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The recommendations in this Report are based on the evidence which extends to and
includes the 1981-82 financial year. The Report does not include an examination of
any developments in the provision of information on taxation expenditures in the
1982-83 Budget Papers.

The Committee recommends that:
, The Government gives the Parliament an undertaking to provide comprehensive

information on taxation expenditures within three years from the tabling of this

(Paragraph 50)
All taxation expenditure items together with their objectives be listed in the Budget

(Paragraph 51)
The Treasurer consult with other Ministers to ensure that the listing covers tax-

ation expenditures in areas outside the Treasurer's principal responsibility.
(Paragraph 52)

In addition to the listing of all taxation expenditures and their objectives, the infor-
mation in the Budget Papers contain the estimated cost to revenue of the major tax-
ation expenditures for the Budget year that is current and the two preceding years.

(Paragraph 65)
Individual taxation expenditure items be classified in functional groupings similar

to the classification of direct outlays.
(Paragraph 67)

The functional classification of taxation expenditures be cross-classified according
to the departments responsible for the direct spending equivalents.

(Paragraph 68)
Taxation expenditure information be presented as a separate Budget Statement in

the Budget Papers.
(Paragraph 69)

Where the proposed financial impact statement to be included in a Minister's sec-
ond reading speech to a Bill relates to taxation expenditures, the Government incor-
porate an explanation as to why the taxation system is preferred to direct outlays
for giving assistance.

(Paragraph 71)
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1. Taxation expenditures and Budget outlays are different sides of the same public
sector expenditure coin. Both represent calls on the Budget.1 While the Committee
accepts the many caveats placed on the aggregation of separate taxation expenditures
and their comparison with direct outlays, aggregation is perhaps the only indicator of
total size. When the 65% of items for which cost information is available are aggregated,
the indicative costs of taxation expenditures can be put at over 6 billion dollars; or
more than 15% of Budget outlays in 1981 -82.* Yet, unlike direct expenditures there is a
dearth of information on these indirect taxation expenditures. There is a dearth of in-
formation on their scope and annual cost to the Budget. There is a dearth of updated in-
formation on the purposes of taxation expenditures.

2. The thrust and major theme of this Report then is to seek and obtain remedies to
the deficiencies in the information provided to the Parliament on taxation
expenditures.
3. While there are deficiencies, the Committee readily acknowledges that in recent
years there have been progressive developments in the provision of additional infor-
mation. The Parliament has received more information on taxation expenditures in
1980-81 and 1981-82 than in the previous five year period. The additional information
is largely in respect of assistance given to individuals through the taxation system. But
there has also been an upgrading of the importance of the information (it is now in
Appendix II of Budget Statement No. 4), a definition of such expenditures, and more
descriptive material, including detailed descriptions of taxation measures introduced in
each Budget from 1976-77 onwards.

4. We thus recognise the efforts of the Treasury and Treasurers. The Treasury on its
own initiative and that of the Treasurer, has started to expand this area in the Budget
Papers. This Report should give that work a stimulus and some guidance by identifying
in specific terms the requirements for comprehensive information that would satisfy the

5. Comprehensive information will better enable the Parliament to call the Executive
to account for such expenditures by, for example, permitting a more informed debate
on these special concessions which are granted to individuals and organisations. Com-
prehensive information should also permit the evaluation of these special concessions
by the Parliament, the public and the Government itself. What should not be lost sight
of is the gains to the Government from comprehensive information. Many organis-
ations that made submissions to the Committee were unanimous in their call for
increased information —as a means of budgetary control of taxation expenditures.
Moreover, the current budgetary processes are deficient in that as Treasury acknowled-
ged 'there is not the same kind of formalised process for an overall review in this area as
there is on the outlay side'.2 Comprehensive information is a necessary prerequisite for
remedying this deficiency.

6. What the Committee seeks and indeed expects from the Government is the accept-
ance of a commitment: a commitment to produce within a reasonable period of time,
say three years from the tabling of this Report, comprehensive, up-to-date and timely
information on the aims and costs of the major taxation expenditures; a commitment
that could be met more readily by the upgrading of the status of taxation expenditures
in the Budget Papers. Anything less would be less than satisfactory. Anything less

* For an explanation on the problems of totalling taxation expenditures see paragraphs 46 to 48.



would leave the Parliament, and the Government as well, with inadequate information
in this important area of public sector activity.

7. The Committee's pre-inquiry analysis demonstrated that insufficient information
existed on Australian taxation expenditures. In this context, the following terms of ref-
erence for the inquiry were established and indicated to the organisations who made
submissions. The Committee sought information on:

(a) the concept of taxation expenditures in the Australian budget context;
(b) the major categories of taxation expenditures, their scope and estimated cost to

revenue;
(c) appropriate methods of reporting taxation expenditures to the Parliament;

(d) appropriate machinery to be established for review and evaluation of taxation
expenditures by the Parliament in the budget context.

8. The Report objectives are as follows:
• to establish the need for the Parliament to receive comprehensive information on

taxation expenditures, where the term comprehensive refers to the scope, cost and
timeliness of the information; and

® to recommend appropriate measures that need to be taken to enable the provision
of this comprehensive information.

9. The remainder of this Report is structured as follows: In Chapter II the Committee
discusses the concept of taxation expenditures and the operational problems associated
with the concept. Further, we give the reader a brief description of the concept before
examining, again briefly, the uses to which comprehensive information can be put. We
use the Treasury definition of taxation expenditures. We note that there are problems
in putting the concept into operation because in a conceptual sense taxation expendi-
tures are defined as a departure from the 'normal' tax structure. Thus, there is an arbi-
trary element in defining what is a taxation expenditure. Treasury, like the Canadian
Government, believes that the taxation expenditure list should be comprehensive
rather than restrictive. The Committee endorses this point of view.

10. A decade of research has shown that initially there were strong misgivings that
taxation expenditures were inequitable. This view has been balanced to some extent by
the argument that in certain circumstances taxation expenditures may be preferred to
direct outlays, partly because it is claimed that the former may sometimes be less costly
to government.

11. The Committee inquiry has concentrated on examination of the need for compre-
hensive information. Yet, we do not seek information for its own sake. The section on
evaluation considers taxation expenditures as an option to direct spending. Other
aspects of evaluation—the need, size and effectiveness of taxation expenditures in
achieving objectives—are referred to very briefly to give the reader an indication of the
uses to which comprehensive information can be put.

12. With this background the Report proceeds in Chapter III to discuss the infor-
mation made available to the Parliament. We trace the historical development of infor-
mation and draw the conclusion that what has been provided in the Budget Papers in
1980-81 and 1981-82 is much more than what was provided in the previous five years.
Be that as it may, the information collected in the course of this inquiry shows that
there is a dearth of information given to the Parliament in this important area of public
sector expenditure.



13. The gaps in the information have led the Committee in the final chapter to make
recommendations for the provision to the Parliament of comprehensive information.
Such information should cover:

• a listing of all taxation expenditures;
• the identification of objectives; and
• the estimation of the revenue forgone for the major taxation expenditures.

14. The Committee recognises that implementation of its recommendations will take
time. Therefore, it seeks from the Government acceptance of a commitment to produce
within three years from the tabling of our Report, the comprehensive information that
is sought. Recommendations that cover the provision and presentation of comprehen-
sive information are made in Chapter IV.

15. In the course of our inquiry a number of issues have emerged, most of which have
been brought to the attention of the Committee in the submissions it received from vari-
ous government organisations. The Committee has decided to group these issues
together in Appendix 4 entitled Agenda for Further Work to encourage further re-
search work in this important area.

16. It should be noted that the inquiry and hence the evidence on which the Report is
based does not cover any developments in the provision of information contained in the
1982-83 Budget Papers. The report was drafted before these papers were tabled in the
House.



17. Governments provide assistance, encouragement or relief to industry and individ-
uals through various special provisions in the tax system. These indirect expenditures
generally take the form of 'special' exemptions, deductions, rebates, credits, exclusions,
preferential rates or deferrals. The choice as to which form is used, for example deduc-
tions or rebates, sometimes has important economic or social consequences. Because
governments forgo tax revenue, they are making an indirect expenditure through the
tax system. The Treasury has commented in Appendix II to the 1981—82 Budget State-
ment No. 4 that:

'Individuals and businesses derive financial benefits from taxation concessions of
various kinds. In the year(s) when they have effect, the concessions reduce, or

; delay, collections of taxation revenue, and are as much a call on the Budget as are
direct outlays. They are comparable in other ways also with direct outlays and are
often referred to as 'taxation expenditures'.'3

18. The phrase 'tax expenditures' was first used in late 1967 by Stanley S. Surrey
when he was Assistant Secretary for Tax Policy in the Treasury Department of the
United States. The first 'Tax Expenditure Budget' was provided in the Annual Report
of the Secretary of the Treasury in 1968. The U.S. Congressional Budget Act of 1974 re-
quires the listing of taxation expenditures in the Federal Budget. The Office of Manage-
ment and Budget produces a number of Special Analyses of the U.S. Budget. Special
Analysis G for the fiscal year 1982 is a thirty page* document devoted entirely to tax-
ation expenditures and includes a table of taxation expenditure estimates by function.4

