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CHAIR—Good morning. We resume the hearing this morning of the Senate Economics
Legislation Committee, for the purpose of considering the budget estimates for 2003-04, with
the Industry, Tourism and Resources portfolio. We will proceed in accordance with the latest
edition of the published program, which was circulated in the room yesterday. | welcome to
the table officers of the Australian Tourist Commission. As there is no opening statement on
behalf of the commission, we will go straight to questions.

Australian Tourist Commission

Senator LUNDY—I would like to start—where | have started for the last three rounds of
esti mates—with the tourism green paper. Minister Hockey last said on the Channel 7 Sunrise
program of two days ago that the green paper would be out within a few days. When is it
coming out?

Mr Pater son—Within afew days; it will be released on Thursday of this week.

Senator LUNDY—Can you give me the latest round of excuses for the many delaysin the
release of this paper?

Mr Pater son—The preparation of the green paper, as you are aware, involved very broad
consultation throughout the community. In excess of 55,000 copies of the discussion paper
were either distributed or downloaded. There have been extensive consultations and
consideration by government, which is part of the process. It is a green paper, so it will be
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subject to further consultation with the community prior to the development of a white paper,
and that green paper will be out on Thursday of this week.

Senator LUNDY—On Thursday of this week? That is good to hear; we will hold you to
that. Regarding the consultation process, do you have a time frame planned at this stage for
the consultation for the green paper?

Ms Kelly—We have not at this stage agreed a time frame with the minister. We have
proposed that there will be consultations over the next six to eight weeks.

Senator LUNDY—When are we likely to see the white paper? How long will it be after
that consultation process concludes?

M s K elly—There has been no decision on timing at this stage.

Senator LUNDY—Are we likely to see the extremely long delays, months and months,
that we have seen with the green paper, or is it envisaged that the white paper be delivered in
the third quarter of this year or in the last quarter of this year? Can you give me a vague idea
of when we arelikely to seeit?

Ms Kelly—As | say, there has been no decision on timing. The minister is certainly not
keen to delay it unnecessarily.

Senator LUNDY—But from the department’s point of view, you obviously need to
schedule the work around that document. When are you likely to have concluded the
consultation process and then the writing of the white paper following that period?

M s K elly—OQur proposal has been that consultations would take place over the next six to
eight weeks. Following that, there would be a period of drafting of the white paper which
would then need to go through the process of being taken to cabinet and government approval
€t cetera

Senator LUNDY—Do you think we will it see this year?

MsK elly—I could not make a commitment.

Senator LUNDY—Minister, have you got any idea?

Senator Minchin—On the timetable?

Senator LUNDY —Yes, on the release of the white paper foll owing the consultations.
Senator Minchin—No, the timetable has not been agreed.

Senator LUNDY—Are you able to say whether it is going to be this year?

Senator Minchin—Thereis no point in speculating about a timetable when a timetable has
not been agreed.

Senator LUNDY—It isa pretty broad timetable—it is whether it is this year or next year. |
am not asking for any more detail now.

Senator Minchin—I do not want to loosdly speculate about timing. | do not think that is
wise. We will get the green paper out, and await the response to the green paper.

Senator LUNDY—Can you detail how the consultation process will work once the green
paper is released on Thursday?
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Ms Kelly—The minister has not agreed to proposals on how that will work so | cannot
detail that at this point, but as soon as the process is agreed we will be advertising that process
to industry and on our web site.

Senator LUNDY —Will that process be agreed at the time of its exact release? Will that be
sorted out by Thursday?

Ms Kelly—Yes, | expect that to be sorted out in the next couple of days. It will certainly
include giving all those who made submissions the opportunity to have further input,
consultation with key industry associations et cetera.

Senator LUNDY—How many submissions did you receivein the end?
M s K elly—About 270, approximately.

Senator LUNDY —World events and security related issues and SARS and so on—those
issues are changing things all the time. How does that impact on the green paper and now the
consultation process, given the landscape is changing all the time for tourism in Australia?

Ms K elly—That has been one factor that has added to a delay in the green paper, because
industry and government priorities around tourism have undergone some change over last the
18 months in response to a series of shocks to the industry. The Tourism Forecasting Council
has revised its growth forecasts et cetera, so those factors have added to delays and
requirements for further consideration.

