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This Report is a review of six efficiency audit reports of the
Australian Taxation Office presented to the Parliament by the
Australian Audit Office. It follows an earlier Report which
reviewed five efficiency audit reports and was tabled in
November 19 86.
In that earlier Report - A Taxing Problem, the Expenditure
Committee urged the Government to give prompt attention to the
Report and to respond to the recommendations early in the 1987
Autumn sittings. I am pleased to note that the Government's
response to the Report was tabled on 26 February 1987.
The Government accepted the Committee's recommendation for a
Joint Management Review to investigate the overall performance
and operation of the Australian Taxation Office. The Report of
that Review ~ A Taxing Solution - was considered as part of this
inquiry and the Committee has suggested that the ATO report on
progress in relation to key outcomes of the Review.
This Report, together with two other inquiries underway, has
established the Committee's credentials in monitoring the
performance of the ATO. The Committee will continue to monitor
the progress of the ATO towards a taxing solution.
I would like to thank members of the Sub-Committee and the
Committee Secretariat for their contributions. My particular
thanks go to the Hon. Ian Wilson, MP, Deputy Chairman, and
Mr David Simmons, MP, for their interest in and enthusiasm for
the inquiry in their capacity as members of both the Expenditure
Committee and of this Committee. I would also like to record my
appreciation for the efforts of the project officer,
Ms Anne Hazelton. Her dedication has ensured that the Report was
presented during this period of sittings.
I look forward to the Government's response to this Report.

STEPHEN MARTIN, MP
Chairman

(iii)

The Standing Committee on Finance and Public Administration is
empowered to inquire into and report on any matters referred to
it by either the House or a Minister including any
pre-legislation proposal, bill, motion, petition, vote or
expenditure, other financial matter, report or paper.
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External Sources of Information
Disclosure of Diesel Fuel Rebates
Partnership and Trust Distributions
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ST OF RECOMMENDATION:

RECOMMENDATION 1

The ATO to formulate a broad procedural
strategy plan for use as a guide when
implementing future legislative changes to the
taxation system.
(Paragraph 2.5.18)

RECOMMENDATION 2

The ATO to formulate strategic plans regarding
improvements to the PPS and its extension to
other industries.
(Paragraph 2.5.23)

RECOMMENDATION 3

The AAO to acknowledge the environmental
factors impinging on the auditee at the time
of an audit, and to state explicitly that it
has done so.
(Paragraph 2.5.24)

RECOMMENDATION 4

The AAO to have regard to an auditee's
strategic and corporate plans when formulating
recommendations which will impinge on other
areas of the auditee's operations, and which
will have staff and other resource
implications.
(Paragraph 2.5.25)

RECOMMENDATION 5

The guotation of valid tar. file numbers on
group certificates and tax instalment
declaration forms should become a mandatory
reguirement.
(Paragraph 3.4.9)

RECOMMENDATION 6

The ATO to continue examining ways of
streamlining the UGC sampling process so that
the section of UGCs which would yield a high
cost-benefit ratio is easily identified and
pursued.
(Paragraph 3.4.9)

RECOMMENDATION 7

The ATO to investigate greater itemisation of
income and expenditure on taxation returns
having regard to items that would most
facilitate audit activities in the
self-assessment environment.
(Paragraph 4.7.3)

(xi)

RECOMMENDATION 8

The ATO to continue to monitor and evaluate
its progress in relation to the key outcomes
specified for July of 1987, 1988 and 1989. A
status report on progress and results achieved
for the outcomes specified by the target dates
should be included in the Annual Report.
(Paragraph 5.3.5)

RECOMMENDATION 9

Having regard to the need to address the gap
between the level of potential tax collections
and actual revenue, the ATO devote small task
forces in each Branch to test the levels of
disclosure and compliance of taxpayers. The
task forces should also attempt to identify
methods by which the most revenue-productive
cases can be identified.
<Paragraph 5.4.3)

RECOMMENDATION 10

The ATO to publicise its compliance strategy
as widely as possible so that taxpayers are
kept informed of developments and changes, and
as an additional way of deterring some
potential tax evaders.
(Paragraph 6.2.3!

