These include interest, capital works
and other deductions required to maintain their rental property.

Table 2.31 Estimates of aggregate tax reduction ($m)
2018-19  2019-20  2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
19,400 18,600 17,000 18,000 24,400 26,600 24,800 25,800

It is estimated that around 2.4 million people claimed $51.3 billion of rental
deductions in 2019320. This would result in a total tax reduction of $18. 6 billion. 11 Of
the total number of people with rental deductions , almost half (1.3 million) had a
rental loss, known as negative gearing, which added up to total rental losses of
$10.2billion. These rental losses provided a tax benefit of around $3.6 billion in
201920.

The ATO collects and reports information on rental property deductions in three broad
categories. @ther rental deductions, dwhich encompasses expenses such as property
maintenance and council rates, was the largest of these in 201820 (see Table 2.3below).

Table 2.32 Rental deduction claims by income tax return labels, 20191 20

Type of deductions Amount Clgimed Share of total

($ million) (%)
Other rental deductions 24,240 47
Interest deductions 22,510 44
Capital works deductions 4,500 9

In 2019520, 79 per cent of the tax reduction went to people with above median income,
and 35 per cent of the reduction went to people in the top taxable income decile
(Chart 2.29). Rental deductions are most commonly claimed by those with higher
taxable incomes particularly thosein the seventh or higher taxable income decile.

The share of the benefit for those in the lowest taxable income decile is driven by both
the number of tax filers and their relatively large average deductions. These tax filers
tend to have higher incomes before deductions but their claims for expenses asociated
with maintaining their rental property substantially reduce their taxable income,
pushing them into lower deciles.

11 Estimates of the total tax reduction are produced by excluding rental deductions from the
calculation of taxable income and calculating the associated increase in revenue in the given
income year.
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Chart 2.29 Share of total tax reduction and claimants by taxable income decile,

201971 20
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Around 1.2 million men claim rental deductions and derived a larger tax reduction than
women from these deductions by $2,1800n average (Table 2.33). Men received around
59per cent of the tax reduction whereas women received 41 per cent of the tax reduction.
A higher share of the reduction attributed to men reflects higher average deductions and
higher average taxable incomes.

Table 2.33 Distributional effect by gender, 20197 20*

Gender Average tax reduction ($)  Claimants (million) Share of total tax reduction (%)
Men 8,840 1.2 59
Women 6,660 11 41
Total 7,790 2.4 100

* Totals may not sum due to rounding.
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Chart 2.30 Share of total tax reduction and claimants by age, 20197 20
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The share of the total tax reduction is highest for those in age cohorts between 30and
59years old (Chart 2.30) This reflects higher interest deductions associated with

servicing debts (compared with those in older age cohorts who are more likely to own
properties outright, or have a smaller debt owing).
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2.19 Work-related expenses

Individuals can claim deductions for work -related expenses incurred in the course of
earning assessable income.

Table 2.34 Estimates of aggregate tax reduction($m)
2018-19  2019-20  2020-21 202122  2022-23 202324  2024-25  2025-26
8,000 8,300 8,500 9,100 9,900 10,400 9,900 10,400

It is estimated that around 9.8 million individuals claimed $22.6 billion of
work -related expense deductions in 2019$20. This would result in a total tax reduction
of $8.3 billion .12

Work -related expenses includedeductions for the costs of traveling for work (including
use of a private motor vehicle), clothing, laundry and dry-cleaning expenses, and
self-education expenses.Other work -related expensesthat can be claimed, if incurred in
the course of earning assasable income include expenses incurred whilst working from
home; tools, equipment and other assets phone, data and internet expenses and union
fees and subscriptions to associationsWork-related expenses under thedther6category
is the largest category by total amount claimed (Table 2.35)

Table 2.35 Work-related expenses claims by income tax return labels, 2019i 20

Type of deductions Amount Clgimed Share of total
($ million) (%)
Other work-related expenses 9,890 44
Work-related car expenses 7,940 35
Work-related travel expenses 1,900 8
Work-related clothing, laundry and 1,770 8
dry-cleaning expenses
Work-related self-education expenses 1,140 5

In 2019520, 86 per cent of the total tax reduction went to people with above median
taxable income, and 26 per cent of the total tax reduction went to people in the top
taxable income decile (Chart 2.31). The number of people claiming work -related expense
deductions and the share of the total tax reduction rises with income.

12 Estimates of the total tax reduction are produced by excluding work -related expense
deductions from the calculation of taxable income and calculating the associated increase in
revenue in the given income year.
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Chart 2.31 Share of total tax reduction and claimants by taxable income decile,

20191 20
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Table 2.36 Distributional effect by gender, 201971 20
Gender Average tax reduction ($)  Claimants (million)  Share of total tax reduction (%)
Men 1,050 5.1 65
Women 600 4.7 35
Total 840 9.8 100

Around 5.1 million men claimed work -related expense deductions compared to
4.7 million women (Table 2.36). Men also derive a greater tax reduction on average,
driven by both higher average claims and higher average taxable incomes.

Work -related expenses are claimed broadly across the working age population (Chart
2.32). Around 71 per cent of those agel between 25 and 59 years dd claimed
work -related expense deductions in 2019520, with the largest share of the total tax
reduction received by those 30 to 39 years old.

Chart 2.32 Share of total tax reduction and claimants by age, 20197 20
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2.20 Cost of managing tax affairs and other
deductions

Individuals can claim a deduction for costs they incur in meeting their tax obligations
including for tax advice and costs associated with preparing a tax return, as well as
expenses relating to earning interest or dividend income.

Table 2.37 Estimates of aggregate tax reduction($m)
2018-19  2019-20  2020-21 202122  2022-23 202324  2024-25  2025-26
1,400 1,400 1,300 1,500 1,600 1,600 1,600 1,700

It is estimated that around 6.6 million individuals claimed $4.0 billion of these
deductions associated with cost of managing tax affairs and other deductions in
201920. This would result in a total tax reduction of $1.4 billion. 13

The largest category in this grouping is @ther expenses incurred in managing tax
affairs§ which includes the cost of tax advice as well as purchases of tax software or
reference materials. Dividend deductions are the second largest category and are
available to claim for interest charged on money borrowed to buy shares and other
related investments that assessable interest or dividend income is derived from.

Table 2.38 Cost of managing tax affairs and investment deduction claims by
income tax return labels, 20197 20

Type of deductions Amount CIgir_ned Share of total

($ million) (%)
Other expenses incurred in managing tax affairs 2,080 52
Dividend deductions 890 22
Interest deductions 650 16
Interest charged by the ATO 330 8
Litigation costs 20 1

In 2019920, 85per cent of the total tax reduction went to people with above median
income, and 47 per cent of the total tax reduction went to people in the top income decile
(Chart 2.33). Both the share of the total tax reduction and the number of people claiming
deductions increases with income from the second decile. As with other types of
deductions, individuals with higher taxable incomes receive a greater tax reduction per
dollar of taxable income reduced by deductions.

13 Estimates of the total tax reduction are produced by excluding the cost of managing tax affairs,
interest deductions and dividend deductions from the calculation of taxable income and
calculating the associated increase in revenue in the given income year.
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Chart 2.33 Share of total tax reduction and claimants by taxable income decile,

20191 20
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Around 3.6 million men claimed these deductions and received an average tax reduction
of $250 in 201920 (Table2.39). Men claiming these deductions had average taxable
incomes $26,600higher than women and claimed on average $180more in deductions.

Table 2.39 Distributional effect by gender, 201971 20

Gender Average tax reduction ($) Claimants (million)  Share of total tax reduction (%)
Men 250 3.6 66
Women 150 3.0 34
Total 200 6.6 100

47



Tax Expenditures and Insights Statement

Chart 2.34 Share of total tax reduction and claimants by age, 2019i 20
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The number of individuals claiming cost of managing tax affairs and interest deductions
broadly reflect the distribution of taxable income by age (Chart 2.34). Relative to the
number of claimants, the average claim is particularly high for those aged 75 or older
who have claimed these deductions. This is driven by a larger share of people claiming
large interest and dividend deductions. The increase in the share of the total tax
reduction above age 70 may reflect greater complexity of the tax affairs of individuals in

these cohorts.
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2.21 Trust distributions to individuals

Trusts are flow -through vehicles and are not considered separate tax units under the
personal income tax benchmark. Income earned by trusts is generally taxable in the
hands of the recipients and hence tax paid on trust income will depend on the average
marginal tax rate of recipients. The following analysis examines the characteristics of
recipients of income from trusts. Recipients can include companies. However, the
analysis only examines the income received from trusts by individuals. 14

Low -income individuals under the effective tax -free threshold, who received income
but did not have any tax withheld during the year, may not need to lodge a tax return.
Due to the lack of data, the analysis below only includes those individuals who have
lodged a personal income tax return for the 2019320 income year.15

Around 1.5 million individuals , reported receiving a total of almost $52 billion in net
trust income in 2019320. This was just over 10 per ent of those lodging a tax return.