The other factor that it brings into play is that the green paper is looking at a medium- to
long-term strategy for tourism but the current situation means that industry and to some extent
government is very focused on the short-term problems.

Senator LUNDY —Were those more short-term issues—that sense of crisis that | know
many tourism operators are feeling at the moment—be addressed in the green paper?

M s K elly—The government has taken a range of steps to address that, including domestic
and international marketing initiatives and survey and research work. The green paper focuses
primarily on the medium to long term, although it does acknowledge the changes to the
operating environment that have come about due to the events of the last 18 months.

Senator LUNDY—I will gointo thosein alittle more detail shortly. Will you be writing to
all of the people who made submissions to the green paper and sending them copies of it?

MsK elly—We will be either writing or emailing, yes.

Senator LUNDY—You mentioned advertisng—will you be further advertising the
consultations?

MsKelly—Yes.

Senator LUNDY—Will the department be convening any seminars or roundtables of
industry stakeholders as part of the consultation?

MsKelly—That is certainly proposed, yes.

Senator LUNDY —Are there any other elements of the consultation that you are able to
tell the committee at this stage?

MsKely—No.
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Senator LUNDY—On page 36 of the portfolio budget statements, it shows that the Bureau
of Tourism Research’s operating account will fall from $1.307 million to $886,000 and then
subsequently to $234,000 on 1 July 2004. On the face of it, it looks like contributions have
not been sufficient to match expenditure. Is that correct?

MsKelly—It is correct that the Bureau of Tourism Research has been required to use some
of its operating reserves. That has in part been due to the fact that one of its key costs is the
cost to Nielsen who undertake the survey work for the Bureau of Tourism Research. They
were delays in the overseas arrivals data dating back to 2000-01. They were required to pay
an additional fee to Nielsen to get them to reweight and update the data so that there is no
break in series. That has been a key factor in the Bureau of Tourism Research going a bit over
their predicted budget.

Senator LUNDY —What happens to their budget in the next financial year?

Ms K elly—Their budget in the next financial year will be made up of the Commonwealth
contribution, a similar contribution by the states and an amount of earned revenue. Their
earned revenues are expected to increase a hit in the coming year and they also undertake
consultancy work, so there are those three components of their budget which will form the
forward year budget. As | say, they also have a reserve, an account, where they hold reserve
moneys.

Senator LUNDY—How much of their reserve did they have to use for the Neilsen
contract?

MsKelly—I do not have that figure with me. | can take that on notice and giveit to you.
Senator LUNDY —Thank you. What is the value of the Nielsen contract?

MsKelly—I do not have that with me either, | would have to get back to you. | think that it
isintheregion of $1 million—it is alarge contract.

Senator LUNDY—Can you take on notice providing me with the details of that contract
and also what occurred when you had to pay them additional fees to reweight some data and
the circumstances around that. Was that a mistake made by BTR in how they commissioned
that research, or was it a contractual error? How did that circumstance arise? It has obviously
had a big impact on BTR’s annual budget?

MsK elly—It related to the fact that there was a problem with processing passenger arrival
cards—passenger arrival data—for the department of immigration and, as aresult, there was a
gap in the data. A new automatic card reading system was introduced and was not successful
and so there was a period for which cards were not read and the data had to be collected
manually. The catch-up was not achieved for a year or 18 months, so what they have had to
do is to go back with this data once it had been manually entered and reweight all of their
survey data.

Senator LUNDY—So their original survey would not have included the figures for that
period of time when theimmigration system failed?

MsKelly—Yes, that is right.
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Senator LUNDY —Were there any significant variations in the outcomes of that research
as aresult of backfilling that gap? How long was the gap in the data?

Ms Kelly—I will have to check the precise time, but | think that it was a matter of six
months or more so it was a significant gap.Neilsen has just undertaken this work. | am afraid
that | do not know what the changes were to the weightings in the data that were an outcome
of it, but | can certainly find out and let you know.