RECOMMENDATION 11

The ATO to investigate possible changes to the
legislative framework to overcome problems
associated with the exchange of information.
(Paragraph 6.5.5)

RECOMMENDATION 12

The ATO to seek from reporting organisations
only such information as it will use, in a
form which will enable its efficient and
effective use, having regard to the need to
minimise costs to organisations which prepare
and supply the information.
(Paragraph 6.5.5)

RECOMMENDATION 13

The ATO to take the necessary steps to
establish a high integrity identification
system which would ensure maximum taxpayer
compliance.
(Paragraph 6.6.4)
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RECOMMENDATION 14: The ATO to examine the options, feasibility
and cost implications of extending the
electronic lodgement facility to individual
taxpayers as well as tax agents with a view to
meeting the cost of reguired packages.
(Paragraph 6.7.4)
RECOMMENDATION 15: The ATO, recognising that its functions are
carried out in a dynamic environment, take
steps to ensure that the benefits of the
change program are continued, and that its
management structures and procedures are
continually assessed and refined as
appropriate.
(Paragraph 7.1.6)
RECOMMENDATION 16: Findings of major significance should be
specified as such in the Auditor-General's
Reports.
(Paragraph 7.1,7)
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INTRODUCTION

1.1
1.1.1

This Report marks the completion of the first review of
Efficiency Audit reports of the Auditor-General by the
House of Representatives Standing Committee on Finance
and Public AdministrationCF&PA). During the review, the
Committee examined the six Efficiency Audits (EAs) of
the Australian Taxation Office which had examined the
following programs:
The Prescribed Payments System;
Unpresented Group Certificates;
External Sources of Information;
Disclosure of Diesel Fuel Rebates;
Partnership and Trust Distributions; and
Late Lodgement Penalties.

1.1.2

The Prescribed Payments'System EA Report was presented
to the Parliament in September 1986 and the Unpresented
Group Certificates EA Report was presented in August
1986. The four remaining EAs were contained in an
omnibus report of the Auditor-General which was
presented to the Parliament in March 1986.

1.

1.1.3

In October 1986, the then House of Representatives
Expenditure Committee agreed to examine the August 1986
and September 1986 EAs. Subsequently, in February 1987,
the Expenditure Committee agreed that it would be
appropriate to review all six ATO EAs together.

1.1.4

The review of the six EAs had not been completed when
the 34th Parliament was dissolved in June 1987. With the
aim of finalising the review following the appointment
of F&PA in the 35th Parliament, the six EAs were
referred to the Committee by the Treasurer on
26 November 1987.

1,2

Aim of Report

1.2.1

As with earlier reviews of EAs by the Expenditure
Committee, F&PA aimed tot
assess the substantive content of the audit
exercises and the guality of the EA reports; and
examine the response of the ATO to the EAs.

1.2.2

F&PA also aimed to review the ATO's response to a
Program Management Performance Review of the Tax Office
which was completed in May 1987. This Review was
undertaken in response to a recommendation of the
Expenditure Committee in its September 1986 Report,
A Taxing Problem. The Review was announced by the
Treasurer in the House in February 1987.

1. 3
1.3.1

Conduct of the Review
Following the Expenditure Committee's February 1987
decision to examine the six ATO EAs together,
submissions were invited from specific organisations and
individuals with a likely interest in the subject matter
of the EAs.

2.

Submissions were accordingly sought from the Australian
Taxation Office (ATO), the Australian Audit Office
(AAO), professional accountancy organisations, relevant
staff unions, taxpayer associations, relevant
Commonwealth Government departments, and bodies in the
building and transport industries.
1.3.2

Evidence was taken by the Expenditure Committee in
public hearings in Canberra on 1 and 30 April and
6 May 1987. An inspection of the Adelaide Branch of the
ATO was also conducted in April 1987. F&PA had access to
the evidence and records of the Expenditure Committee
through the provisions of sessional order 2 8B.

1.3.3

Following referral of the six, EAs to the F&PA Committee
for review in November 1987, the Committee sought
further submissions from the ATO and the AAO. Further
evidence was taken at a public hearing in Melbourne on
12 February 1988 and inspections of the Victoria North
and Melbourne Branches of the ATO were also conducted.

1.3.4

Details of witnesses who appeared ai public hearings,
and indexes of submissions and exhibits authorised for
publication are included at Appendixes I, II and III
respectively.

1.3.5

As is customary, the transcripts of the public hearings
and other evidence authorised for publication have been
incorporated in separate volumes and copies are
available for inspection in the Committee Secretariat
and the Parliamentary Library. References to evidence in
the text of this Report relate to page numbers in those
volumes.

3.