Around 75 per cent of individuals reporting income from trusts have taxable incomes,
which includes their income from trusts and other sources, of less than $120,000. For
those in the ninth income decile and below, the share of income receivedfrom trusts in
201920 ranged from 1 per cent to 10per cent (Chart 2.35). The top decile share from
trusts was almost 6 times larger at around 60 per cent.

Chart 2.35 Trust distributions by taxable income decile, 2019i 20
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14 Income from trusts is derived from the supplementary section of the ind ividual income tax
returns and includes distributions from family and discretionary trusts and some unit trusts
including managed funds .

15 Analysis draws on ATO Personal Income Tax Return data and does not include information
from trust distribution state ments. Deciles are calculated by including all individuals who
lodge a tax return.
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Around 22 per cent of those who receive trust distributions are in the top income deci le,
accounting for around 60 per cent of all trust distributions. This is due to a small number
of individuals receiving very large amounts of income from trusts .

As income from trusts is ultimately taxed in the hands of the recipients, the distributions
are subject to the marginal tax rates of the individual receiving the income. Examining
income from trusts by average tax rates (ATRs)6 of recipients provides insights on how
much tax is paid on trust income.

Chart 2.36 Trust distributions by ATR, 20197 20
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In 2019520, around 80 per cent of income from trusts was subject to an ATR (including
Medicare levy) of at least 20 per cent with almost 55 per centsubject to tax of greater
than 30 per cent (Chart2.36). There were a small number of individuals who receive
significant income from trusts who have average tax rates of greater than 45 per cent.

Around 20 per cent of individuals receiving income from trusts were not subject to any
tax as these individuals were under the effective tax-free threshold.

16 The average tax rate is the share of taxable income paid in personal income tax. This differs to
the marginal tax rate which is the rate imposed on the last dollar of inc ome.
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Table 2.40 Trust distributions by gender, 20197 20*

Gender Average Trust Median Trust Recipie;nts Share of total

Income ($) Income ($) (million) Trust Income (%)
Men 34,980 3,430 0.8 51
Women 32,290 3,940 0.8 49
Total 33,610 3,700 1.5 100

* Totals may not sum due to rounding.

While more women received a trust distribution, men received a larger share of total
trust income because theyreceived an average trust distribution of $34,980 in 2019520,
while women received an average of $3290.

Chart 2.37 Share of trust distributions by age, 20191 20
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Trust distributions are concentrated amongst the working age population, both by
number of individuals receiving income from trusts and the share of trust income
received (Chart 2.37). Around half of those receiving income from trusts in 2019 620 were
aged between 35 and 60years old and this cohort received about 60 per cent of all trust
income.

There was a spike in the average income from trusts for individuals aged between

18 and 24 years old in 2019520. The average distribution for this cohort was around
$35150, slightly higher than the overall average of around $33,610.
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2.22 Franking credits received by individuals

Australian companies generally pay income tax on their profits before distributing

some of those profits to their shareholders as dividends. These distributions can
include a credit (referred to as a franking credit) for the tax already paid by the
company. Individuals receiving such franked dividends include the dividend amount
and the attached franking credits in their assessable income but have their tax liability
reduced by a franking tax offset equivalent to the franking credit. Excess franking tax
offset amounts are refunded, after any income tax and Medicare levy liabilities have
been met.

These arrangements, known as dividend imputation, prevent the double taxation of
company profits distributed to resident shareholders, consistent with the income tax
benchmark.

In 201920, around $67 billion of franking credits were distributed by Australian
companies. Around $17.2 billion of these were claimed by 3.1 million residents on
their individual tax returns that year, with the remainder flowing to other local
entities including other companies, superannuation f unds and charities, or overseas?

Of the $17.2 billion in franking credits claimed by individuals in 2019 -20, around $10.1
billion was received directly, with the remainder coming indirectly via one or more
partnerships or trusts. 18

17 In 201920, an estimated $19 billion of franking credits flowed (whether directly or via a
partnership or trust) to Australian companies, $5.6 billion to Australian Prudential Regulation
Authority -regulated and other superannuation funds, $3.2 billion to self-managed
superannuation funds and $2.1 billion to income tax exempt entities. The remaining $20 billion
of credits distributed flowed elsewhere, including to foreigners not able to use them to offset
Australian tax paid. The distributional i nformation shown here focuses on individual
recipients only, where the underlying data are most readily available and reliable.

18 Some people who do not lodge a tax return are able to claim their franking credits separately.
These amounts, estimated to be approximately $650 million are not included in the
distributional analysis presented here.
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Chart 2.38 Franking credits received by taxable income decile, 20197 20
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Around 88 per cent of this $17.2 billion in franking credits were received by people with

above median taxable income, including 68 per cent by people in the top taxable income
decile (Chart 2.38). Around one -in-five (19 per cent) of people receiving franking credits
were in the top income decile. They received an average of $19,300 of franking credits.

Around the same number of men and women received franking credits in 2019 -20, with
men receiving a higher amount on average (Table 2.41). Overall, men received around
54 per cent of the franking credits flowing to resident individuals.

Table 2.41 Franking credits received by gender, 2019i 20

Gender Avergge franking Recipients (million) _ Share_ of total

credit amount ($) credits received (%)
Men 5,870 1.6 54
Women 5,100 1.6 46
Total 5,490 3.1 100
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Chart 2.39 Franking credits received by age, 20197 20
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Those aged 50 and over received nearly threequarters (72 per cent) of the credits
received by individuals, with the cohort aged 75 and over accounting for the largest

number of individual credit recipients (395,000), highest averageamount received
($7,357) as well asthe largest share ofcredits received in aggregate (Chart 2.39).
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APPENDI X

This appendix provides further detailed information about the estimates of tax
expenditures and the benchmark tax treatments used in the Statement

A.1 Revenue forgone estimates for all tax expenditures

Appendix A .1 contains disaggregated estimates of revenue forgoneover the forward
estimates period due to all identified tax expenditures, consistent with the requirements

outlined in Section 16 of the Charter of Budget Honesty Act 1998&. also includes a
description of the operation of the tax expenditure as well as legislative references and
date of commencement.

Tax expenditures have been grouped in this appendix by the type of taxpayer affected.
Table Al.1 disaggregates tax expenditues by the type of taxpayer affected.

Table A1.1 Number of tax expenditures by category

Tax expenditure category Number of tax expenditures
Personal income tax 62
Business income tax 89
Superannuation tax 12
Fringe benefits tax 52
Capital gains tax 32
Indirect taxes excluding GST 21
Natural resource taxes 7
Goods and services tax 26
Total 301

For each tax expenditure, the reliability of the estimate (where quantified) has been
assessed l considering:

1 the reliability of the available data
1 the underlying assumptions made where no data, or insufficient data, is available
1 other relevant factors (for example, the volatility of growth rates over time).
The following codes apply where a point estimate is not available :
- nil
not zero but rounded to zero
* unquantifiable

nfp not for publication due to commercial sensiti vities
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Where tax expenditures are not quantifiable, an order of magnitude is provided using
the categories set outbelow, with a sign indicating whe ther it is a positive or negative
tax expenditure.

Category Expected expenditure ($m)

0 0 on averageover reporting period
1 0010

2 108100

3 10051,000

4 1,000 +

NA not available
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Appendix

Personal income

TAX EXPENDITURES FOR GENERAL PUBLIC SERVICES

Al Deduction for expenses incurred by election candidates

General public services i Legislative and executive affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

5 5 5 5 5 5 5 4
Tax expenditure type: Deduction 2021 Code: Al
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 25-60, 25-65 and 25-70 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. However, certain expenses incurred by candidates contesting federal,
state and territory government elections are tax deductible, irrespective of whether they
are successful or not. For local government elections, candidates can deduct expenses of
up to $1,000 per election. Candidates cannot usually dedict expenditure in respect of
providing entertainment.