19. The Federal Government of West Germany, like that of the United States, is
under an obligation to list taxation expenditures but this does not form part of the fed-
eral budget presentations and is on a biennial basis.5 The International Fiscal Associ-
ation in 1976 produced a report on tax incentives as an instrument for achievement of
government goals.6 This included a general report and a number of national reports for
countries such as the Netherlands, Israel and Australia. In 1979 the Government of
Canada produced a Tax Expenditure Account.7 This document incorporates a concep-
tual analysis and account of tax preferences in the federal income and commodity tax
systems and is nearly one hundred pages in length.
20. The Committee notes that in the United Kingdom the idea that an annual tax-
ation expenditure list be produced initially received a less than enthusiastic reception at
the U.K. Treasury. In 1977 the Treasury argued that a comprehensive list could only be
justified if the list was of significantly greater value as an analytical tool for the ap-
praisal of policy than the provision of particular estimates when specific areas of policy
are being studied. Doubts were cast on the value of a comprehensive list.8 Despite this
point of view, it is clear that over time Treasuries can be persuaded to change their
minds. The U.K. Government's White Papers on Expenditure presented to the U.K.
Parliament in January 1979 and March 1980 both provided detailed lists of 'direct tax
allowances and reliefs'. Furthermore, the estimated costs for the current year were also
documented.9

21. There have also been a number of private forays into this field. The most influen-
tial would appear to be Surrey's work Pathways to Tax Reform which is subtitled 'The
Concept of Tax Expenditures'.10 The other major private research has been centred on
the United Kingdom and Canadian tax structures."
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22. It is appropriate for the Committee to note that the taxation expenditure concept
is not without its critics.'2 Difficulties exist as to which items should rightfully be in-
cluded and estimation problems abound. Taxation expenditures are usually defined in
relation to some benchmark or 'normal' tax structure and most attention is paid to indi-
vidual and corporate income taxes. Tempering a taxation expenditure list away from
theoretical definitions of income is necessary to make such a list a practical tool for
analysis. This tempering will be arbitrary and will vary from country to country accord-
ing to what might be considered the 'normal structure' of that country. The Depart-
ment of Social Security has drawn the Committee's attention to the following comment
by the Canadian Department of Finance:

'Since the benchmark tax structure is an abstraction there will always be room for
legitimate disagreement about its nature and, thus, about whether certain tax pro-
visions are properly characterised as tax expenditures'.13

23. The problem is to differentiate special concessions offered for non-tax purposes
from revenue offsets which must reasonably be accepted in the course of defining the
revenue base. Thus investment allowances qualify as tax expenditures but accounting
depreciation does not. Treasury has also cautioned that the 'description of an item as a
taxation expenditure does not necessarily indicate that the item is considered a depar-
ture from an equitable tax distribution'.14 In line with the view developed in Canada,
Treasury considers that:

'the aim of identifying tax expenditures should be to include in the Budget-making
process and documentation the cost of special tax provisions which can, in most
cases, be considered as alternatives to direct expenditure programs rather than to
attempt to define some ideal taxation system and show deviation from it.'15

24. The Canadian Government decided that their taxation expenditure list should be
more comprehensive than restrictive. Adopting this approach means that users can sel-
ect or reject specific items at their own discretion. This view is endorsed by the Expen-
diture Committee and also forms the basis of the Treasury listing in Attachment A of
their submission to the Committee. Treasury has said that 'we have approached it on
the basis that we have tried to include everything'.16

25. A number of reasons have been advanced as to why taxation expenditures have
become a regular feature of recent budgets." Firstly, they are undoubtedly popular
with individuals and industry. Secondly, they are a convenient way of helping govern-
ments to stay within their expenditure limits because they are recorded as revenue
losses rather than as expenditure increases. Thirdly, lack of visibility of taxation expen-
ditures has also been given as a principal reason for their use.18 Another reason is that of
stability, for taxation expenditures may be less likely to be changed, because of a lack of
scrutiny at Budget time. For all these reasons, taxation expenditures are a politically at-
tractive alternative to direct expenditures.
26. Most of the initial studies of taxation expenditures have emphasised their inequi-
table nature. It is probably true to say that the very raison d'etre for focusing on the
taxation expenditure concept was to expose and seek to remedy the perceived inequi-
ties inherent in the use of taxation system for financing government programs.
27. In '1976, the general reporters of the International Fiscal Association observed
that there had been more studies of the equity than efficiency aspects of tax incentives.19

More recent analyses of certain taxation expenditures in terms of the criterion of
efficiency rather than equity have pointed out that the indirect spending option may be
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preferred in some cases. In particular, in two. papers published by the Brookings Insti-
tution as part of a report on the economics of taxation, G. M. Brannon from George-
town University and M. Feldstein from Harvard University have challenged the com-
mon presumption that direct government spending is to be preferred to taxation
expenditures.20 Feldstein argues that a tax subsidy for private charitable giving is gener-
ally less costly to government for the achievement of a desired purpose than a direct
government expenditure. In other words, his contention is that if the taxation expendi-
ture which results in charities receiving a certain income were withdrawn and replaced
by a direct expenditure, the latter would have to be greater than the revenue gained
from the withdrawal of the taxation expenditure if charities are to receive the
equivalent income.21

28. The Department of Finance in its submission to this Committee has summarised
the disadvantages and advantages of pursuing Government program objectives via tax-
ation expenditures or via direct expenditures. Finance regards the disadvantages of tax-
ation expenditures as follows: they are less visible; their open-ended nature makes con-
trol difficult; their level of benefit depends on the level of income, and assistance cannot
be directed through the tax system to those whose incomes are below the tax threshold;
some taxpayers are induced to change their behaviour and receive unintended benefit
from public revenue; and a proliferation of taxation expenditures could overburden the
assessment process.
29. On the other hand Finance has drawn the attention of the Committee to the fol-
lowing advantages of taxation expenditures: a taxation expenditure concession allows
the individual or firm to determine how much the particular activity should be sup-
ported; where the magnitude of the taxation expenditure concession is partly related to
income it may be more effective in encouraging the more successful; and some taxation
expenditures are less costly to administer than equivalent direct expenditure
measures.22

30. There has been a discernible change in the attitude of researchers in the evaluation
of taxation expenditures in the last decade. Some analysts, particularly in the early
1970s, believed that all taxation expenditures should be either eliminated or replaced
by direct public spending.23 Over time, this view has been somewhat modified to the
point where some commentators have argued that taxation expenditures may be pre-
ferred to direct outlays in certain circumstances. This brief survey of the literature
should caution the reader against drawing general conclusions about the desirability of
taxation expenditures. Each current or proposed taxation expenditure must be
examined on its merits.
31. The terms of reference of the inquiry and the Report objectives are both infor-
mation orientated. The Committee has not undertaken an evaluation of any particular
tax expenditure. It must be emphasised nevertheless that comprehensive information is
not being sought for its own sake. Treasury referred to the resource allocation impli-
cations of taxation expenditures. Further, this information will assist the Government,
the Parliament and the public to examine taxation expenditures to test:

® the need for particular taxation expenditures;
® their appropriate size;
• the effectiveness of a particular taxation expenditure in meeting its objectives;

and
* the appropriateness of taxation expenditures as an alternative to direct outlays.

32. In respect of direct outlays Treasury said that the programs are being directed to
those for whom the programs were intended by the government of the day. For taxation
expenditures the Committee was told 'it is not possible to be sure, to be as confident
that those programs are reaching only the people to whom they are directed', and while



the programs reach those people 'there are usually some grounds for thinking that there
are some additional recipients of that progra'm who are in fact claiming and who are not
being picked up in the administrative processes, because that is the nature of those
processes'.24 These Treasury comments were made in the context of a discussion of the
administrative costs of direct outlays and taxation expenditures and have a significant
bearing on the need for evaluation.
33. It is relevant at this juncture to discuss briefly the suggestion by some commen-
tators in this field that taxation expenditures should be eliminated and replaced by di-
rect outlays. The Treasury point really refers to the unintended beneficiaries of taxation
concessions. Another relevant point is that many concessions are open-ended and make
it possible for some taxpayers to manipulate the tax system to their own sectional
advantage, so that governments are unable to control the responses the concessions are
intended to induce. It is thus difficult to evaluate the responses by reference to the pur-
poses for which the concessions were introduced. A further point is the regressive
nature of most taxation expenditures.
34. These three points can be connected to the loss of effectiveness of the tax system,
that is the difference between actual and potential revenue collections, which is
associated with widespread use of tax expenditures. There is a clear link between tax-
ation expenditures and tax avoidance, which makes it difficult for governments, the
Parliament, and the public generally to recognise the overall impact taxation expendi-
tures have on the tax system. It is considerations such as these that have resulted in the
call for the elimination of tax expenditures.
35. Any evaluation of taxation expenditures must involve an assessment of the
benefits which flow from the taxation expenditure as well as the costs. There will
almost certainly be a number of trade-offs involving the criteria of equity and efficiency
because directing government assistance via the taxation expenditure route could be
more efficient in particular cases than the direct spending alternative but also perhaps
more inequitable. In these cases the ultimate result may well rest on the relative weights
applied to these criteria by the decision-makers. The objectives of a particular spending
decision may influence if not determine whether direct outlays or tax concessions are
the better means of achieving those purposes.