1.4
1.4.1

Expenditure Committee Report - 1986
In 1985 and 1986, the Expenditure Committee undertook a
review similar to the present exercise and examined five
EAs of the ATO which had been presented to the
Parliament in August 1984 and February 1985. The
Committee's review Report, A Taxing Problem, was tabled
in the House of Representatives on 11 November 1986. The
Report contained twenty-one recommendations which
addressed the form and content of the EA Reports as well
as issues relating to aspects of management and
administration In the ATO.

1.4.2

The Government's response to that Report was tabled in
the House on 26 February 1987, As part of the response,
a Program Management Performance Review ,(PMPR) of the
ATO was announced. The Expenditure Committee had
informal discussions with the PMPR team on 29 April
1987.

1.5

Program Management Performance Review Report

1.5.1

The PMPR was conducted by a team led by Dr Ron Cullen, a
former chairman of the Victorian Public Service Board.
The Review Report, A Taxing Solution, was presented to
the Parliament on 23 September 1987.

1.5.2

The PMPR Report contains major findings regarding the
overall performance and operation of the ATO. As
indicated in paragraph 1.2.2, the ATO's response to the
findings of the PMPR Report has been reviewed recently
by F&PA.

4.

1.5.3

The PMPR and EA Reports of the ATO are the first such
reports to be reviewed by this Committee. F&PA appointed
a Sub-Committee to conduct the inguiry: the majority of
its members were members of the Expenditure Committee
when the previous review of the EAs of the ATO was
conducted. F&PA is also currently reviewing two other
EAs of the ATO. The Committee therefore considers that
it is developing valuable expertise in relation to
reviews of the ATO.

1.6

Timeframe and Cost of EAs

1.6.1

The six EAs were conducted at various times between
August 1984 and September 1985 at a total cost to the
AAO of $282 332. Details of the cost of each individual
audit are included below in Table 1.
TABLE 1
COST OF EFFICIENCY AUDITS
Efficiency Audit

Cost

Prescribed Payments System
Unpresented Group Certificates
External Sources of Information
Diesel Fuel Rebates
Partnership and Trust Distributions
Late Lodgement Penalties
'

S 100
48
52
36
16
27

153
455
993
762
333
636

TOTAL

$ 282 332

Source: Australian Audit Office.
1.6.2

The Committee is aware that many of the issues addressed
in the EA Reports are no longer current because of both
the passage of time since the audits were conducted and
the recent management initiatives which have been
introduced in the ATO.

5.

However, the Committee has welcomed the review as an
opportunity to gauge the progress that has been achieved
In the audited areas. It has also been keen to identify
general principles, where possible, as their application
could be of benefit to the auditor and the auditee in
the future.
1.7

Framework of Report

1.7.1

The Committee has taken the six EAs together for the
purposes of review, and its views on them are contained
in this Report.

1.7.2

The two most significant EAs, on the Prescribed Payments
System and Unpresented Group Certificates, are detailed
in Chapters 2 and 3 respectively. Each chapter describes
the EA Report, the ATO's response and the Committee's
views on the usefulness, substance and quality of the
audit exercise. The four EAs included in the
Auditor-General's March 1986 Report are similarly
outlined in Chapter 4, with a separate section being
devoted to each.

1.7.3

The PMPR Report and the ATO's response to it are
outlined in Chapter 5. In Chapter 6, the Committee
discusses a number of other issues which were raised
during the review. In Chapter 7, the Committee briefly
summarises its conclusions in relation to the six EAs
and the PMPR Report and comments, briefly, on the future
directions of the ATO.

1.7.4

The contents of Appendixes I, II and III have been
detailed In paragraph 1.3.4, In Appendixes IV to IX, the
Committee has set out details of the recommendations or
major findings of the six EAs and a summary of the ATO's
response. Appendix X summarises key outcomes of the
ATO's Change Program and progress that has been achieved
to date.

6.

er 2
THE PRESCRIBED PAYMENTS SYSTEM EFFICIENCY AUDIT

2.1
2.1.1

The Prescribed Payments System (PPS) commenced operation
in September 1983. It is a system by which income tax is
deducted at source on some forms of income not subject
to tax instalment deductions under the
Pay-As-You-Earn(PAYE} system for salaries and wages. It
is a form of withholding tax that was introduced to
overcome the potential for tax evasion and avoidance in
certain industries in which cash payments are prevalent.

2.1.2

PPS has the dual function of collecting taxes at the
time of payment and reporting on payments for prescribed
work. Since July 1986 the prescribeu rate of tax has
been 15% where the payee's tax file number is shown on a
completed deduction form or 30% where the payee has not
provided this information. In certain circumstances,
payees can apply for a variation or exemption from the
prescribed tax rate of 15% of the total gross payment.