A2 Exemption of certain income earned by Australians working overseas

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

50 45 35 35 * * * *
Tax expenditure type: Exemption 2021 Code: A2
Estimate Reliability: Medium * Category 2+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 23AF and 23AG of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, income earned by
Australians working overseas for a continuous period of 91 days or more may be exempt
from income tax if they are employed to work on certain approved overseas projects or
if their foreign employment is directly attributable to:

1 the activities of the individual & employer in operating a developing country relief
fund or a public disaster rel ief fund

1 the activities of the individual & employer being a prescribed institution that is
exempt from Australian income tax

1 the individual & deployment outside Australia by an Australian government (or an
authority thereof) as a member of a disciplined f orce

1 an activity of a kind specified in the regulations.
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This exemption may not apply where the foreign earnings are exempt from income tax
in the foreign country.

A3  Exemption of income of certain visitors to Australia

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: A3
Estimate Reliability: Not Applicable * Category 1+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 842-105 and 768-100 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, certain
Australian -sourced income of some visitors to Australia (for example, visiting foreign
government representatives and their entourages) is exempt from income tax. In
addition, the official salary and foreign-sourced income of, for example, foreign
government representatives visiting Australia when the Vienna Conventions on
Consular or Diplomatic Relations do not apply, are exempt from income tax where their
home countries provide a reciprocal exemption.

A4  Exemption of official remuneration of officials of prescribed international
organisations

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: Ad
Estimate Reliability: Not Applicable * Category 1+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: International Organisations (Privileges and Immunities) Act 1963

The benchmark tax treatment is that personal services income derived by individuals is
included in their assessable income and taxed at the applicable rate. However, the
official remuneration of officials of prescribed international organisations (such as the
Organisation for Economic Cooperation and Development) may be exempt from income
tax as part of the privileges and immunities required under the terms of certain
international agr eements.
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International tax expenditures

A5 Exemption for New Zealand sporting teams and support staff

Recreation and culture ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

- _ * * * * * -
Tax expenditure type: Exemption 2021 Code: A5

Estimate Reliability: Not Applicable * Category 1+
Commencement date: 1 July 2020 Expiry date:

Legislative reference: Legislation is yet to be passed

The benchmark tax treatment under the Australia -New Zealand Double Tax Convention
are that income tax and any associated fringe benefits tax liabilities is paid where
New Zealand sportspersons and support staff spend more than 183 days in Australia
in a 12-month period . However, employment income and associated fringe benefits for
the 202®21 and 202B22 income and fringe benefits tax years for sportspersons and
support staff of New Zealand sporting teams are exempt from tax in Australia where
they have beenrequired to spend an extended time in Australia to compete in league
competitions due to COVID -19.

Tax expenditures for defence

A6  Australian Defence Force personnel i exemption of certain allowances

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

40 40 35 35 35 35 35 30
Tax expenditure type: Exemption 2021 Code: A6
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 51-5 of the Income Tax Assessment Act 1997

Regulation 51-5.01 of the Income Tax Assessment Regulations 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, certain allowances
payable to Australian Defence Force personnel are exempt from income tax. These
include separation allowance, disturbance allowance, transfer allowance, deployment
allowance and prescribed parts of rent allowance.
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A7 Australian Defence Force personnel i exemption of compensation for lost

deployment allowance

Defence ($m)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
* * * * * * * *
Tax expenditure type: Exemption 2021 Code: A7
Estimate Reliability: Not Applicable * Category 1+
Commencement date: 1996 Expiry date:

Legislative reference: Sections 51-5 and 51-32 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, Australian Defence
Force personnelmay receive compensation for the loss of deployment allowance where
the deployment allowance ceases to be paid upon repatriation to Australia due to

injuries sustained in a warli ke situation. Such compensation payments are exempt from
income tax.

A8 Australian Defence Force personnel i exemption of pay and allowances
earned while on eligible overseas duty

Defence ($m)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
60 55 35 15 * * * *
Tax expenditure type: Exemption 2021 Code: A8
Estimate Reliability: Not Applicable * Category 2+
Commencement date: Introduced before 1985 Expiry date:

Legislative reference: Section 23AD of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, base pay and
allowances made to Australian Defence Force personnelwhile on eligible overseas duty
are exempt from income tax (provided they are not exempt from income tax under

another provision of the income tax law).

A9 Australian Defence Force Reserve personnel i exemption of compensation
for loss of pay and allowances

Defence ($m)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Tax expenditure type: Exemption 2021 Code: A9
Estimate Reliability: Medium
Commencement date: 1996 Expiry date:

Legislative reference:

Sections 51-5 and 51-33 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, Australian Defence
Force Reserve personnehot engaged in continuous full -time service who are forced to
resign due to injuries sustained while employed by the Reserves may receive
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compensation for the loss of pay and allowances. Such compensation payments are
exempt from income tax.

A10 Australian Defence Force Reserve personnel i exemption of pay and
allowances for part-time personnel

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

85 95 90 95 100 100 95 95
Tax expenditure type: Exemption 2021 Code: A10
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 51-5 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, the pay and
allowances made to part-time Australian Defence Force Reserve personnelare exempt
from income tax.

All Exemption of some payments to Australian Federal Police and civilian
personnel on service with an armed force of the United Nations

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Tax expenditure type: Exemption 2021 Code: All

Estimate Reliability: Very Low
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 23AB of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, Australian Federal
Police and civilian personnel contributed by Australia to a United Nations armed force
may receive compensation for death, impairment or incapacity resulting from their
service. Such compensation payments are exempt from income tax. Associated
payments, including to the estate of a deceased civilian, may also receive tax relief.

Al12 Medicare levy exemption for current and veteran Australian Defence Force
personnel and their relatives and associates

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

120 120 125 125 130 130 135 140
Tax expenditure type: Exemption 2021 Code: Al12
Estimate Reliability: Medium i High
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 251T and 251U of the Income Tax Assessment Act 1936

The benchmark tax treatment is that the Medicare levy is paid on the taxable income of
a resident for an income year. However, a Medicare levy exemption applies to income
earned by current and veteran Australian Defence Force personneland certain others,
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for example, relatives and associates of Australian Defence Force personnel who are
entitled to free medical treatment.

A13 Tax offsets for Australian Defence Force personnel serving overseas and
for Australian Federal Police and civilians serving with United Nations forces

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Included in A43

Tax expenditure type: Offset 2021 Code: A13
Estimate Reliability: Not Applicable

Commencement date: Introduced before 1985 Expiry date:

Legislative reference: Sections 79B and 23AB(7) of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, Australian Defence
Force personnelwho serve overseas in a Iccality specified by the Minister (because of its
isolation and uncongenial nature), as well as civilian and Australian Federal Police
personnel contributed by Australia to an armed force of the United Nations, may be
eligible for a tax offset. The offset includes additional entittiements for individuals who
maintain dependants.

Tax expenditures for education

Al4 Denial of deductibility for HECS-HELP expenses

Education ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Denial of deduction 2021 Code: Al4
Estimate Reliability: Not Applicable * Category 3-
Commencement date: 1997 Expiry date:
Legislative reference: Section 26-20 of the Income Tax Assessment Act 1997

Under the benchmark, expensesare only deductible if they are connected to income
earning activity. However, course fees and repayments for a Higher Education
Contribution Scheme Higher Education Loan Program (HECS-HELP) place funded by
the individual and some other loan schemes are not tax deductible, even for the
proportion that relates to income earning activities.
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A15 Exemption of income from certain educational scholarships, payments to
apprentices or similar forms of assistance

Education ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: A15
Estimate Reliability: Not Applicable * Category 2+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 51-10, 51-35, 51-40, 51-42 and 842-105 of the Income Tax

Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, scholarships and
other education allowances paid to full -time students at a school, college or universty
may be exempt from income tax. Income derived as part of an Australian Government
scheme to assist secondary education or the education of isolated children is exempt
from income tax (excluding federal education, training or education entry payments
provided under the Social Security Act 1991 A number of other exempt educational
payments are listed in the Income Tax Assessment Act 1997.