(a) Non Budget reporting

36. Items that have now come to be known as 'taxation expenditures' have been in the
tax system for a long period of time in Australia. The Treasury noted that some tax con-
cessions have been in existence 'for over 30 or 40 years'.25 The use of taxation expendi-
tures as a means of government assistance to taxpayers in Australia is certainly there-
fore not a recent development. This brief historical review is however, confined mainly
to developments in the 1970's and 1980's.
37. There have been a number of reports in Australia which have touched on taxation
expenditures to a greater or lesser extent. The Department of Social Security drew the
attention of the Committee to the report of the task force, Review of the Continuing
Expenditure Policies of the Previous Government (June 1973)26 and Treasury said this
report (the Coombs Report) was in large part one on taxation expenditures.27 The
Coombs Report contained detailed information on tax concessions. Over 40 tax con-
cessions were identified.28 For each of the concessions there was information on the
nature of the expenditure, cost, date of introduction, nature of the commitment, pur-
pose of the concession and comment as well. All the concessions were costed and for 16
items estimates were given for four years up to 1975-76. For the year 1972-73 the total
cost of the concessions, as calculated by the Committee, was over one billion dollars.

38. Brief mention must also be made of other reports in Australia which have been
published in the period 1975 to 1981. One of these reports was specifically devoted to
taxation expenditures. This paper was prepared by R. L. Bowra from the University of
Sydney and was one of a number of national reports presented to the 1976 Congress of
the International Fiscal Association in Jerusalem.29 The details of his paper were drawn
mainly from the Coombs Report and Budget Speeches which followed that Report.
39. The Taxation Review Committee Report (the Asprey Report) in 1975 did not
consider taxation expenditures in detail but questioned whether tax concessions which
are concealed subsidies should not be given overtly.30 Two other Australian reports
known as the Mathews Report of 197531 and the Campbell Report of 198132 were con-
cerned, in part, with the 'benchmark' tax structure and 'concessions' which deviate
from it.
40. Reference should also be made to the annual reports of the Commissioner of Tax-
ation which are submitted to the Parliament in accordance with legislative require-
ments. The annual report is presented to Parliament around September/October and in
the main relates to the previous financial year. The reports contain statistics that indi-
cate the scope of the operations of the Australian Taxation Office. More detailed stat-
istics are provided in separate volumes entitled 'Taxation Statistics', which are
produced as supplements to the annual reports. These supplements are presented to
Parliament approximately twelve months after the associated principal report. In gen-
eral, the Commissioner's reports do not provide information on taxation expenditures
in terms of estimates of revenue forgone.

(b) Exposure in Budget Speeches and Statements
41. An account of the information on taxation concessions provided in the Budget
Speeches and Statements (1967-68 to 1981-82) is at Appendix 2. The Appendix traces
the development of the information provided to Parliament on assistance to industry
through the taxation system (1968-69 to 1981-82) noting severalfeatures of this devel-
opment such as the movement away from totalling estimates of revenue foregone. The
Appendix also shows that information provided on assistance to individuals has had a



more chequered history and describes the upgrading of the status of the information
provided by its inclusion as a separate appendix in Statement No. 4. The Appendix
should give the reader an appreciation of developments in the information presented to
the Parliament on taxation concessions, now called taxation expenditures.

42. The Committee is of the opinion that the Parliament has received more infor-
mation on taxation expenditures in 1980-81 and 1981-82 than in the previous five year
period. The additional information is largely in respect of assistance given to individuals
through the taxation system. But there has also been an upgrading of the importance of
the information provided and more descriptive material, including detailed descriptions
from 1976-77 of the taxation measures introduced in each Budget. Rather than concen-
trate on past comparisons, it is more fruitful to compare the information collected in
the course of the Committee inquiry with that provided in the 1980-81 and 1981-82
Budget Statements. It is to this matter that we now turn.

43. In seeking submissions the Committee specifically requested information that
would contribute to:

(a) a detailed listing and grouping by functional category of taxation expenditures;
(b) the particular government objectives which each taxation expenditure is

intended to serve; and
(c) the estimated cost of each taxation expenditure for the years 1979-80, 1980-81

and 1981-82.
44. The submission from the Treasury (in particular Attachment A) largely fulfilled
requirement (a) above. Attachment A of the Treasury submission itemises 113 taxation
expenditures, and was prepared in conjunction with the Australian Taxation Office.
This Attachment forms the basis of Appendix 3 to our Report which deals mainly with
the sales and income tax concessions and provides a detailed listing of taxation expendi-
ture items by functional category. The Committee has also added to the Treasury list
the provisions within the customs and excise tariffs which provide for preferential treat-
ment and as such may be considered taxation expenditures. This information has been
extracted from the submission of the former Department of Business and Consumer
Affairs.

45. The Committee's request for the estimated costs of taxation expenditures for the
years 1979-80 to 1981-82 (inclusive) has not, in general, been fulfilled. To complete our
information requirements, for the 119 tax expenditure items listed, 357 individual cost
estimates are required. Yet for this three year period our sum total is only 85 cost esti-
mates, or 24 per cent.33 For some items we have no estimate of costs at all, while for
most others the estimate is provided for only one year. The year for which these individ-
ual estimates are provided varies over the time period. In general, except for the sub-
mission by the Department of Social Security no estimates have been supplied to the
Committee for the 1981 -82 year. In other words, at any point in time, estimates for that
particular year are generally not provided.

46. Treasury sees great difficulties in attempts to aggregate all taxation expendi-
tures.34 The submission stated that estimates of individual taxation expenditures are
made by comparing estimates under the present law with that expected if the relevant
provision alone were deleted and al! oiher features of the taxation system remained
the same (emphasis added). In most cases the estimate is made by reference to the tax-
payer's marginal rate. Treasury concludes: 'As a consequence it is not possible to aggre-
gate and produce a total for taxation expenditure from individual items'.35 The



Treasury point is illustrated with an example which shows that the total increase to
revenue from abolishing the concessional rebate to individuals is less than the cost to
revenue of the major items that are included in the rebate.

47. Treasury also referred to the 'response effect' of taxation expenditures and said
that it could be expected that elimination of any tax expenditure provision would cause
taxpayers to rearrange their affairs in order to minimise the impact of the change, just
as the introduction of a concession could spur them to make use of it.36 The Department
of Trade and Resources (Trade and Resources) gave the investment allowance as an
example of smaller increases to revenue than that implied in estimates if the concession
was removed. Many investments have probably been brought forward by taxpayers to
qualify for the allowance.37

48. Nevertheless the Committee believes that it is important for the Parliament to re-
ceive an indication of the functional distribution of taxation expenditures and their
relative magnitudes. Table 1 does this. To produce Table 1 we have made a number of
assumptions. In addition to the usual caveats detailed in Appendix 3 which apply to
such a list, in preparing the table the Committee has taken the latest estimate available
from Appendix 3 and assumed the revenue forgone in 1981-82 to be the same. Given
that the figure covered 65% of the items, did not include the accelerated depreciation
items and no upward adjustments for the effects of inflation were made on historical es-
timates, we believe the figure is a reasonable indicative estimate of total revenue for-
gone from all taxation expenditures.
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Indicative
1981-82
estimate

Function (nearest SWmj

1. Defence . 10

2. Education 50

3. Health 640

4. Social Security and Welfare 1 320

5. Housing 40

6. Urban and Regional Development (not elsewhere classified) and
Environment 70

7. Culture and Recreation . *

8. Economic Services

A. Transport and Communication *

B. Water Supply, Electricity and Gas 10

C. Industry Assistance and Development1 1750

9. Genera! public Services

A. Foreign Affairs, Overseas Aid and External Territories 600

B. General and Scientific Research *

10. Not Allocated to Function
A. Superannuation Related Items2 1 720
B. Other 90

* denotes under $10 million.

Notes:
1. The Committee recognises that there has been a movement away from totalling esti-

mates of revenue forgone in respect of assistance provided to industry through the
taxation system. The 1981-82 Budget Statements do not give totals. Nevertheless
the total is given for reasons of presentation.

2. The magnitudes of the individual tax expenditure items related to superannuation
and the problems associated with an attempt to aggregate these estimates have been
considered by the Committee. (Evidence pp. 280-284) A figure of $2 520 million
can be derived from estimates provided by the Department of Social Security. The
Treasury has expressed reservations about these figures. If the Treasury arguments
are accepted then the total cost of these superannuation related concessions would
be reduced by about $800 million to SI 720 million. Since most of the other figures
in the Table are based on the Treasury evidence, the Committee has used the figure
of$l 720 million.