2.1.3

The scheme covers individuals, partnerships, trusts and
companies and currently applies in nine industries:
Motor Vehicle Repair Industry
Cleaning Industry
Joinery and Cabinet Making Services
Architectural Services
Engineering Services
Surveying Services
Other professional Building and Construction Services

7.

Building and Construction Industry
Road Transport Industry.1
2.1.4

PPS began at a time when the tax evasion and tax
avoidance schemes of the late 1970s and early 1980s were
being brought to an end, and legislation that addressed
bottom-of-the-harbour matters had been formulated and
introduced.^ it was announced in August 1982 and there
was a lead-time of approximately a year: a change of
government in 1983 resulted in the deferral of its
implementation date from July to September 1983. 3

2.1.5

While developing the PPS program, many staff were
required to respond to the very strong extended
opposition which the scheme itself attracted.4 At the
same time, resourcing problems were experienced within
the ATO 5 and there was considerable activity In other
program areas: in particular there was the residue of
work from avoidance schemes, as well as the routine
tasks of collection, to be undertaken. All these factors
impinged, to a greater or lesser extent, on the
implementation of PPS and, in the view of the ATO, "(a)n
objective review of our performance would require that
all that be taken into account."6

2.2

The Efficiency Audit

2.2.1

Following a preliminary study of the PPS in Sydney in
1984, the PPS EA was conducted over the period March to
September 1985. Manual procedures were examined in the
Adelaide Branch Office, and ADP aspects were examined in
National Headquarters. Some aspects of the system were
also examined in the Canberra Branch Office.

1.
2.
3.
4.
5.
6.

ATO Annual Report, 1986-87, p.19.
Evidence, p.247.
EA Report, pp.7
Evidence, p.247.
Evidence, p.4 3.
Evidence, p.247

2.2.2

The aim of the audit was to assess the extent to which
PPS had met its objectives as well as to assess the
efficiency of the implementation and operation of PPS.

2.2.3

The EA found that PPS was.a useful compliance mechanism
that had resulted in additional taxation revenue, and in
the Identification of many thousands of people who had
not previously lodged taxation returns. However, the EA
also found that PPS was unlikely to achieve its
potential gain to revenue because of the prevailing
administrative arrangements in the ATO. The AAO's major
reservation in this regard was that the ATO was more
concerned with recording tax deducted by payers for
rebate purposes, rather than with checking that payments
notified by payers are subsequently disclosed as income
by payees.?

2.2.4

The EA contained thirty recommendations: seventeen were
directed towards improvements in the operation of the
PPS, twelve were directed towards ADP issues and one was
concerned with general ATO management practices.

2. 3
2.3.1

The ATO Response
The Commissioner of Taxation expressed his views on the
draft EA Report to the Auditor-General in 1986. A
substantial section of a letter from the Commissioner
dated 10 January 1986 is included in the EA Report in
Section 1.6. Another letter dated 1 July 1986 is
incorporated in the EA Report at Appendix D.

7. EA Report, pp.1-2.
9.

2.3.2

In both letters, the Commissioner questions the AAO's
conclusions which, he contends, were reached "without
objective examination of all relevant facts." 8 The facts
to which the Commissioner refers have been noted by the
Committee in paragraphs 2.1.4 and 2.1.5 and encompass
the environment in the ATO at the time of the
introduction of PPS. Moreover, the Commissioner noted
that "(m)ost, If not all of the difficulties that are
the subject of your findings were known and were being
addressed."9

2.3.3

In relation to the implementation of the PPS, the ATO
further commented:
"We ourselves would not say that implementation of
PPS was without difficulty. The audit was carried out
at a time when things were difficult; they are better
now. We do say that slippages that did occur were
relatively minor. The system was implemented, it is
working. " ^

2.3.4

8.
9.
10.
11.

The Commissioner argues that by appearing to ignore the
circumstances in the ATO at the time of the introduction
of PPS and by failing to give equal prominence to the
many positive features of the scheme, the objectivity
and balance of the EA Report can be called into
question.^

Evidence, p.246.
EA Report, p.62.
Evidence, p.248.
Evidence, p.249 and EA Report, p.62.
10.