Al16 Threshold for the deductibility of self-education expenses

Education ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

-3 -3 -3 -3 -3 . - -
Tax expenditure type: Denial of deduction 2021 Code: A16
Estimate Reliability: Low
Commencement date: Introduced before 1985 Expiry date: 30 June 2023
Legislative reference: Section 82A of the Income Tax Assessment Act 1936

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. As such, self-education expenses for the purpose of maintaining or
improving skills or knowledge which the taxpayer uses in their current income earning

activities are deductible. However, in certain circumstances the $250 nondeductible

threshold for work -related self-education expenses requires taxpayers to reduce their
self-education deduction claims by $250. Taxpayers can reduce the $250 nowleductible

threshold using certain other self-education expenses that are nondeductible, such as
child care costs

The $250 nondeductible threshold for work -related self-education expenses has been
removed for assessments for the 20223 income year and later income years.
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Tax expenditures for health

A17 Exemption of the Private Health Insurance Rebate

Health ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
1,610 1,550 1,540 1,480 1,500 1,590 1,630 1,570
Tax expenditure type: Exemption 2021 Code: A17
Estimate Reliability: Medium
Commencement date: 1998 Expiry date:
Legislative reference: Subdivision 61-G of the Income Tax Assessment Act 1997

Part 2-2 of the Private Health Insurance Act 2007

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, the Private Health Insurance Rebate, whether
provided directly to individuals through a refundable tax offset or through premium
reductions, is not subject to income tax.

Al18 Medicare levy exemption for blind pensioners, persons not entitled to
Medicare benefits and foreign government representatives

Health ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
290 325 380 415 455 495 545 595
Tax expenditure type: Exemption 2021 Code: A18
Estimate Reliability: Medium i High
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Sections 251T and 251U of the Income Tax Assessment Act 1936

The benchmark tax treatment is that the Medicare levy is paid on the taxable income of
a resident for an income year. However, the income of certain prescribed persons is
exempt from the Medicare levy. The list of prescribed persons includes recipients of
specified payments made under the Social Security Act 199Lertain permanent residents
who qualify for an exemption because of their absence from Australia, temporary

residents whose home country does not have a Reciprocal Health Care Agreement with
Austr alia and foreign government representatives.

Al19 Medicare levy exemption for residents with taxable income below the low-
-income thresholds

Health ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
1,900 1,950 1,950 2,000 2,050 2,050 2,100 2,100
Tax expenditure type: Exemption 2021 Code: A19
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 7 of the Medicare Levy Act 1986

The benchmark tax treatment is that the Medicare levy is paid on the taxable income of
a resident for an income year. However, residents whose taxable income falls below
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prescribed thresholds are exempt from the Medicare levy, with the levy phased in once
their income exceeds these thresholds. Different thresholds apply for individuals,
families and seniors and pensioners.

A20 Medicare levy surcharge

Health ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
-380 -460 -540 -680 -840 -910 -940 -980
Tax expenditure type: Increased rate 2021 Code: A20
Estimate Reliability: Medium i Low
Commencement date: 1 July 1997 Expiry date:
Legislative reference: Sections 8B to 8D of the Medicare Levy Act 1986

A New Tax System (Medicare Levy Surcharge i Fringe Benefits) Act 1999

The benchmark tax treatment is that the Medicare levy is paid on the taxable income of
a resident for an income year. Individuals and couples who do not have a specified level
of private health insurance and whose income exceeds certain thresholds are subject to
an increased Medicare levy, known as the Medicare levy surcharge.

A21 Medicare levy surcharge lump sum payment in arrears tax offset

Health ($m)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Tax expenditure type: Offset 2021 Code: A21
Estimate Reliability: High
Commencement date: 1 July 2005 Expiry date:

Legislative reference: Subdivision 61L of the Income Tax Assessment Act 1997

The benchmark tax treatment is that the Medicare levy is paid on the taxable income of
a resident for an income year. However, eligible taxpayers who incur a Medicare levy
surcharge liability, or an increased liability, as a result of certain lump sum payments in
arrears, for example, a Commonwealth education payment, receive concessional
treatment in respect of their surcharge liability.
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Tax expenditures for social security and welfare

A22 Concessional taxation of lump sum payments for unused recreation and
long service leave

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

190 200 230 170 190 * * *
Tax expenditure type: Concessional rate 2021 Code: A22
Estimate Reliability: Medium * Category 3+
Commencement date: 1993 Expiry date:
Legislative reference: Subdivisions 83-A and 83-B of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, a maximum tax
rate of 30per cent, excluding the Medicare levy, applies to lump sum payments in lieu
of unused long service or annual leave which accrued before 18 August 1993, or which
are made in circumstances of bona fide redundancy, invalidity or under an early
retirement scheme.

A23 Concessional taxation of non-superannuation termination benefits

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

2,000 2,100 2,500 1,500 1,550 * * *
Tax expenditure type: Concessional rate 2021 Code: A23
Estimate Reliability: Low * Category 4+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Division 82 of the Income Tax (Transitional Provisions) Act 1997

Division 82 of the Income Tax Assessment Act 1997
Subdivision 83-C of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However,
non-superannuation termination payments, known as employment termination
payments (ETPs), receive concessional tax treatment dependent on the circumstances of
the taxpayer.

From 1 July 2019, the age below which persons can receive genuine redundancy and
early retirement scheme payments was increased from 65 years of age to align with the
Age Pension qualifying age. Genuine redundancy and early retirement scheme

payments are tax-free up to a limit, and amounts in excess of this limit are taxed as an
ETP.
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A24 Concessional taxation of unused long service leave accumulated prior to
16 August 1978

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

20 20 15 15 10 10 10 10
Tax expenditure type: Concessional rate 2021 Code: A24
Estimate Reliability: Medium i High
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Subdivision 83-B of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, a reduced tax rate
applies to lump sum payments for unused long service leave which accrued prior to
16 August 1978. Five per cent of such payments is included in the taxpaye® assessable
income and is subject to tax at marginal rates.

A25 Exemption for National Disability Insurance Scheme amounts

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1,480 3,550 4,520 5,920 8,080 9,130 10,210 11,960
Tax expenditure type: Exemption 2021 Code: A25
Estimate Reliability: Low
Commencement date: 1 July 2013 Expiry date:
Legislative reference: Sections 26-97, 40-235, and 52-180 of the Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, payments and benefits provided under the
National Disability Insurance Scheme (NDIS), whether directly or otherwise, to NDIS
participants for approved reasonable and necessary supports are exempt from income
tax.

A26 Exemption of Child Care Assistance payments

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

2,050 2,100 2,300 2,600 2,900 3,500 3,500 3,650
Tax expenditure type: Exemption 2021 Code: A26
Estimate Reliability: Medium i Low
Commencement date: 1 July 2007 Expiry date:
Legislative reference: Section 52-150 of the Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, the Child Care Subsidy, introduced on 2 July 2018
to replace the child care fee assistance provided by Child Care Benefit and Child Care
Rebate payments, is exempt from income tax. The Child Care Rebate and Child Care
Benefit were also exempt from income tax.
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A27 Exemption of disaster relief payments

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

60 80 140 3,950 * * * *
Tax expenditure type: Exemption 2021 Code: A27
Estimate Reliability: Medium i High * Category 4+
Commencement date: 8 July 1997 Expiry date:
Legislative reference: Sections 11-15, 51-30, 51-125, 52-40, 53-25, 59-60, 59-95 and 59-96 of the

Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, certain payments such as Australian Government
disaster recovery payments are exempt from income tax.

Tax concessions for certain taxpayers

A28 Beneficiary tax offset

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

95 85 195 805 195 195 210 230
Tax expenditure type: Offset 2021 Code: A28
Estimate Reliability: Medium i Low
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 160AAA of the Income Tax Assessment Act 1936

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, taxpayers who receive certain social security
benefits and allowan cesmay be eligible for the beneficiary tax offset, which ensures that
people whose only income during the year is from the benefit or allowance will not pay
any tax.