Senator LUNDY—It would be interesting to know the difference it made—Ilike comparing
the two sets of research, or the research outcomes, from before and after that data’'s inclusion.
Do you have the dates of the period where the data was not available?

MsK elly—I can get you the dates, Senator.
Senator LUNDY—What year wasiit?
MsKelly—It started in late 2000.

Senator LUNDY—How come it has taken until now to include that data in the research?
Whatever BTR are doing now in including it, how come it has taken until 2003 to get that
sorted?

M s K elly—The backlog was only finalised, caught up, earlier this year. Then there was a
process of what they call cleaning the data and then providing it to BTR, who then provided it
to Nielsen. Soit has taken a number of months to utilise that new data.

Senator LUNDY—Just going back to the original contract with Nielsen, at the time it
would have made their life far easier asthey had far less data to work with than they normally
had. Did that impact or create a saving at the time, or did it just disappear into their existing
contract?

MsKelly—I don't think it impacted on Nielsen's work because Nielsen go out and conduct
surveys of visitors. They use the overseas arrivals data to weight that survey information. It
tells them how many people came from which destinations and the main purpose of the trip. It
just meant that they were using older data, or they were using different data, to apply those
weightings.

Senator LUNDY—So does the BTR have any recourse with Immigration, given that it
was their problem that caused an additional expense to be incurred by them?

MsK elly—I do not think so, no.
Senator LUNDY —I should ask Immigration if they are going to help out.

Mr Paterson—In fairness, they collect information for us as part of that incoming
information, then processit for us. They did not want the new system upgrade to not read the
data. They worked assiduously over an extended period of time to not only collect and
maintain current data but also to address the backlog so that we did not have a break in series.
Soit isnot an area of focus for redress, in my view.

Senator LUNDY—I am being a little cheeky, but | think the point is still valid. Can you
give me a breakdown of the contributions to BTR by the states and territories and the
Commonwealth as well as the tourism industry for both 2002-03 and 2003-047?
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MsK elly—I am not sure | have that data with me. | certainly can get it for you.

Senator LUNDY—Perhaps you could start by telling me how the contribution levels for
each of the stakeholders are s&t, but if you have the actual figures too, that would be helpful.

M s Kelly—The figures for 2002-03 were budgeted to be a $1.4 million contribution by the
Commonwealth and then a $2.6 million contribution combined from the states and revenue. |
do not think | have a breakdown here of the $2.6 million. In addition to the cash contribution
by the Commonwealth, there is also a notional contribution because we provide the BTR with
accommodation, computers, personnel and finance services. | do not know whether Mr
Dainer has that figure, but | think it is about $700,000.

Mr Dainer—It is about half a million dollars, | think. But that is off the top of my head.
MsKelly—I could certainly get you the correct figures.
Senator LUNDY —Thank you. That is for operational purposes.

Ms K elly—So the BTR operated this year on a budget of alittle over $4 million. We have
not got the end of year figures as yet. These were the figures in the budget.

Senator LUNDY—What is the industry contribution?

Ms K elly—There is not a direct industry contribution. The sale of publications to industry
bringsin revenue.

Senator LUNDY —So thereis a bit of cost recovery.

Ms K elly—Yes. And the formula is roughly that the Commonwealth and the states match
contributionsto the BTR.

Senator LUNDY—So what are the revenues for BTR from the sale of publications?
MsKelly—I will ask Dr Robins to answer that.

Dr Robins—We have revenue not only from publications but also from consultancy work
and from the sale of data. Broadly speaking, on average that is about half a million dollars per
year.

Senator LUNDY—What is the 2003-04 annual budget? If 2002-03 was about $4 million,
what isthe overall budget for 2003-04?

Dr Robins—It is around $4Y2 million.

Senator LUNDY —I know you have not got the final actuals for 2002-03, but is there any
decrease in funding to BTR from this current financial year to the budget forecast for next
year or an increase?

Dr Robins—It would be approximately the same.

Senator LUNDY —Are there any changes to staffing levels within BTR?
Dr Robins—No. They will be around 21 ASL.

Senator LUNDY —So they will stay the same.

Dr Robins—Yes.
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Senator LUNDY—Have the staffing levels at BTR changed over the past three to five
years?