2.3.5

The ATO describes PPS as "a substantial success" 12 after
"inevitable teething problems. " !3 in support of this
assessment the ATO points to the extent of revenue
collected under PPS, and receipts from the inception of
the scheme until FY86/87 are shown below in Table 2. The
ATO also argues that although receipts in the early
years fell short of the original estimates, the
shortfall can be attributed to a number of factors. The
original estimates assumed that the system would extend
to twenty-one industries when, in fact, it was
introduced for only six industries; moreover, the
average rate of tax payable was lower than original
estimates. 14 The ATO also bolsters its claim of success
by noting that, by April 1987, more than 30 000 new
taxpayers had been brought into the system. 15
TABLE 2
PPS RECEIPTS: 1983-84 TO 1986-87

Year

,

1983-84<a>
1984-85
1985-86
1986-87
(a) Collections for 8.5 months
Source: ATO Annual Report, 1986-87,p.19

12.
13.
14.
15.

Evidence, p.249.
ATO Annual Report, 1985-86, p.3.
Exhibit 1, (Expenditure Committee), p.14.
Exhibit 1, (Expenditure Committee), p.4.
11.

Net Receipts of
tax deducted
$M
251
412
515
765

2.3.6

In addition to reservations about the objectivity and
balance of the EA Report, it has also been criticised
because it "has been very costly in terms of the Tax
Office resources required..." and because it "has been
unable to produce benefits to justify such a cost,"^
Further, for the ATO, many of the comments of the AAO
did not instill confidence in the Report and, equally,
they were not considered constructive by the ATO. 1 ^

2.3.7

In his submission to the Expenditure Committee in
December 1986, the Acting Commissioner of Taxation
indicated that, of the thirty recommendations in the EA
Report, the ATO agreed in full with twenty-three, agreed
in part with four, and rejected three.^ individual
responses to the thirty recommendations are included in
this Report at Appendix IV.

2.4

Comments of Other Organisations on EA Report

2.4.1

In addition to receiving submissions from the ATO and
the AAO, submissions addressing specific aspects of PPS
have been lodged with the Committee by the Housing
Industry Association(HIA), the Administrative and
Clerical Officers' Association(ACOA), Expert Decorative
Services and the Taxation Officers Branch of the
Federated Clerks Union of Australia(FCU).

2.4.2

HIA, in its overall assessment of PPS, argues that the
system has helped to secure acceptance in the industry
by enabling sub-contractors to meet their provisional
tax payments more easily. The Association also advised
the Committee that "at an early stage it was recognised

16. ATO Annual Report, 1985-86, p.25.
17. Evidence, p.S3.
18. Evidence, ppS2-Sl8.
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that it would take some years before the effectiveness
of the PPS could be measured adequately." 19 In summary,
HIA is supportive of PPS which, although not perfect,
has had a substantial impact on the cash economy. 20
2.4.3

ACOA has provided evidence to the Committee of the
circumstances in which PPS was introduced. The
Association cites the lack of statutory rules during the
early lead-up stages, the concomitant uncertainty, and
the haste with which the scheme had to be implemented
after ga2ettal of the regulations. Collectively, it
argues, these factors "hampered effective resource
utilisation, the development of appropriate systems and
procedures, and ultimately, led to inefficiencies in the
PPS and delays in collecting revenue." 21 ACOA also
argues that there was some merit in the ATO's decision
to commence PPS without ADP support. There were
unfortunate implications from this decision, however, as
it "impacted heavily on the initial and later efficient
administration of the PPS and exacerbated the difficult
circumstances prevailing at the time of its
introduction." 22 Having regard to the dual functions of
PPS, as outlined by the Committee in paragraph 2.1.2,
ACOA considered that the system "still has some way to
go before it realise(s) its full potential."23

2.4.4

Expert Decorative Services commented that "(PPS) is a
fine concept and, properly administered, will help to
stabilise the industries that it is applied to...". 2 4 It
noted, however, that "(w)hen a new system comes Into
operation, in order to be effective it must be perceived
by those affected by it to be of high integrity and
capable of achieving very high compliance rates."^5

19.
20.
21.
22.
23.
24.
25.

Evidence,
Evidence,
Evidence,
Evidence,
Evidence,
Evidence,
Evidence,

p.S57
p.S57
p.S65
p.S66
p.S68
p.S77
p.S79
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2.4.5

FCU argues that "... in defence of the ATO... there are
several key policy decisions of government which have
influenced the operation of the department."2^ The union
notes that the boom in tax evasion in the late 1970s
significantly affected ATO's operations and that more
recent initiatives such as PPS and the Fringe Benefits
Tax (FBT) also had a significant impact. These changes
have been drawn to the Committee's attention because,
despite their merit, "they have nevertheless created a
continually changing working environment in the ATO."2"^

2.5

Usefulness, Substance and Quality of EA Report

2.5.1

Two features of the PPS EA Report have been most
striking to the Committee: first, the extent of the
criticism of the ATO's procedures which the Report
itself contains and, second, the nature and extent of
the response which the ATO, in turn, has displayed.
Judged by the tone of letters exchanged between the two
organisations in this regard, the EA appears to mark the
nadir in relations between the AAO and the ATO, and it
has been left to the Committee to attempt to establish
the reasons for such an apparent deterioration, and to
draw conclusions from the situation. In so doing, the
Committee will also assess the usefulness, substance and
quality of the EA Report.