A29 Dependant (invalid and carer) tax offset

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

4 4 3 3 2 2 2 1
Tax expenditure type: Offset 2021 Code: A29
Estimate Reliability: Low
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Subdivision 61-A of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, the dependant
(invalid and carer) tax offset reduces the amount of tax payable for taxpayers who
maintain a dependant or are unable to work due to carer obligations or disability.
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A30 Release from particular tax liabilities in cases of serious hardship

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

43 30 36 32 * * * *
Tax expenditure type: Exemption, Concessional rate 2021 Code: A30
Estimate Reliability: High * Category 2+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Division 340 in Schedule 1 to the Tax Administration Act 1953

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, an individual
taxpayer can be released from a tax liability where payment of the liability would cause
serious hardship. This release from tax liability acts like a tax exemption.

A31 Seniors and pensioners tax offset

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

890 900 710 540 860 1,000 1,000 1,000
Tax expenditure type: Offset 2021 Code: A31
Estimate Reliability: Medium
Commencement date: 1 July 1996 Expiry date:
Legislative reference: Sections 160AAAA and 160AAAB of the Income Tax Assessment Act 1936

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, the seniors and pensioners tax offset reduces the
tax payable by taxpayers who receive certain taxable pensions and payments, for
example, the Age Pension and the Defence Force Income Support Allowance It also
reduces the tax payable by taxpayers who are of Age Pension age but who do not receive
the Age Pension because of the income or assets tests.

A32 Pacific Australia Labour Mobility Scheme

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

35 50 50 95 * * * *
Tax expenditure type: Concessional rate 2021 Code: A32
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 2022 Expiry date:
Legislative reference: Income Tax (Seasonal Labour Mobility Program Withholding Tax) Act 2012

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, workers employed
under the Pacific Australia Labour Mobility (PALM) scheme (formerly the Seasonal
Worker Program) are subject to a final withholding tax of 15 per cent on income that is
salary, wages or allowances paid to them under the scheme, and that they derive when
they are a foreign resident.
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The SeasonalWorker Program was consolidated into the PALM scheme in April 2022.
The concessional rate was extended to all foreign resident workers employed under the
PALM scheme from 1 July 2022.

A33 Working holiday makers

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

320 390 200 135 * * * *
Tax expenditure type: Concessional rate 2021 Code: A33
Estimate Reliability: Not Applicable * Category 3+
Commencement date: 1 January 2017 Expiry date:
Legislative reference: Part Il of Schedule 7 to the Income Tax Rates Act 1986

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax depending on whether they
are a resident of Australia for tax purposes or not. However, from 1 January 2017 to
30June2020, a 15 per cent income tax rate generally applies to the Australian sourced
taxable income of most working holiday makers up to $37,000, with ordi nary tax rates
applying to other taxable income. From 1 July 2020, a 15 per cent income tax rate
generally applies to the Australian sourced taxable income of most working holiday
makers up to $45,000, with ordinary tax rates applying to all other taxable income.

Working holiday makers from jurisdictions with which Australia holds a double
taxation agreement containing an enforceable non-discrimination article (Chile, Finland,
Germany, Israel, Japan, Norway, Turkey and the United Kingdom) who are also
residents of Australia for tax purposes are subject to the benchmark tax treatment,
instead of the 15 per cent working holiday maker tax rate.

Whether a working holiday maker is a resident for tax purposes depends on their
individ ual circumstances.

For non-resident working holiday makers the 15 per cent rate is concessional relative to
the benchmark, under which they would be taxed at 32.5 per cent from their first dollar
of income. This results in a positive tax expenditure.

In contrast, the legislated treatment constitutes a negative tax expenditure for resident

working holiday makers. Under the benchmark, this group would have access to a
tax-free threshold of $18,200.
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A34 Exemption of foreign termination payments

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Tax expenditure type: Exemption 2021 Code: A34

Estimate Reliability: Low
Commencement date: 2007 Expiry date:
Legislative reference: Subdivision 83-D of the Income Tax Assessment Act 1997

Under the benchmark, income tax is paid on the taxable income of a taxpayer for an
income year at their applicable rate of tax. However, termination payments from foreign
employment are non-assessable and norexempt income where the taxpayer is a foreign
resident. Where the taxpayer is an Australian resident for some of the period to which

the termination payment relates, the pay ment will be non -assessable and norexempt if:

1 itwas received in consequence of the termination of a period of foreign employment
or engagement for the purposes of Section 23AF or Section 23AG

1 the payment relates only to that period of employment or eng agement

1 the payment is not exempt from income tax under the law of the foreign country.
This does not apply if the payment is a superannuation benefit or a pension or annuity.
A35 Foreigh income exemption for temporary residents

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

85 100 100 80 75 * * *
Tax expenditure type: Exemption 2021 Code: A35
Estimate Reliability: Low * Category 3+
Commencement date: 2006 Expiry date:
Legislative reference: Subdivision 768-R of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, foreign source
income of temporary residents is generally non-assessable and norexempt, and capital
gains and losses are also generally disregarded for income tax purposes. Interest paid to
foreign lenders by temporary residents is exempt fro m withholding tax.
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A36 Income tax exemption for Australian staff of the Asian Development Bank

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1 1 1 1 1 1 1 1
Tax expenditure type: Exemption 2021 Code: A36
Estimate Reliability: Medium i Low
Commencement date: 2005 Expiry date:
Legislative reference: Regulation 6 of the Asian Development Bank (Privileges and Immunities)

Regulations 1967

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, the income of
Australian resident officers of the Asian Development Bank (ADB) is exempt from tax.
This exemption is part of the broader arrangement with the ADB that facilitates the

day-to-day running of the Australian office which services the needs of the Pacific Island

countries.

Tax exemptions for certain government income support payments

A37 Exemption of certain income support benefits, pensions or allowances

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1,100 1,820 1,810 1,330 1,260 1,320 1,270 1,330
Tax expenditure type: Exemption 2021 Code: A37
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Subdivisions 52-A, 52-E and 52-F of the Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, certain social security payments are partly or
fully exempt from income tax. These include: certain pensions; benefits; allowances and
repatriation pensions paid under the Social Security Act 1991for example, Disability
Support Pension and Carer Payment paid to individuals under Age Pension age certain
amounts of Commonwealth education or training payment; certain parts of payments
under the ABSTUDY scheme; and the oneoff Cost of Living Payment.
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A38 Exemption of Family Tax Benefit payments

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1,800 1,910 1,790 1,550 1,790 1,980 1,900 1,960
Tax expenditure type: Exemption 2021 Code: A38
Estimate Reliability: Medium
Commencement date: 2000 Expiry date:
Legislative reference: Section 52-150 of the Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax is paid on the taxable income of a taxpayer for an income
year at their applicable rate. However, Family Tax Benefit payments are exempt from
income tax.

A39 Exemptions of certain veteransépensions, allowances or benefits,
compensation, and particular World War ll-related payments for persecution

Social security and welfare ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

810 860 850 850 870 880 800 780
Tax expenditure type: Exemption 2021 Code: A39
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Subdivisions 52-B, 52-C, 52-CA and 52-CB and Section 768-105 of the

Income Tax Assessment Act 1997

Under the benchmark, government payments to individuals are included as part of
taxable income; income tax ispaid on the taxable income of a taxpayer for an income
year at their applicable rate. However, repatriation pensions, certain payments under
the Veterans Entitlements Act 198&nd Military Rehabilitation and Compensation Act 28,
payments under the Australian Participants in British Nuclear Tests and British
Commonwealth Occupation Force (Treatment) Act 2@@6tain foreign source World War 1
payments and compensation provided for legal advice to beneficiaries under the
Military Rehabilitation and Compensation Act 20GFe wholly or partly exempt from
income tax.

Australian participants in the British nuclear tests of the 1950s and Australian veterans
of the British Commonwealth Occupation Force that receive medical treatment using
the Department of VeteransdAffairs Gold Card are exempt from the Medicare levy and
Medicare levy surcharge.
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Tax expenditures for housing and community amenities

A40 Denial of deduction of travel expenses for residential rental property

Housing and community amenities ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

-110 -130 -135 -120 -145 -170 -180 -170
Tax expenditure type: Denial of deduction 2021 Code: A40
Estimate Reliability: Not Applicable
Commencement date: 1 July 2017 Expiry date:
Legislative reference: Section 26-31 of the Income Tax Assessment Act 1997

Under the benchmark, expensesconnected to income earning activity or a business are
deductible. However, taxpayers are not able to claim a deduction for travel expenses
related to inspecting, maintaining or collecting rent for a residential rental property.
Expenses incurred in engaging third parties such as real estate agents for property
management services remain deductible.