Dr Robins—No. Since around 1997 they have been 20 or 21.

Senator LUNDY —What about before that?

Dr Robins—The funding increased significantly in 1997, largely because of changesto the
surveysin that year, and in that year there was increased funding from the states. Prior to that
the staffing level was around 15.

Senator LUNDY —Apart from the sort of research we have been discussing, what are the
big projects that occupy your time?

Dr Robins—The core program for BTR is the two main surveys—the national visitors
survey and the international visitors survey. They consume around three quarters of the funds.
In addition to that, we have an analytical research program which varies from year to year,
and that depends on which particular projects we are approved to undertake by the funding
bodies—the stakehol ders. We put up a draft program and then it is considered by the funding
bodies. The main analytical projects that we have been engaged in in recent times have been
analysing regional expenditure by international and domestic visitors to Australian regions
and also undertaking case studies of tourism employment in particular regions.

Senator LUNDY—Which analytical surveys in particular have you undertaken in this
current financial year?

Dr Robins—I distinguish between the surveys. the major undertaking and analytical
research.

Senator LUNDY —I am sorry; | meant to say analytical research.

Dr Robins—International visitor expenditure by region and also domestic expenditure by
region are the two main ones.

Senator LUNDY —In thislast financial year?

Dr Robins—Yes, that isa sort of continuing analytical program.
Senator LUNDY—And do you sell the outcomes of that research?
Dr Robins—They are published.

Senator LUNDY —And people buy it.

Dr Robins—They are for sale, yes.

Senator LUNDY—And what about the out-years budget for BTR? Could you help me out
here with the PBS: is there any indication as to what the forward years hold for your budget?

Mr Dainer—No. It is part of output 1.2 and there are no forward estimates for outputs.

Senator LUNDY—You take each year as it comes. On 7 April, Minister Hockey
announced in a press release that he was activating the national tourism crisis response planin
response to the SARS outbreak. Can you tell me what the status of this planis?

Ms Kelly—That plan is currently still active. The response plan is a joint document with
the Commonwealth and the states. There are three key elements of it: one is intelligence
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gathering and information sharing; one is research and survey work; and the third is looking
at remedial measures. We have established a secure web site with the states on which we
share information. We also have been issuing daily intelligence bulletins to industry,
particularly focused on impacts of SARS and developments with SARS since 20 March. We
have undertaken, in conjunction with the states—and in a number of casesjointly paid for by
the states—a number of industry surveys and consumer surveys to provide information to the
governments and industry on what impacts SARS is having. There have been discussions
around largely marketing responses to date. The ATC is part of this group. The domestic
tourism initiative done in conjunction with the states, be See Australia, was announced
recently as one of those responses.

Senator LUNDY—You say the states are a part of it and there has been a secure web site
established. Has that tourism crisis response plan been formally adopted by a meeting of all
Australian tourism ministers?

MsKelly—The answer is no. It was called for by the last meeting of the Tourism Ministers
Council, which was held in New Zealand in September 2002. There has not been yet another
meeting of that group. There is one scheduled for early August. The plan was devel oped at the
request of the Tourism Ministers Council and it was circul ated out of sessionto all ministers.

Senator LUNDY—The next question is. does it need to be? Obviously, work has
progressed without the formal endorsement of that body.

Ms K elly—The plan is that prior to the August meeting of the Tourism Ministers Council,
we will evaluate how the plan as written has performed and present possibly a dlightly
amended version to the August meeting for endorsement.

Senator LUNDY—Can you provide the committee with a copy of the plan?

Ms Kelly—The plan has not been a made public document. It is part of a suite of
government response plans which are coordinated by central agencies and include security
oriented plans—although ours is not primarily a security oriented plan—and as part of that
suite of plans we were asked that it not be made a public document. However, we have
presented papers on it at conferences et cetera and provided those papers which outline the
plan to the Parliamentary Library. We can certainly provide you with a copy of that which
outlines the key features of the plan.

Senator LUNDY—Yes, please. | would like to clarify whether you are saying that the plan
is a cabinet document and that that is the basis of claiming confidentiality. If not, | will
formally ask you to take it on notice to provide a copy of the plan.