Source: Derived from Appendix 3.
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49. In Australia taxation expenditures represent a significant call on the Budget. In
previous chapters the Committee has discussed the concept, the need for evaluation
and, more importantly, has examined the nature and extent of the taxation expenditure
information provided to the Parliament. The conclusion drawn is that there is still a
lack of adequate information on this important area of public sector activity, In saying
this the Committee acknowledges that in recent years the development has been in the
direction of providing more information. The Treasury on its own initiative and that of
the Treasurer has started to expand this area of the Budget Papers.38 Our inquiry should
assist the Treasury and Treasurer to travel further down the road. We identify in
specific terms the work that has to be done and the problems that need to be overcome,
that is:

• the identification and listing of all taxation expenditures;
• the specification of the policy objectives associated with each of these items; and
• estimates of the costs in terms of revenue forgone for the.major taxation

expenditures.
50. Essential to our proposals in this regard is the necessity for a commitment from
the Government to provide comprehensive information on taxation expenditures
within a reasonable period of time. Therefore the Committee recommends that:

The Government gives the Parliament an undertaking to provide comprehensive

(a) Items and objectives

51. There are three requirements that have to be met in order for the Parliament to
receive comprehensive information on taxation expenditures. The first requirement
entails listing all such items. It should be quite possible to produce immediately a list of
taxation expenditures, using the format used in the Treasury submission. The Treasury
view is that publication of lists of taxation expenditures enables greater understanding
of what is being done through the tax side of the Budget and permits more informed de-
bate including perhaps debate within government itself on the ways in which govern-
ments use fiscal resources.39 The second requirement relates to the description of objec-
tives. Although the Treasury submission contains descriptions there is the qualification
that the nature or emphasis of that objective could have changed with time.40 There
could be, then, additional work required on the description of objectives. Treasury has
said that it may be difficult to be precise.41 The Committee appreciates this and points
out that there appears to be a similar problem in respect of program statements.42 But
the defining of objectives is important in any review process as the Bureau of Agricul-
tural Economics recognised. That organisation said that reviewing the objectives and
the appropriateness of particular expenditures is important in minimising distortions
and resource misallocation in the economy.43 In view of the foregoing the Committee
recommends that:

52. The Treasury submission was only concerned with the taxes for which the
Treasurer has principal responsibility, namely, income tax, sales tax and the Australian
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Capital Territory pay-roll tax and stamp duties. With regard to customs duties,
Treasury has commented in evidence thai customs duties as such are not generally lev-
ied for revenue raising purposes but for industry protective purposes with the exception
of the 2 per cent revenue duty. Whether the various concessions inherent in the customs
duty structure in fact constitute taxation expenditures is open to debate.ln line with the
view that a tax expenditure list should be comprehensive rather than restrictive, the
Committee has incorporated customs and excise duties in the scope of such a list and
recommends that:

The Treasurer consult with other Ministers to ensure that the listing covers tax-

(b) Estimates of revenue foregone

53. The third requirement for comprehensive information is estimates of revenue for-
gone for the budget year and the two previous years. This is probably the most import-
ant requirement and yet it is here that there is the greatest deficiency. The Committee
does not expect all taxation expenditures to be costed. In the United States cost infor-
mation is given for items whose annual costs are expected to exceed five million
dollars.411 The Government should provide cost information for what are considered to
be the major taxation expenditures, for example those with an estimated cost of more
than one million dollars a year.
54. At the public hearing, the Committee identified three major reasons why the cost
information could not be supplied as requested. These constraints are:

o a delay in information supplied by the Australian Bureau of Statistics; .
® limitations on the type of tax forms used; and
® resource constraints within the Australian Taxation Office.

55. Statistics on income and sales taxes are at present jointly collected by the Aus-
tralian Bureau of Statistics (ABS) and the Australian Taxation Office. There is a tech-
nical committee on taxation statistics comprising officers from both these organisations,
which considers which statistics will be collected in any one year.45 There are several
uses to which these statistics are put. For instance, these statistics provide information
for the national accounts and as such are used by the National Income Branch of the
ABS. These statistics are also used for field audit and law enforcement purposes within
the Taxation Office.
56. The costings provided to this Committee in many cases date back to 1978-79. At
present the ABS is responsible for tabulating statistics in respect of companies. The
Taxation Office stated in evidence:

'We still have not received tabulations from ABS for the 1979-80 income year
. . . normally we would be looking at a 24 month delay after the close of the
income year before the statistics become available. That has a significant bearing
on the costings that we can do for these tax expenditure papers'.46

57. The Committee has not sought the reasons for the delays in the provision of cost
information. It is considered that ABS and the Taxation Office should make every
effort to reduce these delays to a minimum. Elimination of delays should permit the
provision of more timely information on the historical costs of major taxation
expenditures.
58. The second reason why some estimates of revenue forgone could not be provided
relates to the tax forms themselves. A significant proportion of items not costed in-
volved items exempt from sales tax. On the return form all that is recorded is the total
amount of exempt sales. There are also taxpayers who may not be required to lodge
sales tax returns, at least on a consistent basis. The figures for non-taxable or exempt
sales are therefore incomplete.
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59. The Taxation Office manually extracts a certain part of the information given on
business returns. In many cases the information is attached to the completed return and
it is thus a lengthy process to extract the relevant statistics.'17 There are thus delays in
passing on this information to ABS. The concessions on depreciation were given as an
example of where the information was available but would be very costly to extract.48

60. The Taxation Office did not place a high priority on the need to change the tax
forms in order to provide more timely information on estimates of revenue forgone.49

There is a choice—a trade-off—between using the tax forms for gathering revenue and
using them for statistical and information purposes.50 On the other hand the Taxation
Office said that in one case it was able to react fairly quickly to a measure being
introduced and by incorporating a specific item in the tax form was able to obtain a fac-
tual cost.Si

61. The Committee is not in a position to be definitive on the need to change the tax
forms. It would appear however that this matter should be kept under review and the
Taxation Office should give careful consideration to the need to change the tax form
when new taxation expenditures are introduced. This should assist in the provision of
estimates of revenue forgone for major taxation expenditures.
62. The third reason why more estimates of revenue forgone have not been provided
is resource constraints—staff and computer facilities. It is noted that these constraints
could be linked with the others referred to in paragraph 54. Budget Statement No. 4 has
a tabulation on new taxation decisions and estimates of changes in receipts are given for
the current Budget year and a full year. These estimates are subject to considerable re-
search and are said to be the best and most professional estimates that can be made at
the time. Estimates prepared on an ad hoc basis year by year which appear in the
appendix on taxation expenditures in Statement No. 4 do not have, by comparison, the
same accuracy and precision partly because of the same amount of resources have not
been devoted to producing them.52

63. The Committee questioned Treasury and the Taxation Office on why it was not
possible to cost new taxation measures in years subsequent to when the measures were
introduced. Treasury said there was a database problem which we have discussed in
earlier paragraphs. Emphasis was also placed on resource constraints and the view ad-
vanced was that when resources are provided the requirements for more estimates of
revenue forgone can be met."
64. The need for updated information on taxation expenditures was pursued by the
Committee by reference to the revised costings of the concessions given to the film in-
dustry. It can be argued, or asserted, that public discussion brought this matter to
light.54 The Treasury reply spoke of the 'response effect' of taxation expenditures:

'it is true of most changes in the tax law, unless they are insignificant, that the
change will produce a response—that is, a change in the behaviour of taxpayers

. . . under the new circumstances.'"
65. The Committee appreciates that resource constraints could be an important fac-
tor that impedes the provision of more information on estimates of revenue forgone.
The evidence on response effects is itself a strong argument for the provision of this in-
formation. So are the arguments of budget control and public scrutiny advanced later in
this Report. One must also add that the inquiry has shown that the size of taxation
expenditures is significantly greater than that indicated in the Budget Papers. In view of
the forgoing the Committee recommends that:

In addition to the listing of all taxation expenditures with their objectives, the its-

major taxation expenditures for the budget year that is current and the two pre-
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66. At present the information contained in Appendix II to Budget Statement No. 4 is
classified according to whether the concessions afford assistance to individuals or indus-
try. There would seem to be no difficulty therefore, in maintaining such a classification
for a detailed listing of taxation expenditures.
67. Several organisations supported the functional classification of taxation expendi-
tures. The Department of Social Security said that it was clearly recognised in
1973-74—the year in which the current functional classification of outlays was first
introduced—that a similar case existed for the functional presentation of taxation
expenditures.56 The Department of Trade and Resources said a functional classification
of taxation expenditures would present the information in a systematic and meaningful
way and would facilitate policy evaluation and budgetary control.57 The Social Welfare
Policy Secretariat also supported the functional classification of taxation expenditures
and said this would promote greater understanding and be a stimulus for scrutiny.58 The
Committee accepts the thrust of these views. We also note that a functional classifica-
tion of such expenditures would enable more accurate measurement of government ac-
tivity in particular areas of public sector spending. Therefore the Committee rec-
ommends that:

Individual taxation expenditure items be classified in functional groupings
similar to the classification of direct outlays.

68. To further highlight the fact that taxation expenditures are alternatives to direct
spending, the Committee would like to see a brief mention made of them in Budget
Statement No. 3, which is devoted to estimates of outlays for the current year. Under
each major functional heading attention should be drawn to the assistance through the
tax system provided to each of these areas. A cross-reference to the relevant pages of
the Budget Statement concerning taxation expenditures would also be most useful. The
Committee further requests that the functional classification of taxation expenditures
be cross-classified according to Ministerial and departmental responsibilities for the di-
rect spending equivalents. One reason for this is that Parliament scrutinises expenditure
through the Estimates Committees which have traditionally examined government
expenditure on a departmental basis. The Committee therefore recommends that:

The functional classification of taxation expenditures be cross-classified accord-
ing to the departments responsible for the direct spending equivalents.

69. At present information on taxation expenditures appears in two sections of the
Budget Statements—the 'Taxation Measures' section of Statement No. 4 plus Appen-
dix II. The Committee has recommended that the Government make a commitment to
give Parliament more comprehensive information on taxation expenditures. This com-
mitment would be assisted by upgrading the status of taxation expenditures in the
Budget Papers. The Committee therefore recommends that:

Taxation expenditure information be presented as a separate Budget Statement
in the Budget Papers.