A41 Denial of deductions for vacant land

Housing and community amenities ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

- - -25 -25 -25 -25 -25 -25
Tax expenditure type: Denial of deduction 2021 Code: A4l
Estimate Reliability: Low
Commencement date: 1 July 2019 Expiry date:
Legislative reference: Section 26-102 of the Income Tax Assessment Act 1997

Under the benchmark, expenses connected to income earning activity are deductible.
From 1 July 2019, deductions are denied for some taxpayers for expenses associated
with holding vacant land. Expenses for which deductions are denied that would
ordinarily b e a cost base element may be included in the cost base of the asset for capital
gains tax purposes.

Deductions continue to be available in a range of circumstances, including where:
1 there is a substantial building or structure on the land

1 the land is being used, or held available for use, by the taxpayer or a related entity in
carrying on a business, including a business of primary production (such as farming)

1 the land is rented out by a taxpayer where they or a related entity are carrying on a
business of primary production.

Furthermore, deductions continue to be available for land held by corporate tax entities,

managed investment trusts, superannuation plans (other than self-managed
superannuation funds), and public unit trusts.
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A42 Exemption of payments made under the First Home Owner Grant scheme

Housing and community amenities ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

215 180 170 250 200 200 205 190
Tax expenditure type: Exemption 2021 Code: A42
Estimate Reliability: Medium i Low
Commencement date: 1 January 2000 Expiry date:
Legislative reference: A New Tax System (Commonwealth State Financial Arrangements) Act 1999

Appendix A, Intergovernmental Agreement on Federal Financial Relations
Appropriation (Economic Security Strategy) Act (No. 2) 2008-09 and relevant
state legislation.

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, payments made
under the First Home Owner Grant Scheme are exempt from income tax.

A43 Zone tax offsets

Housing and community amenities ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

130 130 125 120 120 125 130 135
Tax expenditure type: Offset 2021 Code: A43
Estimate Reliability: Medium i High
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 79A of the Income Tax Assessment Act 1936

Note: estimates include tax expenditures A43 and A12

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, taxpayers who live
in prescribed remote areas of Australia are eligible for a tax offset, reducing their tax
payable. Eligibility and the amount of the tax offset varies depending on the taxpayer&
location.

From 1 July 2015,8ly -in fly -outdworkers whose normal residence is not in a zone are
excluded from the offset. If their normal residence is in a different zone to the one in
which they work, they receive the offset applicable to the zone in which they normally
reside.

75



Tax Expenditures and Insights Statement

Tax expenditures for recreation and culture

A44 Income averaging for authors, inventors, performing artists, production
associates and sportspersons

Recreation and culture ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

40 40 40 40 40 40 35 35
Tax expenditure type: Concessional rate 2021 Code: Ad4
Estimate Reliability: Medium i High
Commencement date: 1998 Expiry date:
Legislative reference: Division 405 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is calculated on the taxable income of a
taxpayer for an income year at their applicable rate of tax.

However, special professionals (such as authors, composers, artists, inventors,
performing artists, production associates and sportspersons) whose income can
fluctuate significantly between income years, may be eligible for an income averaging
scheme that reduces their overall tax liability.

A45 Income tax exemption of certain Prime Minister& prizes

Recreation and culture ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Tax expenditure type: Exemption 2021 Code: A45

Estimate Reliability: Medium
Commencement date: 1 July 2006 Expiry date:
Legislative reference: Section 51-60 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, the Prime Minister &

Prize for Australian History, the Prime Minister & Prize for Science and the
Prime Minister & Literary Award are exempt from income tax.
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Tax expenditures for other economic affairs

A46 Deductibility of COVID-19 test expenses

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

- - - - 35 * * *
Tax expenditure type: Deduction 2021 Code: New
Estimate Reliability: Medium i High * Category 2+
Commencement date: 1 July 2021 Expiry date:
Legislative reference: Section 25-125 Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. However, from 1 July 2021, the costs of taking a COVID-19 test to attend
a place of work are tax deductible for individuals.

A47 Non-commercial losses deductions allowed for certain taxpayers with an
adjusted taxable income under $250,000

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Deduction 2021 Code: A46
Estimate Reliability: Not Applicable * Category 3+
Commencement date: 1 July 2000 Expiry date:
Legislative reference: Division 35 of the Income Tax Assessment Act 1997

Under the benchmark, losses arising from non-commercial business activities generally
cannot be claimed as a deduction against other assessable income.

However, under the non -commercial loss rules, individuals carrying on a business and
who have an adjusted taxable income of less than $250,000 may apply losses from a
business activity against their other assessable income in that year if they satisfy one of
four statutory tests, or if the Commissioner of Taxation exercises discretion.

This treatment results in some business activities that are non-commercial in nature

being treated as commercial. Allowing losses from these activities to be offset against
other assessable income gives rise to a tax expenditure.
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A48 Non-commercial losses exception rules for primary producers and artists

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

5 5 5 5 5 5 5 5
Tax expenditure type: Exemption 2021 Code: A47
Estimate Reliability: Medium
Commencement date: 1 July 2000 Expiry date:
Legislative reference: Subsection 35-10(4) of the Income Tax Assessment Act 1997

Under the benchmark, losses arising from non-commercial businessactivities generally
cannot be claimed as a deduction against other assessable income.

However, individuals that carry on a primary production or professional arts business,
with assessable income from other sources of less than $40,000 (except net capital gains),
can generally apply these losses against their other income as they are exempt from the
non-commercial loss rules.

This treatment results in some business activities that are non-commercial in nature
being treated as commercial. Allowing losses from these activities to be offset against
other assessable income gives rise to a tax expenditure.

A49 Tax concessions for employee share schemes income

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption, Deferral 2021 Code: A48
Estimate Reliability: Not Applicable * Category 3+
Commencement date: 1 January 1995 Expiry date:
Legislative reference: Division 83A of the Income Tax Assessment Act 1997

The benchmark tax treatment is that discounts on shares and rights acquired under an
employee share schemeare included in a taxpayer® assessable income in the year the
shares or rights are acquired. However, there are a range of concessions available. An
upfront tax exemption of $1,000 for eligible schemes is available to taxpayers earning
less than $180,00@&nd a deferral of tax is available where there is a real risk of forfeiture.

On 1 July 2015, additional tax concessions for employee share schemes took effect. The
taxing point for rights now generally occurs when the rights are exercised (converted to
shares). There is also a tax deferral (for rights) or exemption (for shares) on the discount
component of employee share schemes provided at a small discount to employees of
eligible start-up companies.

78



Appendix

On 1 July 2022, the cesdion of employment taxing point for tax -deferred employee
share schemes available to all companies was removed. As a result, for these schemes
tax is deferred until the earliest of the remaining taxing points, namely:

1 where there is no risk of forfeiture a nd no restrictions on disposal
1 the maximum period of deferral of 15 years.

A50 Tax deferral advantage arising from personal after-tax contributions to a
pension or annuity

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Deferral 2021 Code: A49
Estimate Reliability: Not Applicable * Category 2+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 27H of the Income Tax Assessment Act 1936

Under the benchmark, earnings on savings held outside of the superannuation system
are included as part of an individual & taxable income with tax paid at marginal rates in
the income year they are received.

However, earnings on savings supporting non -superannuation pension or annuity
payments are apportioned to the recipient & taxable income evenly over the term of the
income stream in each income year these payments are received. This results in a tax
expenditure because it provides a tax deferral advantage to the recipient between the
year earnings are received and the year those earnings are included intaxable income.

A51 Union dues and subscriptions to business associations deduction

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Tax expenditure type: Deduction 2021 Code: A50

Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 25-55 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. As such, union dues or professional association fees related to earning
assessable income are deductible. However, joining fees, union duesor subscriptions to
trade, businessor professional associations that are not related to earning assessable
income are specifically tax deductible up to a maximum amount of $42.
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A52 Denial of deductions for illegal activities

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Denial of deduction 2021 Code: A51
Estimate Reliability: Not Applicable * Category 1-
Commencement date: 1 July 1999 (bribery), 30 April 2005 Expiry date:
(ilegal activities)
Legislative reference: Sections 26-52, 26-53 and 26-54 of the Income Tax Assessment Act 1997

Under the benchmark, expenses incurred in earning income are deductible at historical
cost. Deductibility is denied for a loss or outgoing that is a bribe to a public official,
including a foreign public official.