26. Evidence, p.S119.
27. Evidence, p.S119.
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2.5.2

With regard to the AAO, the Committee has identified
three sets of objectives by which the EA can be
assessed:
the specific objectives of the PPS audit;
the overall objectives of the AAO's series of audits
of the ATO; and
the broad objectives of efficiency audits.

2.5.3

In relation to the ATO, the Committee has identified the
following key issues by which the EA can be assessed:
the circumstances in the ATO at the time of the
introduction of PPS and the degree of importance
that should be attached to them;
the management environment in the ATO at the time of
the audit;
the weight that should be allotted to the many
deficiencies noted in the EA Report;
the extent to which problems identified were known
by the ATO and were- or would have been addressed if
the EA had not been conducted; and
the response of the ATO to the EA Report's
recommendations.
Committee observations on these two groups of issues,
taken together, follow.

15.

2.5.4

The specific objectives of the PPS EA were identified by
the AAO in the Audit Report. Briefly, the AAO aimed to
determine the extent to which the system met its
objectives, and it identified three sets of criteria by
which its assessment could be carried out. These were,
respectively, objectives defined by legislation, by the
ATO, and by the AAO itself. 28 As a result of its
assessment against all these criteria, the AAO concluded
that significant weaknesses were evident in the
system. 29

2.5.5

The Committee notes that these objectives were addressed
extensively in the EA Report, and that the
recommendations based on this analysis in the EA Report
were not disputed by the ATO. It has been recorded in
Section 2.3 above that the ATO argues that it knew of
many of the problems and difficulties identified in the
EA and was seeking to redress them, and that the system
was implemented at a time when difficulties were being
experienced. Even allowing for this, however, it is
clear from the analysis in the EA Report, written
submissions and oral evidence presented to the
Committee, that there were weaknesses in particular
aspects of PPS administration. From all available
evidence therefore, it can be concluded that specific
objectives were applied and that observations about
strengths or weaknesses, on the basis of these criteria,
were appropriately reached.

2.5.6

In addition to these specific objectives, however, the
AAO has indicated that it had an overall objective in
carrying out its series of audits of the ATO. This was
"to highlight the broad nature of the management

28. EA Report, ppl3-30.
29. EA Report, p.6.
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problems in (the) ATO." 3 0 It needs to be stated here
that the AAO has identified approximately eighty program
areas^ 1 in the ATO which could be examined. By inference
therefore, to the Committee, audit exercises in any of
these areas could have contributed to the AAO's overall
objective in relation to management practices in the
ATO.
2.5.7

The right of the AAO, under its charter, to undertake
audits of programs of

Commonwealth organisations at its

own discretion is acknowledged. However, the Committee
explored a proposition during this review that there
could be undesirable consequences, in relation to audits
of programs in their formative stages, which would not
arise in relation to audits of more established
programs.
2.5.8

Chief amongst these was the possibility that if there
were "teething problems" with a relatively new program
it was likely that a significant proportion would be
recognised by the auditee itself, and that attempts
would be made to rectify or overcome them. An EA in such
circumstances could therefore run the risk of being
unnecessary at that stage in the sense that outcomes
would serve only to underline knowledge the auditee
already had, and on which action was being taken. It
would follow therefore that an audit of the program
conducted at a later stage, after Initial teething
problems had been resolved, could be more beneficial, as
it could identify less obvious and more deeply
entrenched administrative weaknesses or problems. The
corollary of this proposition, for the Committee, is
that it is possible that moneys expended on EAs of
relatively recently established programs could be
expended to greater effect on EAs of more established
programs.