70. In an earlier chapter there was discussion on the uses to which comprehensive in-
formation on taxation expenditures could be put. This discussion did not cover the for-
mal procedures of the Parliament for examining such expenditures. Since their estab-
lishment in 1979 the number of Estimates Committees of the House of Representatives
has grown to six. Although the Sessional Orders used to establish Estimates Committees
state that their purpose is to examine proposed departmental expenditures contained in
the main Appropriation Bill, the debates have been wide ranging, issue orientated and
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have covered activities in the special appropriations as well. Given this goodwill
displayed by all the participants in the Estimates Committees process the Expenditure
Committee does not see a special need for change in the Sessional Orders to enable Esti-
mates Committees to examine taxation expenditures. Such examination is clearly poss-
ible within the framework of the current work of the Estimates Committees.
71, On 4 December 1981 notice was given in the Senate that all Bills and amendments
to Bills brought into the Senate should be supported by financial impact statements.
The Government response, made in the Senate on 18 May 1982, said that in future a
Minister's second reading speech on a Bill will include, where practicable and appropri-
ate, estimates that can readily and reliably be calculated in respect of any significant
costs, revenue and savings to the Government arising directly from that legislation. The
estimate will usually be the amounts expected for the remainder of the current financial
year and when the legislation is fully operative.59 The Committee is of the opinion that
for new taxation measures which provide concessions to individuals or organisations
the financial impact statement should in addition explain why the Government prefers
to use the taxation system rather than direct outlays to give assistance. This information
would be very useful given particularly the statement in Budget Statement No. 4 that it
would be possible to replace most of the tax provisions mentioned with a direct expen-
diture program having an almost identical impact on both Budget and taxpayer."1 The
Committee recommends that:

second reading speech to a Bill relates to taxation expenditures, the Government
incorporates an explanation as to why the taxation system Is preferred to direct

72. There is a compelling case for the Parliament to be provided with comprehensive
information on taxation expenditures. The Committee also emphasises that govern-
ments too would benefit. Organisations that made submissions referred to the value of
information for evaluation. Treasury said that measurement of taxation expenditures
provides additional information on the quantity of community resources being chan-
nelled through governments; and that consequently in order to obtain a comprehensive
picture of what a Budget does, as well as examining direct outlays it is also necessary to
evaluate both new and continuing taxation expenditures.61 The Bureau of Agricultural
Economics said something similar: that review is necessary to ensure efficient resource
allocation.62 But review requires information and is difficult to accomplish if, as Social
Security says, the existence of the major concessions is not even identified, let alone
costed, in the Budget Papers.63 And review when looked at in a broader way then be-
comes a part of budgetary control, a factor recognised by Trade and Resources and the
Social Welfare Policy Secretariat.64

73. Treasury said that in respect of budgetary processes, there is not the same for-
malised process on the taxation expenditure side as there is on the outlay side.65 This of
course links with the Social Security comment, that there should be equal scrutiny of
governments' income redistribution policies irrespective of how they are effected —
through the personal income tax system, the social security system, or both.66

74. Attractive as comprehensive information on taxation expenditures would be for
internal scrutiny within government, the Committee is more interested in public scru-
tiny. The Bureau of Agricultural Economics has said that in general taxation expendi-
tures have been introduced and maintained without the degree of public scrutiny sub-
jected to other forms of assistance.67 Comprehensive information should permit such
scrutiny and will better enable the Parliament to call the Executive to account for such
expenditures by, for example, permitting a more informed debate. Thus accountability
is the essence of this Report. The implications of not having comprehensive information
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have been shown by Surrey and McDaniel. And it is with their words that we draw this
Report to a close:

' [A] moments thought should indicate how serious are the consequences of assert-
ing that taxation expenditures cannot be identified or, if identified, that their costs
cannot be ascertained. At bottom, this would be an assertion that the fiscal experts
of a country do not know what is contained in their income tax or how much par-
ticular programs cost the government . . . [T]he assertion would be an ad-
mission that the country has lost control of both its tax policy and its budget
policy.'68

19 August 1982 Chairman
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(a) Inquiry Schedule

1. The Taxation Expenditures inquiry was initiated by the new references sub-
committee of the Expenditure Committee in September 1981. On 9 December 1981,
the Committee formally resolved to inquire into taxation expenditures and wrote to a
number of government organisations on 11 December 1981 requesting submissions. In
accordance with normal practice, copies of these letters were sent to the relevant Minis-
ters. The inquiry was conducted by a sub-committee which was formed on 4 February
1982.
2. The sub-committee obtained a number of excellent submissions from the govern-
ment organisations, as a result of which the sub-committee questioned representatives
of the Australian Taxation Office and the Treasury at a public hearing on 26 May 1982.
A number of private organisations and associations were present at this public hearing
and a number provided written submissions to the sub-committee. All organisations
were provided with a copy of the transcript of evidence and were given an opportunity
to respond to this evidence.
3. The final stage of the inquiry involved consideration of the evidence as well as
preparation and presentation of this Report to the House.

AUSTRALIAN TAXATION OFFICE

Mr Raymond Leslie Conwell,
Senior Assistant, Commissioner of Taxation,
Canberra,
Australian Capital Territory
Mr Charles John Warren,
Director,
Taxation Analysis and Publicity Section,
Canberra,
Australian Capital Territory

DEPARTMENT OF THE TREASURY

Mr John Hanks,
Acting Chief Officer,
Canberra,
Australian Capital Territory
Mr Samuel McBurney,
Assistant Secretary,
Taxation Policy Branch,
Canberra,
Australian Capital Territory
Mr John Owen Stone,
Secretary to the Treasury,
Canberra,
Australian Capital Territory.
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1. Treasury has noted that some taxation concessions have been in existence for 30 or
40 years. While we do not wish to travel that far back into history, an account of the in-
formation provided in the Budget Speeches and Statements from 1967-68 to 1981-82
should give an appreciation of developments in the information provided to the Parlia-
ment on taxation concessions, now called taxation expenditures.
2. The 1967-68 Budget Speech referred to specific changes in certain taxation con-
cessions and the introduction of new ones. The concessions were not costed individu-
ally. However, the estimated net cost to revenue of the concessions was given for
1967-68 and for a full year.
3. Two initiatives were taken in the 1968-69 Budget Statements and these have con-
tinued to the present day. First, for each revenue measure announced in the Budget
Speech, or prior to that speech, estimates of the effect on revenue have been provided.
For each item the estimated change in revenue (increase or decrease) was given for the
then budget year and for a full year. This information has been and is still provided in
the Budget Statement on Estimates of Receipts which has had since 1976-77 a special
section, now called Taxation Measures.
4. The second initiative was that the 1968-69 Budget Statements contained infor-
mation on Assistance Given to Industry Through the Taxation System. This infor-
mation was presented as a special Budget Statement in 1968-69 (Statement No. 7) and
then became part of a wider statement called Commonwealth Assistance to Industry
(Statement No. 9) in the years 1969-70 to 1972-73. Several important changes in pres-
entation were made in the 1973-74 Budget Speech and Statements. One result was that
the information on assistance to industry through the taxation system was given in
Statement No. 4—Estimates of Outlays in the section on Economic Services which had
a sub-section on Industry Assistance. It was in this sub-section that information on tax-
ation concessions was located, and continued to be located from and including 1973-74
to 1979-80. The location was transferred to a special appendix, Taxation Expenditures,
in the 1980-81 Budget Papers. This location appears to be the permanent home for in-
formation on such expenditures.
5. Perhaps as the reason for the provision of information, the 1968-69 Budget State-
ment said that 'assistance provided by way of tax concessions results in a reduction of
Commonwealth revenues, and is as much a call on the Budget as direct payments which
add to Commonwealth expenditures'. The tax concessions covered exemptions from
sales tax and deductions from taxable income. Most of the relevant concessions in the
income tax field were grouped in three broad categories, the descriptive content of
which has barely changed over the years. These categories are:

A—those allowing the deductions of amounts that are not authorised under the
general provisions of the law;

B—those allowing certain taxpayers to alter the timing of tax allowances; and
C — those exempting certain classes of income.

6. There are several features of the information provided on assistance to industry
through the taxation system in the period 1968-69 to 1981-82 that are worth noting.
First, the assistance is recognised as being as much a call on the Budget as equivalent di-
rect outlays and have been referred to as 'taxation concessions', 'disguised expenditures'
and, from 1980-81, as 'taxation expenditures'. Second, over the period more descriptive
information has been provided. This may well reflect the increasing use of taxation
expenditures. In 1974-75 and for several years thereafter there were references to the
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withdrawal or modification of taxation concessions, and a listing and description of the
main concessions. For example in 1981-82 the descriptions covered Category A items
—the present investment allowance, the trading stock valuation adjustment, special de-
duction for certain classes of capital expenditure not subject to depreciation, the In-
come Equalisation Deposits scheme and the provisions for the averaging of the income
of primary producers. The 1981-82 information also contained descriptions of Category
B and C items. Further, from and including 1973-74, the Budget Statements have men-
tioned that a miscellany of provisions have not been included in the table on estimates
of revenue foregone because of lack of data on revenue foregone or questions about the
extent to which these provisions may be regarded properly as wholly 'Industry Assist-
ance'. In the 1981 -82 Budget Statements these provisions included deduction of the cost
of converting stationary oil —or LPG-fired plant to alternative energy sources, immedi-
ate deductability of capital expenditure on water conservation and soil conservation by
primary producers, measures related to the eradication of brucellosis and tuberculosis
in cattle, the petroleum shareholder rebate and certain sales tax exemptions. In ad-
dition, from 1976-77 there have been detailed descriptions in the Statement on Esti-
mates of Receipts of the taxation measures introduced in each Budget.