Deductions are also denied for expenditure to the extent it is incurred in the furtherance
of, or directly in relation to, activities in respect of which the taxpayer has been convicted
of an indictable offence. Indictable offences are those punishable by imprisonment for
at least one year.

A53 Increased tax rates for certain minors

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

-3 -3 -3 -3 -3 -3 -3 -3
Tax expenditure type: Increased rate 2021 Code: A52
Estimate Reliability: Medium i High
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Part 11l Division 6AA of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, higher rates of
taxation apply to the unearned income of certain minors (for example, those classed as
not being in a full -time occupation). Unearned income includes dividend, interest, rent,
royalties and other income from property. Further, minors are unable to use the low
income tax offset or the low and middle income tax offset to reduce the tax payable on
unearned income.

A54 Limit plant and equipment depreciation deductions to outlays actually
incurred by investors

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

-45 -110 -115 -125 -135 -140 -140 -130
Tax expenditure type: Denial of deduction 2021 Code: A53
Estimate Reliability: Low
Commencement date: 1 July 2017 Expiry date:
Legislative reference: Section 40-27 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to an income
earning activity. However, from 1 July 2017, plant and equipment depreciation
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deductions are limited to outlays actually incurred by investors in residential real estate
properties. Plant and equipment items are usually mechanical fixtures or those which
can be Gasilyd removed from a property such as dishwashers and ceiling fans.
Acquisitions of existing plant and equipment items wi Il be reflected in the cost base for
capital gains tax purposes for subsequent investors. Plant and equipment forming part
of residential investment properties as of 9 May 2017 (including contracts already
entered into at 7:30PM (AEST) on 9 May 2017) willcontinue to give rise to deductions
for depreciation until either the investor no longer owns the asset, or the asset reaches
the end of its effective life.

This results in a negative tax expenditure, which reflects the general principle that
individual ta xpayers are entitled to a deduction for expenses incurred in earning
assessable income.

A55 Part-year tax free threshold

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

-16 -16 -14 -10 -8 * * *
Tax expenditure type: Increased rate 2021 Code: A54
Estimate Reliability: Medium i High * Category 2-
Commencement date: 1 July 1986 Expiry date:
Legislative reference: Sections 16 to 20 of the Income Tax Rates Act 1986

Under the benchmark, income tax is paid on the taxable income of a taxpayer for an
income year at their applicable rate. However, taxpayers who become an Australian
resident for the first time, or cease to be an Australian resident, do not receive the full
value of the statutory tax-free threshold. From 1 July 2012, they are able to access a
tax-free threshold of at least $13,464, plus a prerated share of $4,736corresponding to
the number of months in the year that they are a resident for tax purposes.

A56 Philanthropy i deduction for gifts to deductible gift recipients

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1,395 1,730 1,595 1,505 1,405 1,490 1,535 1,445
Tax expenditure type: Deduction 2021 Code: A55
Estimate Reliability: Medium i Low
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Division 30 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. However, gifts of cash and property (subject to certain conditions) of a
value of $2 or more to deductible gift recipients are tax deductible.
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A57 Philanthropy 7 deduction for gifts to private ancillary funds

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

445 240 355 530 390 400 410 420
Tax expenditure type: Deduction 2021 Code: A56
Estimate Reliability: Medium i Low
Commencement date: 1 October 2009 Expiry date:
Legislative reference: Item 2 of the table in Section 30-15 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. However, gifts of cash and property (subject to certain conditions) of a
value of $2 or more to private ancillary funds that have deductible gift recipient status
are tax deductible. Private ancillary funds are funds established by businesses, families
and individuals solely for the purpose o f disbursing funds to deductible gift recipients,
or the establishment of deductible gift recipients.

Concessions under the substantiation provisions for employment-related
expenses

A58 Car expenses i alternatives to the logbook method

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Deduction 2021 Code: A57
Estimate Reliability: Not Applicable * Category 3+
Commencement date: 1 July 1986 Expiry date:
Legislative reference: Division 28 of the Income Tax Assessment Act 1997

Under the benchmark, expenses are only deductible if they are connected to income
earning activity. To value actual car expense deductions under the benchmark,
taxpayers use the logbook method. However, the @&ents per kilometred method is
available up to a maximum of 5,000 business kilometres.
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Miscellaneous tax expenditures

A59 Tax offset on certain payments of income received in arrears

Other economic affairs i Total labour and employment affairs ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

18 20 25 25 25 25 25 25
Tax expenditure type: Offset 2021 Code: A58
Estimate Reliability: Medium
Commencement date: 1 July 1986 Expiry date:
Legislative reference: Sections 159ZR to 159ZRD of the Income Tax Assessment Act 1936

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, individual
taxpayers who receive lump sum payments of certain income, for example, salary and
wages, which accrued in earlier income years may be entitled to a tax offset.

A60 Exemption for personal injury annuities

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Tax expenditure type: Exemption 2021 Code: A59

Estimate Reliability: Low
Commencement date: 1 June 2002 Expiry date:
Legislative reference: Division 54 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, certain annuities
provided to personal injury victims under structured settlements and orders are exempt
from income tax. This allows personal injury victims who would be eligible to receive
large tax-free lump sum compensation payments to receive all or part of their
compensation in the form of a tax-free annuity or annuities.

A61 Exemption of post-judgment interest awards in personal injury
compensation cases

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

4 4 4 4 4 4 4 4
Tax expenditure type: Exemption 2021 Code: A60
Estimate Reliability: Low
Commencement date: 1992 Expiry date:
Legislative reference: Section 51-57 of the Income Tax Assessment Act 1997

The benchmark tax treatment is that income tax is paid on the taxable income of a
taxpayer for an income year at their applicable rate of tax. However, interest accruing
on a judgment debt arising in personal injury compensation cases, which relates to the
period between the original judgment and when the judgment is finalised, is exempt
from income tax.
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A62 Low-value depreciating assets i immediate deduction

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Deduction 2021 Code: A61
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 2001 Expiry date:
Legislative reference: Subsections 40-25(1) and 40-80(2) of the Income Tax Assessment Act 1997

Under the benchmark, assets are depreciated over their effective lives. However, an
immediate deduction is available for depreciating assets costing $300 or less where those
assets are used mostly to earn norbusiness income.
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Business income

TAX EXPENDITURES FOR GENERAL PUBLIC SERVICES

B1 Local government bodies income tax exemption

Other purposes i General purpose inter-governmental transactions ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

1,850 1,660 1,720 1,750 1,770 1,790 1,810 1,830
Tax expenditure type: Exemption 2021 Code: B2
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Item 5.1 in the table in Section 50-25 of the Income Tax Assessment Act 1997

Under the benchmark tax treatment, corporations are taxable units that are liable to pay
tax. Local government bodies and municipal corporations are exempted from income
tax, including local governing bodies in Norfolk, Cocos (Keel ing) and Christmas Islands.

International tax expenditures

B2 Exemptions for prescribed international organisations

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B3
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 1963 Expiry date:
Legislative reference: Section 6 of the International Organisations (Privileges and Immunities) Act
1963

Under the benchmark, income derived by organisations that are not exempt entities is
generally taxable. However, the income of certain prescribed international organisations
is exempt from income tax. Interest and divide nds received by such organisations are
also exempt from withholding tax. Prescribed international organisations include the
United Nations, the World Trade Organisation, the Organisation for Economic
Cooperation and Development and various United Nations s pecialised agencies.
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B3 Interest withholding tax and dividend withholding tax exemptions for
overseas charitable institutions

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B4
Estimate Reliability: Not Applicable * Category 1+
Commencement date: 1971 Expiry date:
Legislative reference: Paragraph 128B(3)(aa) of the Income Tax Assessment Act 1936

Under the benchmark, dividends and interest paid to non -residents are generally subject
to withholding tax at a flat rate. However, i nterest and dividends received by certain
overseas charitable institutions are exempt from the interest and dividend withholding
tax, respectively. This exemption only applies where the institutions are exempt from
tax in their home country.