30. Evidence, p.S126.
31. Evidence, p.173.
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2.5.9

Having regard to these propositions, the Committee
sought to establish the basis for the timing of the
AAO's PPS audit. It suggested to the AAO that "its
efficiency audit program should be directed at
established programs, which would gain greatest benefit
from such external constructive criticism." 32 The AAO
responded that, while it did seek to take account of the
stage of implementation of a program, it could not state
unequivocally that it would not look at changing
programs.33

2.5.10

While the Committee accepts this response, the question
as to the efficiency of external review of programs in
their formative stages remains unanswered. The Committee
emphasises that, at the time of the audit, the PPS was
not only changing: it had also, only recently, been
established. The Committee is of the view that this
issue requires further consideration by the AAO.

2.5.11

Further to the issue of the AAO's overall objectives of
its series of audits of the ATO, the Committee has also
formed the view that with such broad management problems
in mind, it would have been appropriate for the AAO to
have had greater regard to the reasons underlying such
broad management problems and to the time frame over
which these had occurred. It also considers that it
would have been appropriate for some attention to have
been given to the steps being taken to overcome these
problems. The Committee makes these observations having
regard to a comment of the AAO in relation to PPS: "...
the general approach of (the Commissioner's) new
strategy is on the right lines, but I would have to say
that that approach is not evident in the PPS." 3 4

3 2. Evidence, p.122.
3 3 . Evidence, p.122.
34. Evidence, p.122.
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2.5.12

The ATO countered this argument by noting that, although
there were specific difficulties with PPS, "the broader
perspective" of problems experienced and changes under
way were "a necessary backdrop to the study of the PPS
and of ATO performance in implementing that
system." 35 In relation to this broader perspective, the
ATO has further advised that progress needed to be made
on three broad fronts and that there was a need for an
integrated approach, with issues being tackled in
priority order. 36 It concluded that the end result was
that desirable changes could not necessarily be made as
soon as they would ideally be made. 3 ^ The Committee is
of the view that this scenario is particularly relevant
to PPS and that modifications to some aspects of
administration may have been deferred because of
priorities in other areas.

2.5.13

Finally, the Committee has also had regard, during this
review, to the broad objectives of efficiency audits.
The efficiency or performance audit, in general terms
is:
"...intended to be a broad, constructive
examination and diagnosis of policies, organisation
and operation of a government entity... The
objective is to arrive at a dispassionate and
verifiable basis for comparing what is being done
(and how well It is being done) with the.plans,
policies and standards and, most important, to
understand the reasons for positive or negative
variances from those plans, policies and
standards." 38

35.
36.
37.
38.

Exhibit 1, (Expenditure Committee), p.4.
Exhibit 1, (Expenditure Committee), p.3
Exhibit 1, (Expenditure Committee), p.3.
N Adams, 'Definitions, Objectives and Limitations of Performance
Auditing - An AAO Perspective', Australian Accountant, August
1987, p.30.
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2.5.14

In relation to the latter part of the quotation, the
Committee has noted, in paragraph 2.5.12, that the ATO
had identified a need to address change on a very broad
front, and that there was a delaying effect arising from
this need on specific improvements to particular
programs. This factor, in the Committee's view, was
important to an understanding of some of the 'negative
variances' of PPS administration and should, therefore,
have been taken into account. In relation to the former
part of the quotation, the Committee is also of the view
that the 'broad and constructive' aims of the EA would
have been better served had higher regard been paid, in
the EA analysis, to the environment in the ATO from the
time of the introduction of PPS. The need for such an
approach was clearly highlighted to the Committee in the
following comments of the ATO Commissioner:

"I think it needs to be recognised that a more
balanced Report is likely to elicit more
co-operation from the auditee in rectifying
deficiencies. The continued production of reports
In the vein of this one could well be
counter-productive...".39
2.5.15

The final factor warranting consideration in this
assessment is the ATO's response to the EAs thirty
recommendations. The Committee notes that the ATO has
wholly accepted twenty-three, and another four in part.
Of the three rejected recommendations, numbers 27, 2 9
and 30, the ATO has either adopted alternative methods
or pursued existing courses, and it has informed the
Committee of its reasons for these actions. As noted
earlier, fuller details are provided in Appendix IV.

39, EA Report, p.64.
20.

2.5.16

The ATO itself regards its performance in the ADP
systems area in the past as having been less than
desirable. It is noted that changes made in relation to
PPS processing are consistent with AAO recommendations,
and that the ATO's computer system re-development and
re-equipment proposals were presented to the Joint
Parliamentary Committee of Public Accounts for
consideration. 40 As a final note, in relation to all
recommendations, the Committee records ATO advice that
"all matters covered in recommendations have been acted
upon". 4 1

2.5.17

Having regard to all these issues and considerations,
the task for the Committee has been to attempt to
determine the usefulness and substance of the EA taking
into account the length of time since the audit was
conducted, the statement of the ATO that some of the
deficiencies were relatively minor, and evidence that
the deficiencies, in any case, had been recognised by
ATO management and steps were being taken to overcome
them. 42 The Committee has also observed that, although
other review reports have contained criticisms of the
ATO, they have been received In a more receptive way, in
stark contrast to the reception immediately accorded to
the PPS EA Report.