7. The third feature worth noting is the movement away from totalling estimates of
revenue forgone. Estimates were provided for the main taxation concessions for the
year that immediately preceded the financial year in which the Budget was
presented—e.g. estimated revenue forgone in 1975-76 was in the 1976-77 Budget State-
ments. These estimates were provided for items in each of the categories A, B and C. In
the period 1969-70 to 1977-78 the relevant tables had sub-totals and totals of revenue
forgone. The practice of giving the total of categories. A and B, and where relevant C,
was discontinued from 1978-79 to 1980-81 but in these years the total was given in the
text. In the 1981-82 Budget Statements there were no sub-totals for Categories A, B, C,
thus no total of the three categories and no total was given in the text. And there has
been no explanation as to why the practice of adding up estimates of revenue forgone
has been discontinued.

8. The final point worth noting relates to the provision of estimates of revenue
forgone for items not included in the tables. In the years 1970-71 to 1972-73 such esti-
mates were provided for drought bonds, special estate duty reliefs for primary pro-
ducers and the cost of averaging provisions applied to the incomes of primary pro-
ducers. Such information was not provided from 1973-74 though, as mentioned earlier,
the Budget Statements contained more descriptive material. From 1973-74 to 1980-81
there was a discussion of the implications to revenue of the averaging provisions. In the
1981-82 Budget Statements it was said that in those years when the application of the
averaging provisions would result in a primary producer paying less tax than would be
the case under the normal income tax rate scale the income tax iaw allows a special
averaging rebate to be subtracted from ordinary tax equal to the difference in tax pay-
able under the two systems. The cost to revenue of this rebate in 1980-81 was $215m.

9. While information on assistance given to industry through the taxation system has
been provided in the Budget documents for the 14 year period 1968-69 to 1981-82, in-
formation on assistance given to individuals has had a chequered history. Information
on taxation measures introduced in each Budget has covered both individuals and
enterprises. But other information has been provided in the Budget documents for some
years but not for others.

10. No information was provided on taxation concessions to individuals until
1972-73. In that year Statement No. 10--Commonwealth Assistance for Social Welfare
and Repatriation contained a section called Commonwealth Assistance Through the
Taxation System. Estimated revenue forgone for the income year 1970-71 covered
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maintenance of dependants, medical, hospital, etc. expenses, contributions to health
funds, superannuation etc. contributions by individual taxpayers and the age allow-
ance. Similar information was provided in the 1973-74 and 1974-75 Budget Statements
although the location of the information had changed because of changes in presen-
tation of information. In addition the cost of income tax concessions for education, in
terms of revenue forgone was also shown in these two budget years. The information
given was for the income years 1971-72 and 1972-73. Thus information on taxation con-
cessions provided to individuals covered the income years 1970-71 to 1972-73.

11. In the 5 year period 1975-76 to 1979-80 the Budget Statements did not contain in-
formation on assistance given to individuals through the taxation system. We have not
sought explanations for this. Perhaps an explanation is to be found in the reduced infor-
mation available to the Taxation Office. The 1975-76 Budget Speech said every indi-
vidual taxpayer would receive a minimum concessional rebate on items which attracted
deductions. Many of the then existing concessional deductions were to be converted to
rebates. Taxpayers whose rebatable expenditures were below a certain level did not
have to itemise their expenses in their tax returns in order to receive the minimum con-
cession. While the personal income tax system has changed considerably since 1975-76
the minimum concessional rebate has been continued. Presumably the reduced infor-
mation provided on the tax returns impeded the costing of assistance given to individ-
uals through the taxation system. This factor does not explain the absence of infor-
mation for the income years 1973-74and 1974-75.

12. Information on assistance given to individuals through the taxation system
appeared again in the Budget Statements of 1980-81 and 1981-82. In 1980-81 conces-
sional income tax rebates or deductions that provide assistance to particular groups or
individuals were listed, described and costed as estimates of revenue foregone for the in-
come years 1975-76 to 1978-79. Additional information was provided in 1981-82. The
maximum rebates were shown for the period 1975-76 to 1981-82 and there were also
references to relevant changes introduced in 1980-81 and 1981-82 referred to in the
Taxation Measures section of Statement No. 4 in the 1980-81 and 1981-82 Budget
Statements, e.g. superannuation deductions (1980-81), deductions for home insulation
expenditure (1981-82) and rebates for health insurances (1981-82).

13. In the 1980-81 Budget Statements the status of the information provided on tax-
ation concessions was upgraded. The term 'taxation expenditures' was used for the first
time and the information on such expenditures was placed in an appendix Appendix
II to Statement No. 4 —Estimates of Receipts, 1980-81. The appendix was entitled
Taxation Expenditure. The practice, of treating taxation expenditures separately was
continued in 1983-82. It should also be mentioned that the appendixes contained a
definition of tax expenditures and a recognition that such concessions could be regarded
as an alternative to direct outlays. In 1981-82 it was said that it would be possible to re-
place most of the tax provisions mentioned (in the Appendix) with a direct expenditure
program having an almost identical impact on both Budget and taxpayer.

14. The preceding paragraphs have described developments in the information pro-
vided in the Budget Speeches and Statements on assistance given to industry and indi-
viduals through the taxation system in the period 1967-68 to 1981 -82. It can be said gen-
erally that more information, both in terms of description and costs, has been provided
in 1980-81 and 1981-82 compared with the 5 year period to 1979-80. The additional
material is largely in respect of assistance given to individuals through the taxation
system. But there has also been an upgrading of the information given and more
descriptive material, including detailed descriptions from 1976-77 of taxation measures
introduced in each Budget.
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IS. Tables 1 and 2 (attached) provided estimates of revenue forgone for the income
years 1970-71 to 1972-73 (Table 1) and 1977-78 to 1979-80 (Table 2), .

Table 1: Assistance to Individuals and Industry through the Taxation System
(Estimates of Revenue Foregone for Income Vears 1970-71 to 1972-73)

Description

Assistance to Individuals
Education

Health
Medical, Hospital, etc.
Health fund contributions

Total

Social Security and Welfare
1 Maintenance of Dependants, Housekeepers
Superannuation contributions, life assurance

premiums, etc., by individual taxpayers
Age Allowance

Total

Industry Assistance
Category A—
Investment Allowance-—Manufacturing

. —Primary production
Export Market Development Rebate
Capital expenditure of certain mining enterprises,

etc.2

Other Category A3

Total Category A

1970-71

Sm

N.A.

130
66

1991

330
250

12

5921

45.0
6.0

17.0

54.0
49,0

171.0

1971-72

$m

103

135
85

220

340
300

13

653

45.0
7.0

19.0

68.0
59.0

198.0

1972-73

$m

130

145
100

245

430
365

9

804

45.0
8.0

25.0

70.0
56.0

204.0

Category B—
Special depreciation allowable to 'primary 90.0 67.0 63.0

producers', Special deductions for plant used in
mining or exploration or transport of minerals,
special depreciation for plant used for scientific
research4-5

Total Category B 90.0 67.0

Total of Categories A, B and C 278.5

N.A.—not available.
22

Category C—
Exemption of certain mining profits 17.5 17.0 22.0



Notes:
1. The separation of figures on Health and Social Security and Welfare and the

separate totals have been undertaken for presentation purposes. Statement No.
10—Commonwealth Assistance for Social Welfare and Repatriation, 1972-73
Budget Speech and Statements did not have this separation. The individual items
were costed and totalled at $788m.

2. The description has been summarised.

3. These items appear separately in the Budget Statements of 1971 -72 to 1973-74.

4. The description has been summarised.

5. Cost information for the income year 1970-71 is as presented. For the other two
years the figure is the result of adding two separate figures in Category B.

Sources: Budget Speeches and Statements, 1971 -72 to 1974-75.
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(Estimates of Revenue Foregone for Income Years 1977-78 to 1979-80)

Description 1977-78 1978-79 1979-1

Assistance to individuals
Dependant etc. Rebates1

Zone Rebates
Other Concessional Rebates
Deductions2

Industry assistance
Category A— •
Investment Allowance
Trading Stock Valuation Adjustment3

Capital expenditures on certain mining
enterprises, etc.4

Other Category A5

Total Category A

Category B—
Double depreciation of certain plant6

Category C—
Exemption of income from gold mining

TotaIofCategoriesA,BandC7 820 770

N.A.—Not available.

Notes:
1. Total for 3 rebates shown separately in 1981 -82 Budget Statements.
2. Total for 3 deductions shown separately in 1981-82 Budget Statements.
3. Adjustment terminated with effect from the 1979-80 income year.
4. The description has been summarised.
5. These items appear separately in the Budget Statements.
6. The description has been summarised.
7. The totals were provided in the text and not in the tables.
* Totals not provided in tables or text.

Sources: 1979-80 to 1981-82 Budget Statements.

$m •

653
32
53 '
52

790

325
316

62
7

710

110

N.A.

Sm

676
33
67
32

808

368
236

76
6

686

80

N.A.

