
 

 

 
 

Why do some companies pay no tax in some years? 

 

It’s a common question: how can large, profitable 
companies end up paying no tax in a particular year? The 

reasons often lie in accounting practices, tax regulations, 

and legitimate business conditions. 
 
In some cases, companies may report losses due to high 

costs or low revenue, while others offset profits with losses 

from prior years. Tax offsets for activities like research and 

development can also reduce tax bills, as can deductions 

for capital expenses.  
 
Recent changes and increased compliance efforts by the 

Australian Taxation Office (ATO) have curbed aggressive 

tax avoidance, so today, most companies paying no tax 

are following legal allowances rather than exploiting 

loopholes. Understanding these mechanisms provides 

valuable insights into Australia’s corporate tax system and 
shows how companies work within legal frameworks to 

manage their tax liabilities effectively. 
 
Here’s a comprehensive overview of the main factors: 
 

❖ Accounting or Tax Losses: Companies may report an 

accounting or tax loss for a given year. This can 

happen if their expenses (including operational costs, 

interest, and capital depreciation) exceed their 

revenue. Tax is only applied to profits, so if a 

company operates at a loss, there is no taxable 

income to apply the tax rate to. This situation is 

common in industries with high startup costs or during 

economic downturns. 
 

❖ Carry-Forward Tax Losses: Australian tax law allows 

businesses to carry forward tax losses from previous 

years. When a company has made a loss in earlier 

years, it can use these losses to offset taxable income 

in future profitable years. This results in a lower or zero 

tax liability until the previous losses are fully utilised. 
 

❖ Tax Offsets: Some companies are eligible for specific 

tax offsets or deductions, which reduce the amount 

of tax they owe. These offsets could include credits 

for research and development (R&D), renewable 

energy initiatives, and certain types of capital 

investment that benefit the economy. These … 
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… incentives are designed to promote innovation and investment, even if they temporarily 

reduce or eliminate a company's tax liability. 
 

❖ High Capital Expenditure and Depreciation: Businesses in capital-intensive industries, such 

as mining or infrastructure, often have significant upfront investments in equipment and 

facilities. Australian tax law permits companies to deduct depreciation on these assets over 

time, which can reduce taxable income and lower tax liability in certain years, especially in 

early operational stages. 
 

❖ Transfer Pricing and Profit Shifting Restrictions: While not as prevalent as they once were, 

transfer pricing practices can still impact taxable income. Strict regulations have been 

implemented by the ATO and globally to limit profit shifting. These regulations ensure that 

companies pay tax where economic activities and value creation occur, reducing the 

chances of artificially low tax bills. 
 
In summary, many companies that don’t pay tax in certain years are operating within the law, 
utilizing losses, offsets, and deductions allowed by tax regulations. Recent efforts by the ATO have 

further decreased intentional tax avoidance, emphasizing the importance of fair and accurate 

tax compliance in corporate Australia. 
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Important Information 

This information is provided as a research tool for those seeking general insights into the 

subject(s) covered. It is intended solely for informational purposes and should not be 

considered financial advice as defined under Chapter 7 of the Corporations Act 2001 

(Cth) or under any other similar Act or regulation of another jurisdiction. Readers are 

advised to consult an authorised financial services licensee or where appropriate other 

qualified professional for personalised financial advice. For more information about the 

services offered by Charles Pratten & Associates, please visit: 

www.charlespratten.com.au/financial-advice 

https://d.docs.live.net/cf9943bd02890a90/Documents/www.charlespratten.com.au/financial-advice