2.5.18

The Committee has concluded that the value of the EA for
the ATO lies in the fact that it highlighted the need
for management strategies to be developed to address
problems in the short and medium as well as longer
terms: the audit clearly demonstrated a lack of

40. Exhibit 10, p.l, Evidence, p.47 and p.134 and Exhibit 1,
(Expenditure Committee), p.10 .
41. Exhibit 10, p.3.
42. EA Report, p.5 and p.62.
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short-term remedial action in relation to aspects of PPS
administration and more generally, the importance of
planning on a variety of levels when introducing new
programs. The Committee considers that the experience
gained could be useful as a guide to implementation of
programs in the future.
L;

2.5.19

The ATO to formulate a broad
procedural strategy plan for use as
a guide when implementing future
legislative changes to the taxation

The Committee also finds value in the fact that the EA
highlighted the need for the ATO to conduct analysis
which would provide information about the maximum
possible gains from PPS, having regard to competing
priorities, staffing and other resource limitations, and
to the lack of ADP facilities.

2.5.20

The ATO has advised the Committee of many improvements
to PPS since the audit was conducted. Those being
implemented in the current year (1987/88) include new
arrangements for processing deduction exemption and
variation applications and the use of PPS Income data to
assist in refining computer-based income-matching
processes. Most significantly of all, the ATO is
beginning to issue personalised deduction forms to
payees, 4 3

43. ATO Annual Report, 1986-87, p.20.
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2.5.21

Initially, these forms will be Issued only to taxpayers
who fail to correctly provide their tax file
number. 44 It is hoped in the longer term, however, that
the issue of personalised deduction forms for PPS payees
will become standard administrative practice. 4 ^

2.5.22

The fact that PPS has developed a dual function (as
opposed to the dual role identified in paragraph 2.1.2)
for a considerable proportion of PPS payees has also
become apparent to the Committee. In addition to
enforcing compliance through its use of deduction
variation and exemption certificates, the Committee lias
been advised that: "PPS... enables (people) to plan,
much more carefully and efficiently, the payment of
their tax liability."46 In the ATO's opinion, "the
majority of people in ...PPS find that it is a
convenient way of paying their t a x . " ^ This development
raises for the Committee the issue of the rates of the
current tax collection system vis a vis the actual tax
liability of taxpayers. 48

2.5.23

Having regard to the emerging function of PPS and its
implications, and to the significant administrative
improvements foreshadowed by the ATO, the Committee
considers that forward plans identifying time-frames for
the implementation of major steps/advances would be
appropriate. Moreover, while it endorses the ATO's
decision to postpone the extension of PPS to other
industries in the short-term,49 the Committee also
considers that some forward planning regarding this
extension would be appropriate.

44.
45.
46.
47.
48.
49.

Evidence,
Evidence,
Evidence,
Evidence,
Evidence,
Evidence,

p.331.
p.332.
p.219.
p.329.
p.330.
pp334-335.
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RECOMMENDATION 2:

2.5.24

The usefulness and substance of the AAO's Report could
have been enhanced by taking account of the broader
constraints which affected the implementation and
administration of PPS in its formative stages, in the
interests of both bolstering the objectivity of the
Report to the auditee, and as a way of ensuring that the
auditee's attention was directed exclusively to the
intended outcomes of the audit process.

RECOMMENDATION 3:

2.5.25

The ATO to formulate strategic plans
regarding improvements to the PPS
and its extension to other
industries.

The AAO to acknowledge the
environmental factors impinging on
the auditee at the time of an audit,
and to state explicitly that it has
done so.

The Committee also considers that it is important for an
auditee's corporate plans and strategic objectives to be
taken into account by the auditor when framing
recommendations. This is particularly important when the
AAO's intention is to form an opinion about an auditee's
broad management problems through the relatively
'narrow' window of one or a few program areas. The ATO
Commissioner, for example, found this a particularly
difficult issue and he commented to the Committee that
"...there has not always been sufficient recognition of
what is going on...(w)hat is needed from the Audit
Office is not just an identification of problem areas,"
but an identification of "what we do about this."50

50. Evidence, p.312.
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