Sm

651
35
77
29

792

499
334

64
24

*

20

40
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This appendix is derived from three sources. The primary source is Attachment A of
the Treasury submission to the Committee. (Evidence, pp. 43-68) These items relate
mainly to items in the sales and income tax systems. In addition, items which relate to
the customs and excise tariffs have been incorporated from information provided by the
former Business and Consumer Affairs Department. (Evidence, pp. 74-110) Finally,
the 1981 -82 estimates for certain items in the Social Security and Welfare classification
have been provided by the Department of Social Security. (Evidence, pp. 189-192).

It should be realised that, as with the construction of taxation expenditure lists over-
seas, certain assumptions are made which should be borne in mind:

(a) Each taxation expenditure is costed separately and therefore the aggregation of
individual estimates to show the combined costs of more than one item can in-
troduce errors. Further comments on this problem are offered in the Treasury
submission (Evidence, p. 41) and also in 'Special Analysis G—Tax Expendi-
tures', Special Analyses, Budget of the United States Government, Fiscal Year
1982, Executive Office of the President, Office of Management And,Budget,
U.S., Government Printing Office, Washington, D.C. pp. 211-212.

(b) The costings generally assume that taxpayers' behaviour would be unaffected
by the withdrawal of the relief. This assumption is sometimes unrealistic in thai
it does not allow for response effects which means that the revenue actually
gained if an item is withdrawn may not be as much as the estimate of revenue
foregone that is provided. This assumption is mentioned by Treasury. (Evi-
dence, p. 42).

(c) The assumption is made that there is no effect on the overall level of economic
activity as a result of the elimination of a given tax expenditure. (Evidence,
p. 42)

Tax Expenditure Estimates by F

Description

unction

Fiscal year .

78-79 79-80 80-81 81-82

Sm $m $m $m
3. DEFENCE . . .
Exemption of part-time pay and . allowances for

members of the Reserve Defence Forces — — 11 —

Deduction for gifts to the Commonwealth or a state
when made for defence purposes — — —

Exemption of re-engagement bonus payable to ser-
vice personnel — — 1 —

Exemption from pay-roll tax of wages paid to a
member of the Reserve Defence Forces who is
engaged in Defence Reserve activities while on
leave from employment — .— * —

Goods purchased by non-profit body for donation to
or for use of members of the Defence Forces — — — —

25



Description Fiscal year

78-79 79-80 80-81 81-82

Sm $m Sm Sm
2. EDUCATION

Exemption of income from certain educational
scholarships . — —, — —

Rebates for self education expenses and education
expenses of dependants up to $250 per person1 — 50 — —

Deductions for gifts to prescribed institutions of ad-
vanced education for certified purposes — — — —

Exemption from pay-roll tax of salaries paid by cer-
tain non-government schools — •— * —

Goods for use by universities and schools — — — —

3. HEALTH

Rebates for contributions to a registered hospital
and/or medical insurance scheme for basic cover — — — 470

Rebates for health related expenses1 — 46 — —

Exemption from pay-roll tax of salaries paid by cer-
tain hospitals — — * —

Goods for use and not for sale by infant welfare
clinics — — — —

Goods for use by public and non-profit hospitals — — — —

Surgical instruments and appliances of a kind used
in private hospitals other than non-profit private .
hospitals, or by medical practitioners — — 25 —

Gases for use in hospitals or by medical practitioners
or dentists — — — —

Aids and appliances for the blind and deaf and surgi-
cal appliances of the self-help kind such as
wheelchairs and artificial limbs — — — —

Excise concession for spirit used in hospitals — — 97 —

4. SOCIAL SECURITY AND WELFARE

Exemption of certain pensions and benefits for ex-
service personnel and their dependants — — 150 —

Exemption of income of certain charitable

institutions •— — —

Exemption of family allowances — — — 125

Exemption of compensation for Nazi persecution —

Exemption of disability pensions — — -- 10
Exemption of fixed sum workers compensation

awards — — — —
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Description Fiscal year

-79 79-80 80-81 81-82

Sm Sm Sm Sm
Deductibility of gifts of $2 or more to specified

funds, authorities and institutions3

Rebates for adoption expenses1 —

Rebate for funeral expenses of dependants' —

Rebate for housekeeper caring for dependants2

Rebate for sole parent2

Rebate for dependent spouse^ —

Rebate for parent and parent-in-law2

Rebate for invalid relative2 — * — —

Concessional treatment of some subsidised em-
ployee housing — — — —

Concessional rate of tax for abnormal receipts by
authors, artists and inventors — — * —

Motor vehicles for use by leg disabled persons in
travelling to and from gainful employment and
motor vehicles for use by ex-servicemen who have
lost a leg or both arms or are in receipt of a special
pension — ' ~~ 3 —

Trade Union Subscriptions — .— 50 —

5. HOUSING

Deduction for the cost of insulating a first home — — — 6

Rebate for rates and land tax in respect of a sole or
principal place of residence1 — 32 — —

6. URBAN AND REGIONAL DEVELOPMENT
AND THE ENVIRONMENT

Zone allowance rebates — 35 — 70

7. CULTURE AND RECREATION

Deductions for gifts to a National Trust, public mu-
seum or art gallery and other specified bodies — 1

Exemption from income tax of a number of bodies
including charities and sporting bodies and
churches . — — — —

Goods purchased to promote sport among the
students of universities or schools — — — —

Equipment and articles for use in Church services
and religious devotion — — — —

Articles for use in a museum or art gallery con-
trolled by a public authority — — - - . —
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Description Fiscal year

78-79 79-80

• Sm Sm

A. Transport and Communication —

Deduction for capital costs of telephone lines to
primary producers — — *

Deduction for capital expenditure by primary
producers on timber access roads — — — —

B. Water Supply, Electricity and G a s -

Deduction provided to primary producers for
the costs of conserving or conveying water4 — 3 — —

Deduction for capital expenditure in connecting
or upgrading mains electricity — — — 5

C. Industry Assistance and Development-
Allowing primary producers to adopt artificially

low values for natural increase in livestock — — —

Income tax averaging for primary producers — .180 215 —

Deductions to primary producers under the In-
come Equalisation Deposits scheme — — 29 —

20% depreciation allowance for storage im-
provements for grain, hay and fodder avail-
able to primary producers 6 — —

Deductions for clearing and draining of land,
eradication of pests (etc.) by primary
producers 3 — —

Deduction provided to primary producers for
cost of fences for specific disease control — — 4 —

Provision for 5 year spreading of assessment in
(a) insurance recoveries for the loss of timber
or livestock and (b) income from forced
disposal of livestock . — —

Deferment of assessment on income from double
wool clip — — — —

Deduction provided to primary producers for
expenditure on soil conservation — — — 2

Depreciation deduction for structural improve-
ments by primary producers , — — — —

Deduction for the cost of timber mill buildings — — — —

Deduction for reducted value of land due to
timber depletion — — — —
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Description Fiscal year

78-79 79-80 80-81 81-82

Sm Sm $m Sm
Unlimited carryforward of primary production

losses — —- —

20% prime cost depreciation allowance provided
for most new plant and machinery for primary
production5 — — •— 20

Film Industry Concessions: Deduction of 150
per cent of capital invested in a qualifying
Australian film and exemption of net receipts
up to 50% of the taxpayer's capital investment
in the film — — 24 —

Deduction for the cost of purchasing the copy-
right of an Australian film — — *

Deduction for capital expenditure in the devel-
opment or purchase of an Australian patent,
design, copyright or licence — — — —

Deductions for expenditure on exploration by
general and petroleum miners — --- — —

Deductions for capital expenditure incurred in
developing a general mining operation6 —- 43 59 —

Deduction for capital expenditure incurred in
developing a petroleum field6 — 18 25 —

Deduction for purchase of mining or prospecting
rights by general and petroleum miners — —

Deductions for certain transportation expenses
associated with minerals and petroleum
mining6 — 3 1

Exemption from tax of income from gold mining — 40 75 —

Exemption of income from sale, transfer or
assignment of rights to mine gold or prescribed
metals — — — —

Rebate for capital subscribed to companies
engaged in petroleum exploration and
development7 • — —- 28

Investment allowance ' —- 499 411 —

Accelerated depreciation allowances by means
of loading on normal depreciation rates8 — ••••- — —

Conversion allowance for the cost of replacing
oil-fired plant with non-oil-fired plant and an
immediate deduction for the cost of convert-
ing oil-fired/LPG plant to non-oil-fired plant — 15 —
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Description Fiscal year

78-79 79-80 80-81 81-82

$m Sm Sm $m
Immediate deducton for capital cost of storage

facilities for petroleum based fuels — — — 12

Deductions for capital expenditure on traveller
accommodation — — — 1

Exemption of amounts paid to employers who
take on young people under the CRAFT
scheme — — — 15

Deductions for capital expenditure on scientific
research, employee housing, butter and cheese
etc factories — — —

Deduction for conversion of plant for use in con-
nection with the metric system — — —

Deductions to co-operative companies for
amounts distributed to members as bonuses,
interest or dividends — — — —

Friendly society dispensaries—exemption from
tax of 90% of the amounts received from the

. Commonwealth and from proceeds of the sale
of medicines — — — —

Friendly society dispensaries—exemption from
tax of certain other income — — — —

Exemption of personal income from approved
overseas projects — — * —

Trading stock valuation adjustment (now
abolished) — 334 64 —

Exemption from tax of interest received by
credit unions — 8 — —

Tractors for use in agricultural industry or
timber getting industry — — 75 ' —

Machinery, implements and apparatus for use in
agricultural industry, including:

• Agricultural equipment and materials (for use
in agricultural industry) — — — —

• Dairying machinery and equipment — — —

• Equipment for use in fruit growing industry — — - —

• Equipment and materials for use in dried fruit
industry — — — •—

• Equipment and materials for the handling or
treatment of fruit — — — —-

« Poultry farmers' equipment — — -—• —
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Description Fiscal year

78-79 79-80 80-81 81-82

Sm Sm Sm $m
• Bee keepers'equipment — — — —

• Pumping and other machinery implements
and apparatus for use in agricultural industry . — — —

• Cranes and winches for use in the timber gel-
ting industry — — 70 —

Machinery for use in mining industry ~~ — 95

Ethylene gas for use in vegetable growing
industry — •— — —

Brattice cloth and tacks for use in mining
industry — - —

Equipment and materials in fishing industry . - - — —

Printed matter and award ribbons used by
societies established for the advancement of
agriculture _ _ _ _ _ _

Certain motor vehicles for use in the prescribed
area for the transport of livestock — _ _ _ _ _

Lubricants for industrial purposes for machinery
implements or apparatus other than road
vehicles — — — —

Articles for use in the destruction of pests for
business or industrial purposes — — — —

Piano rolls and antiques — 1 — —

Domestic heaters and solar equipment — 3 — —
Equipment used in conversion of internal com-

bustion engines to LPG or natural gas — 1 — . —

Excise concession for diesel fuel for off-road use — — 290 —

Excise concession for spirit used to fortify Aus-
tralian wine — — 176 —

Excise concession for spirit used in industrial
and scientific use — — 88 —

9. GENERAL PUBLIC SERVICES
C. Foreign Affairs, Overseas Aid and External

Territories—

Exemption from payroll tax of the salaries of
representatives in Australia of foreign govern-
ments •— — * —

Exemption from tax of official income earned in
Australia by foreign government representa-
tives and other visitors — — - —
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Description Fiscal year

78-79 79-80 80-81 81-82

Sm Sm Sm Sm
The exemption from sales tax of motor vehicles

for use by members of the Defence Forces of
various countries serving in Australia — — *

Commercial, By-Law (item 19) to Customs
Tariff which provides for 'concessional' entry
of goods where there is no suitably equivalent
or reasonably available goods of local manu-
facture ' — — 600

D. General and Scientific Research-

Deduction for expenditure on scientific research — , 1 1 —

10. NOT ALLOCATED TO FUNCTION
A rebate of interest on certain Government or

semi-Government securities issued before
1 November 1968 — — — 10

Rebate for superannuation contributions and
life insurance1 — 69 — 65

Deduction for superannuation contributions by
unsupported employees or the self employed — — 100 120

Deduction for employer contribution to super-
annuation funds 430 — — 640

Concessional treatment of investment income
earned by approved superannuation funds •— — — 960

Exemption from tax of 95% of lump sum benefit
received upon retirement from or termination
of employment — 370 —- 475

Exemption from life assurance companies of in-
vestment income from superannuation busi-
ness provided the 30/20 rule is observed 180

Deduction for life assurance companies of 1% of
the value of future calculated liabilities 34 — — —

Availability to life offices of a rebate in respect of
intercorporate dividends 43 — — —

Exemptions to 2% Revenue Duty which include:
• Goods of New Zealand, Papua New Guinea or

developing Country origin — — —- —

• Goods covered by rates bound under trade
agreements — — — —

• Crude and enriched petroleum oil — — — —

• Certain goods entered under Schedule 2 (Con-
cessions) of the Customs Tariff — — — —
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Description Fiscal year

78-79 79-80 80-81 81-82

Sm Sm Sm Sm
• 'Florence Agreement' goods (e.g. books) and

associated material inputs — — — —
B Passenger concessions - — — —
• Ships and similar vessels temporarily imported

and certain goods used inconnection with oi!
exploration — — 78 —

* denotes under one million dollars.

Notes:
1. These items are subject to inclusion in the $1590 Concessional Expenditure rebate

block, and indicate the gain to income tax revenue that would result from with-
drawal of each of the classes of expenditure separately.

2. Rebates for spouse and housekeeper increased from $597 in 1979 80 to $800 in
1980-81 and to $830 in 1981-82 and sole parent and other dependents rebates
increased by the same proportion.

3. This estimate excludes the cost in respect of donations by businesses.

4. This estimate relates to expenditure incurred in the period 14 April to 30 June 1980.

5. The full year cost of this item at the time of its introduction in 1979-80 was
estimated to be $6 million and this estimate has therefore been used for the 1981-82
year.

6. Treasury has stated that there is an additional cost to revenue through deductions
allowed under the provisions of Divisions 10, 10AA and 10AAA for expenditure on
plant depreciable under the ordinary provisions of the Act.

7. This estimate is the revenue deferred in 1980-81.
8. It has not been possible to adequately summarise the costs to revenue of accelerated

depreciation allowances. One reason for this is that the size of the revenue effects
can differ markedly from year to year. This problem is examined in Attachment B
of the Treasury submission (Evidence, pp. 69-73), where the annual cost of this al-
lowance is shown in an example to vary from approximately $50 million to $350
million.
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Outlay Equivalents of Tax Expenditures

1. Tax expenditures are typically measured in terms of revenue forgone in any par-
ticular year. Such estimates require adjustments to enable direct comparisons to be
made on a dollar to dollar basis with direct outlays. Three adjustments are generally
required. These are: , •

(a) the timing of the subsidy is spread evenly over the year;
(b) items involving deferral of tax liability are treated as government lending trans-

actions; and
(c) the subsidies provided through the tax system are converted to pretax dollars

where appropriate.
Each of these points is briefly reviewed below.

2. The year-to-year estimates of lax expenditures depend on the collection time pat-
tern of corporate and individual tax liabilities. To facilitate comparisons with direct
spending, the timing of the lax subsidy is spread evenly over the year.
3. The adjustment involving deferral of tax liability requires that the benefits of these
deferrals or interest free loans be measured in the same way that the government treats
these types of lending transactions. The general budget treatment of a subsidized loan is
to record as an outlay both the amount of new loans made less previous loans repaid
and the interest payments on the stock of loans outstanding. For tax expenditures, the
equivalent treatment is to measure the net increase in the amount of taxes deferred and
the implicit interest subsidy on the stock of tax deferrals outstanding.
4. The final adjustment overcomes the fact that tax expenditures are normally
measured in 'after-tax' rather than 'pre-tax' dollars. The tax expenditure measures the
actual tax saving to the taxpayer. To generate the same after tax income and hence
incentive effect under a direct spending program (which is usually taxable) requires a
larger direct spending program. Thus tax concessions may have to be 'grossed up' to be
consistent with direct expenditure programs.
5. Some attempt has been made in the United States to convert tax expenditure esti-
mates to outlay equivalents for two program areas of their budget—housing and en-
ergy. These estimates were made on an experimental basis only. No such analysis has
yet been attempted in Australia, but it is to be expected that outlay equivalents of tax
expenditures would be significantly higher than the dollar estimates of the tax con-
cessions themselves. This is because of the necessity to convert the tax free subsidy to a
pre-tax equivalent budget outlay, as mentioned previously.

International Comparisons

6. To date, the development of the tax expenditure concept in each country has
proceeded from a national perspective. Such a perspective means that the generally ac-
cepted structure of the benchmark taxes varies across countries particularly since the
fiscal legislation is more a result of historical growth than a deliberately designed system
of normative taxes.
7. In these circumstances, it is very difficult to make meaningful comparisons of the
extent to which tax expenditures are employed as tools of government policy in various
countries. Uniformity of definition is essential if data for comparative analysis are to be
assembled. This has not as yet been achieved. The Organisation for Economic Cooper-
ation and Development (OECD) has not been able to produce international compari-
sons because of the failure of member countries to reach agreement on these issues.
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8. Where two countries have a similar proportion of government outlays to gross
national product and country A uses tax expenditures more extensively than country B,
then the level of government intervention in the economy is likely to be greater in
country A.
9. A number of academics have just commenced work on an international tax expen-
diture study. The purpose of their study is to commence the analytic and data collection
processes necessary to develop the international aspects of the tax expenditure concept.
The objectives of the study are to develop tax expenditure lists for selected countries
under uniform criteria and to analyse the ways in which the tax expenditure concept
may be employed in bilateral or multilateral international economic relations.
10. The taxes to be examined in each country wilt include personal and corporate in-
come taxes, value added tax (including national retail or.manufacturers' sales taxes)
and wealth taxes. The seven OECD countries to be examined are Canada, France, the
Netherlands, Sweden, the United Kingdom, the United States and West Germany.
11. In summary, the concept of tax expenditures as developed in the United States
has been adopted by other important Western countries. There is by no means a univer-
sally accepted 'benchmark' tax structure (the departures from which constitute tax
expenditures). At present there is also no systematic treatment of tax expenditures in
terms of the method of reporting them to Parliament. Each country has approached tax
expenditures according to its own perceived information needs and tax structure. The
Committee believes that Australia should follow this course in developing the machin-
ery necessary to identify cost and report tax expenditures to Parliament.
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