Ms Kelly—Yes. The plan is not a cabinet document; it is not a document that has been to
cabinet. | will put that request to the minister.

Senator LUNDY—Thank you. You have told me a bit about the department’s role in
relation to the plan. Can you tell me specifically and in more detail the obligations that the
plan places on the department in putting it in place?

M s K elly—The plan requires the department to set up a central management group, which
is chaired by the department and comprises the Australian Tourist Commission and the
CEOQOs, or their representatives, of each state tourism organisation, and it requires us to meet
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regularly with that group to monitor the impact of whatever the situation is. It requires that
there be a tourism communicators' network set up which are the people with the responsibility
for putting out public messages in al of those agencies so that accurate and consistent
messages can be put out from all tourism bodiesin Australia.

Senator LUNDY —L.ike a propaganda office.

Ms Kelly—I think that it is important in situations such as SARS that accurate messages
are getting out to the industry.

Senator LUNDY —Indeed.

Ms Kelly—It also requires a policy network to be set up whereby all those agencies
nominate a representative and that group looks at what sorts of responses might assist to
remedy the situation.

Senator LUNDY —What obligations does the plan place on the ATC?

Mr Boundy—One of the things that we can do most efficiently and effectively is to
provide information to the industry through our network offices around the world, but
particularly in Australia we are part of the information network and beyond that just a
member of that group. It is effectively coordination and communication.

Senator LUNDY—On al of those eements, is the ATC obliged to get the message
consistent?

Mr Boundy—Yes, indeed.

Senator LUNDY—AnNd getting feedback and, | presume, inputting into the policy
network?

Mr Boundy—That is exactly right.

Senator LUNDY—What obligations does the plan place on other departments or
Commonwealth agencies?

Ms Kelly—The plan does have a schedule of other Commonwealth agencies, largely as
key contacts. It nominates a series of key contacts in other Commonwealth agencies that
provide information and cooperate with our department. In the case of SARS, we have been
working very closely with the department of health and we have been part of the
Commonwealth SARS interdepartmental committee that has been meeting more or less
weekly with the secretary of the department of health and the Chief Commonwealth Medical
Officer so that we have up-to-date, accurate information that we can pass on to the states and
toindustry.

Senator LUNDY—Apart from the department of health, what other departments and
agencies areinvolved or have obligations on them under the plan?

Ms Kelly—I would have to refer to the plan that | do not have here to give you a
comprehensive list, but it includes agencies such as Austrade, the Department of Prime
Minister and Cabinet, and the Department of Foreign Affairs and Trade, which has a key role
in travel advisories which are often part of thisissue.

Senator LUNDY —What is PM& C’ s involvement?
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Ms Kelly—They provide us with a contact officer and coordination and links through to
other bodies.

Senator LUNDY —To other agencies and departments?

MsKelly—Yes, to other agencies.

Senator LUNDY —L.ike who?

M sKelly—That can include passing on information from security agencies, for example.
Senator LUNDY—Like AFPand ASIO?

MsKelly—Yes.

Senator LUNDY —Have those departments and agencies been meeting their obligations
under the plan, as far as you can ascertain?

Ms Kelly—Yes. Particularly in the situation over the last couple of months, we have been
working quite closely with the Department of Foreign Affairs and Trade on getting early
advice about changes to travel advisories and working very closely with the Department of
Health and Ageing on the impact of the SARS issue and on key information about the
progress of that outbreak.

Senator LUNDY—What has been the practical impact of activating the crisis plan and
how has it impacted on the Australian response to the SARS crisis?

M s K elly—The Commonwealth and state ministers have had consistent briefings, usually
on a daily basis, about what is going on. They have had a consistent up-to-date set of
information in front of them.

Senator LUNDY —Does that come from you?

Ms K elly—We coordinate it but we collect it from industry. For example, we have had
close cooperation from Qantas about giving us information about what forward bookings are
looking like. It comes from the state partners who provide us with information, the ATC's
international network and the information we get from Foreign Affairs and Trade and the
department of health. We put all that together into a daily advice to ministers. Then we take
out anything that is sensitive or classified and provide an industry intelligence bulletin, which
is designed to help industry to have the accurate information on which to make business
decisions during the period of a downturn.