B4 Investment Manager Regime

General public services i Foreign affairs and economic aid ($m)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B5
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 1 July 2011 Expiry date:
Legislative reference: Subdivision 842-| of the Income Tax Assessment Act 1997

The income tax law generally exempts non-resident investors in respect of capital gains
made on &on land rich 6 investments, however tax uncertainty can arise in some
instances. The Investment Manager Regime (IMR) seeks to address this potential
uncertainty by providing that, subject to meeting the appropriate tests, foreign investors
that invest into Australia via a foreign fund or through an independent Australian fund
manager can disregard certain Australian tax consequences in relation to gains and
losses on the disposal of specific assets.

The effect of the IMR is that when a foreign investor invests in Austra lia through a
foreign fund or an independent Australian fund manager it will generally be in the same
tax position as if it had invested directly. The IMR does not apply to Australian residents
or to returns or gains attributable to Australian real propert .
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B5 Reduced withholding tax under international tax treaties

General public services i Foreign affairs and economic aid ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

880 790 710 790 880 980 1,100 1,220
Tax expenditure type: Exemption, Concessional rate 2021 Code: B6
Estimate Reliability: Low
Commencement date: 2008 Expiry date:
Legislative reference: International Tax Agreements Act 1953

Under the benchmark, dividends, interest and royalties paid to non-residents are
generally subject to withholding tax at a flat rate. Tax treatiesreduce or eliminate double
taxation caused by the exercise of source and residence country taxing rights on cross
border income flows. Under Australia & tax treaties, certain dividends, interest and
royalties attract reduced withholding tax rates . For some treaties, hese include interest
withholding tax exemptions for financial institutions , pension funds and governments
and dividend wi thholding tax exemptions for pension funds and governments, and
where dividends are paid to companies with controlling interests in the companies
paying the dividends, provided that certain integrity measures are satisfied .

Australia has signed 46 tax treaties, with 45 of the tax treaties being currently in force.

B6 Income tax exemption for persons connected with certain US Government
projects in Australia

Defence ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B7
Estimate Reliability: Not Applicable * Category 1+
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 23AA of the Income Tax Assessment Act 1936

Under the benchmark, foreign residents are generally taxed on their Australian -sourced
income, such as money they earn working in Australia. The profit and remuneration of
United States contractors, armed forces members and their associated employees, or
others connected with certain approved United States Government projects in Australia
are exempt from Australian income tax , where the income is subject to tax in the
United States.Projects to which the exemption applies include the No rth West Cape
Naval Communication Station, the Joint Defence Space Research Facility, the Sparta
project, the Joint Defence Space Communications Station, and the Force Posture
Initiatives.
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B7 Concessional tax treatment of offshore banking units

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

335 365 330 370 360 250 "
Tax expenditure type: Concessional rate 2021 Code: B8
Estimate Reliability: Medium
Commencement date: 1992 Expiry date:
Legislative reference: Division 9A of Part lll and Section 128GB of the Income Tax Assessment Act
1936

Under the benchmark, company profits are taxed at 30 per cent. However, income (other
than capital gains) derived by an offshore banking unit from eligible offshore banking
activities is taxed at a concessional rate of 10 per centinterest paid by an offshore
banking unit on qualifying offshore borrowings, and gold fees paid by an offshore
banking unit on certain offshore gold borrowings, are exempt from withholding tax
From 1 July 2015, the list of eligibleoffshore banking activities has been updated to better
target the regime and address integrity concerns. The concessional tax rate onlyapplies
to an entity that has been determined to be an offshore banking unit by the Minister.
This concession will no longer apply from the end of taxpayers 82022523 income year.

B8 Exemption for foreign branch profits from income tax

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B9
Estimate Reliability: Not Applicable * Category 4+
Commencement date: 1991 Expiry date:
Legislative reference: Section 23AH of the Income Tax Assessment Act 1936

Under the benchmark, Australian resident companies are taxed on their worldwide

income. However, in general, income from a business carried on by an Australian
company through a permanent establishment (branch) in a foreign country is exempt
from income tax. The exempt income broadly comprises operating profits and capital
gains but does not include passive or other tainted income where the branch fails an
active income test.

B9 Exemption from accruals taxation system for certain transferor trusts

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B10
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 1991 Expiry date:
Legislative reference: Section 102AAT of the Income Tax Assessment Act 1936

Under the benchmark, the transferor would normally be subject to accruals taxation, as
provided by the transferor trust rules . However, the rules do not apply in relation to
certain transfers to family, discretionary or non -discretionary trusts, or to certain
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transfers made before the transferor commenced being a resident. Transferor trust rules
apply to Australian residents who have transferred property or services to a
non-resident trust estate.

B10 Exemption from accruals taxation system for controlled foreign companies

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

* * * * * * * *
Tax expenditure type: Exemption 2021 Code: B11
Estimate Reliability: Not Applicable * Category 2+
Commencement date: 1991 Expiry date:
Legislative reference: Sections 385 and 432 of the Income Tax Assessment Act 1936

Under the benchmark, the accruals taxation system normally applies to income derived
by controlled foreign companies (CFCs). However, most tainted income derived by
CFCs in listed countries is exempt from the accruals taxation system (applied to the
attributable taxpayer) as it is generally comparably taxe d. An exemption also applies to
CFCs that derive 95per cent or more of their income from genuine business activities.

B1l Exemption from interest withholding tax on certain securities

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

2,920 2,600 2,080 2,470 2,520 2,520 2,520 2,520
Tax expenditure type: Exemption 2021 Code: B12
Estimate Reliability: Medium
Commencement date: Introduced before 1985 Expiry date:
Legislative reference: Section 128F and 128FA of the Income Tax Assessment Act 1936

Under the benchmark, withholding tax from interest payments paid to a foreign resident
is generally withheld at the rate of 10 per cent. Certain publicly offered debentures and
debt interests are eligible for an exemption from interest withholding tax, where those
debentures and debt interests are issued in Australia by a State or Territory, the
Commonwealth, a resident Australian company, a non -resident company operating
through a permanent establishment, or certain public unit trusts. The exemption is not
available where it involves certain dealings between associated entities.
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B12 Exemption of inbound non-portfolio dividends from income tax

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

590 1,000 990 980 1,010 1,010 1,010 1,010
Tax expenditure type: Exemption 2021 Code: B13
Estimate Reliability: Low
Commencement date: 1991 Expiry date:
Legislative reference: Section 768-5 of the Income Tax Assessment Act 1997

Non-portfolio dividends are dividends paid to a company where that company has a
10 per cent or greater voting interest in the company paying the dividend. Under the
benchmark, such dividends would normally be included in a recipient & assessable
income. However, these dividends are exempt from income tax where they are paid to
an Australian resident company by a company resident in a foreign country , on the basis

these profits have already been comparably taxed in the foreign country .

B13 Interest withholding tax concession on interest payments by financial
institutions

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

35 25 10 20 25 25 25 25
Tax expenditure type: Concessional rate 2021 Code: B14
Estimate Reliability: Medium i Low
Commencement date: 1994 Expiry date:
Legislative reference: Section 160ZZZJ of the Income Tax Assessment Act 1936

Under the benchmark, tax from interest payments paid to a foreign resident is generally

withheld at the rate of 10 per cent. The notional interest paid by an Australian branch of

a foreign bank on borrowings from the foreign bank attracts a reduced effective rate of
withholding tax of 5 per cent.

B14 International tax T concessional rate of final withholding tax on certain
distributions by clean building managed investment trusts to foreign residents

Other economic affairs i Other economic affairs, nec ($m)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Included in B89

Tax expenditure type: Concessional rate 2021 Code: B15
Estimate Reliability:

Commencement date: 2012 Expiry date:

Legislative reference: Section 12-385 of Schedule 1 to the Taxation Administration Act 1953

Regulation 34 of the Taxation Administration Regulations 2017

Australia & default withholding tax rate for Managed Investment Trust (MIT)

distributions of Australian source net income (other than dividends, interest and

royalties) paid to foreign residents is 30 per cent. For distributions to residents of
countries with which Australia has an information exchange arrangement, the
withholding tax rate is reduced to 15 per cent.
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