The practical impact on the research and survey side has been that instead of seven or eight
jurisdictions seeking to go out and undertake their own surveys, we have been undertaking the
one survey cooperatively—and contributing to it financially as well—and getting a consistent
set of information back to all of the states and territories and the Commonwealth. We have
been cooperating on policy responses. As | said, the See Australia domestic campaign, which
has been a campaign of $7 million, of which $2 million has been Commonwealth money, has
had significant state contributions. | think it is an example of where we have all been able to
work more efficiently and more cost-effectively by working together at the Commonwealth-
state level. Minister Hockey believes the cooperation has been very good and very strong
from the states and from industry as well.
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Senator LUNDY—Would you describe the plan as having the capacity to create an action
agenda or generate a continuing program of responses to the crisis as it develops? Or is it
more that, now the plan isin place, you have got the information flows happening and that is
really the sum of the exercise?

Ms Kelly—The plan provides the opportunity for governments to work together on
responses and we have already seen that with the domestic campaign. It certainly does not
preclude governments from undertaking their own initiatives in response to difficulties or
circumstances, but it does provide a mechanism and an opportunity where it makes sense for
Commonweal th and state governments to work together on responses.

Senator LUNDY—Do you think it has ended up as much as anything else as being an
exercise in managing information and media management to get consistent information out
there?

M s K elly—I think that has been an important part of it, but | also think the undertaking of
survey work and the cooperative work on responses has also been an important part.

Senator LUNDY—When and how will the effectiveness of the plan and its
impl ementation be evaluated?

M s K elly—The effectiveness will be evaluated over the late June-July period in the lead-
up to the August meeting of the Tourism Ministers Council. It will be evaluated by a group
consisting of a representative from each of the jurisdictions that have been involved. The
evaluation will be coordinated by the tourism division and it will be preparing a report based
on the experiences and the input from various jurisdictions for ministers. We will also consult
industry as part of that process.

Senator LUNDY—Will you make that eval uation public?

MsKelly—I think that will be made available. | would have to refer to the minister, but my
expectation isthat that would be a publicly available document.

Senator LUNDY—You talked about the domestic campaign. On 7 May Minister Hockey
announced a new $7 million campaign to boost domestic tourism. How much of the $7
million has been contributed by the Commonwealth, states, territories and industry
stakehol ders?

Ms K elly—Senator, $2 million of that money is contributed by the Commonwealth. The
state and territory government contributions were $3 million, but that includes moneys that
come from their media and industry partners. There is $2 million in direct inputs from
industry sponsors and media partners.

Senator LUNDY—Was the Commonwealth’s contribution new money per se or was it
found from somewhere within your budget all ocation?

M s K elly—It was money that was reallocated from other activities in the Industry, Tourism
and Resources portfolio but not from other tourism activities. So it was, if you like, new
money to tourism.

Senator LUNDY —Can you tell me where it came from—DITR?
Mr Dainer—It came out of the department’s departmental expense appropriation.
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Senator LUNDY—Which outcome?
Mr Dainer—That appropriation covers both of our outcomes.
Senator LUNDY —So which programs or areas of the department lost money?

Mr Dainer—It was actually out of a priority fund that we have. There was some funding in
that which went to fund this activity. So it was not all ocated to any particular activity.

Senator LUNDY—A priority fund; isthat what it is called?
Mr Pater son—That iswhat it is called, loosely, inside.
Senator LUNDY—What isit?

Mr Pater son—If we start the year and allocate every cent of the appropriation to divisions,
then circumstances that may arise during the year cannot be dealt with, or we have to take
money out of a division to be able to deal with circumstances. So as part of our normal
prudent budgeting process there are some reserve funds within the appropriation that will
enable us to deal with priorities as and when they arise. Nominally that priority fund is at my
discretion.

Senator LUNDY—Your discretion? So how much was in it at the start of last financial
year?

Mr Dainer—It was about $3 million at the start of the year, but it changes through the
year, as we have quite a number of different movements going on between divisions. They are
underspent in one area or overspent in other areas, particularly in relation to overhead type
items. But at the beginning of the year it was about $3 million.

Senator LUNDY—AnNd in regard to all of that underspend or movement, if there is
anything left over, itis effectively at the minister’s discretion asto how it is spent?

Mr Dainer—The secretary’s.

Senator LUNDY—Sorry, | didn’'t mean to give you a promotion there, Mr Paterson. So
how much isin that priority fund for the beginning of the financial year 2003-04?

Mr Dainer—Nothing. We have not started the process of the internal budget allocations.
We are about to go into that process and that will be finalised before the end of this financial
year, but at the moment, we arein the process.

Senator LUNDY —Isit a special account—
Mr Dainer—No, it is not a special account

Senator LUNDY—or isit in the general account, and whatever the bottom line is showing
iswhat is available?

Mr Dainer—VYes, it isessentially what is left—
Senator LUNDY—Unallocated.

Mr Dainer—That is right. Some years it might have nothing in it; it might be negative,
other yearsit will bein surplus.

Senator LUNDY—Can you tell me what else you used your discretion to fund in this
current financial year?
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Mr Paterson—As Mr Dainer indicated, it is not a clearly identified pot, if we can call it
that—

Senator LUNDY—No, that is why | am asking you what you spent it on, as opposed to
what isthere.

Mr Paterson—It does move depending on the allocations that we make to divisions at
different pointsintime. As you are aware, we have been through a process of restructuring the
portfolio and we had to provide adeguate resources to divisions to be able to accommodate
the change in staffing levels. We achieved that more quickly than we had budgeted for, so it
meant that there were some available additional resources. We have made additional
commitments in terms of providing additional support for training within the portfalio,
particularly inthe IT area.

Senator LUNDY—I am pleased to hear it

Mr Pater son—We have made substantial investments in terms of lifting the quality of the
IT architecture in the department to provide a platform that is stable for the use of staff to
deliver what we ask them to deliver on. It provides an opportunity for us to have a degree of
flexibility but, as Mr Dainer indicates, there is no guarantee in any particular financial year
that there will be anything that is unall ocated.

Senator LUNDY —I think you have made that clear. Can you tell me how much you have
spent on additional I T related expenses?
Mr Pater son—Not off the top of my head. Thereisavariety of issues—

Senator LUNDY—Is it $1 million? Is it $5 million—and | presume that that is all in
addition to what you pay Telstra.

Mr Pater son—I will come back to you on that specifically.

Senator LUNDY—Could you give me a breakdown of the expenditure? Also, if you have
engaged any contractors for that purpose, could you show me where, on the table that you
provided to me about ICT contractors, that fits into the scheme of things? So you received $2
million from the secretary for the Commonwealth’s contribution. When did the program start,
and when isit scheduled to end?

M s K elly—The program was launched by Minister Hockey on 7 May, and it is scheduled
to run through to the end of the financial year.

Senator LUNDY—The current financial year?

MsKelly—Yes. It is a short-term campaign.

Senator LUNDY—How much of the funding will go on generic advertising within
Australia—like the ads involving Ernie Dingo?

M s K elly—Of the $7 million, $3 million will go to generic advertising. That comprises the
Commonwealth’s contribution of $1 million, which See Australia is committing to generic
marketing, and securing an additional $2 million of marketing and advertising from media
partners and sponsors.

Senator LUNDY —What about the rest?
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Ms Kelly—That will go to tactical campaigns, which will include information on
destinations and products that will largely be put in place by the state and territory tourism
organisations.

Senator LUNDY—Are there any aspects of that that will not be put in place by the state
and territory tourism organisations?

Ms K elly—I will need to double-check that to give you an accurate answer. The majority
of it certainly is being put in place by the STOs, but | will have to check.

Senator LUNDY—Yes, please, if you could take it on notice and give me a full
breakdown of the remaining $4 million and also, within that, how that is allocated to the
states. Isit proportionally all ocated to the states tourism organisations?

M s Kelly—No. The process that was undertaken was that See Australia negotiated with the
states as to how much money they had available to invest in the campaign and looked at
matching their contributions. So really there is no formula. It is dependent on how much the
states have had available and been prepared to invest.

Senator LUNDY—So0 out of the states' $3 million poal it will depend on the proportion
that they contributed to the $7 million fund. How much money the states get out of it will
depend on how much they contributed?

MsKelly—Yes.

Senator LUNDY—Of the original $3 million spent, my understanding is that it was $2
million from industry sponsors along with $1 million of the Commonwealth’s that goes to the
advertising campaign. So $3 million by states and state industry stakeholders and the
remaining Commonwealth $1 million iswhat is redistributed back out to the states.

MsKelly—Yes.

Senator LUNDY —Plus some other programs that you are going to take on notice to tell
me about that are not state based.

Ms Kelly—Yes, that is largely a $4 million tactical campaign that is being delivered by
states and territories.

Senator LUNDY —Of which the Commonwealth is contributing $1 million.
MsKely—Yes; $1 million of that.

Senator LUNDY—BUt there are still some other aspects of that campaign that are not
driven by the states and that you are going to advise me on.

M s K elly—I would want to check that before | give you a definitive answer.

Senator LUNDY —I would be interested in whether there are any federal type campaigns
within that because that would further diminish the Commonwealth’s contribution to that
state-driven aspect of the campaign, anyway. Given that it wraps up in a month, how will its
success or otherwise be measured and assessed?

Ms Kelly—The states and territories will monitor an increase in inquiries—because most
of the states and territories are also running travel businesses—to the state and territory tourist
organisations. They will monitor hitsto their web sites. They will look generally at the state of
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the market and whether there has been an upswing in the areas that have been the subject of
the advertising. See Australia also has a program of research and surveys in the market that
looks at awareness and response to its generic campaigns.

Senator LUNDY—So will there be market surveys?
MsK elly—Yes, there will certainly be market surveys by See Australia.

Senator LUNDY—Will they be funded out of the $7 million or found in the department’s
alocation?

Ms Kelly—They are funded by See Australia, which in turn is currently on a four-year
funding program from the Commonwealth. So it receives Commonwealth and sponsorship
funding and out of that funding it commissions market research.

Senator LUNDY—Will you be able to publish an evaluation of this particular aspect—this
$7 million boost to the domestic tourism campaign?

Ms Kelly—There will certainly be an evaluation done and made available to the
Commonwealth and state and territory partners. | would not imagine that we would publish it,
but if you have an interest in it, Senator, | can certainly organise for you to be briefed on the
outcomes.

Senator LUNDY —Thank you. | will request that in advance of it occurring. On page 165
of the PBS it shows that the Commonwealth's contribution to the Australian Tourist
Commission will fall from $89.926 million in 2002-03 to $89.278 million in 2003-04—a
decrease of $648, 000. How does this reduction fit with the Commonwealth’s commitment to
increase funding for the ATC by $24 million over five years as stated in the 2001-02 annual
report? | think the reference there is page 56.

Mr Hopwood—Within the figure you just quoted is the amount for 2003-04 of $4 million
supplementary funding. The $24 million that you referred to is for the period 2001-02 through
to 2005-06—the first two years at $6 million and subsequent years at $4 million per annum.
Within that figure is a base figure, including that additional $4 million for next year and $6
million in 2002-03.

Senator LUNDY—Can you just go through both the actuals and the out years?

Mr Hopwood—Certainly. The year 2001-02 had an additional $6 million funding; 2002-
03 had $6 million; 2003-04, $4 million; 2004-05, $4 million; and 2005-06 also $4 million.

Senator LUNDY—So for 2003-04, despite the fact that there is a reduction in the bottom
ling, that includes the $4 million?

Mr Hopwood—Correct.
Senator LUNDY—That isabit of arip-off, isn't it? | thought you were going to get extra
money.

Mr Hopwood—If you look at 2002-03, that had an additional $6 million—so we have
dropped from $6 million to $4 million in the additional funding. In 2002-03, it incorporated
an item called the ‘capital user charge’ which is no longer represented in appropriations—
which is $600,000, approxi mately.
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Senator LUNDY —Isthe capital user charge between 2002-03 and 2003-04?
Mr Hopwood—Correct.
Senator LUNDY —Isthat what you attribute that $648,000 reduction to?

Mr Hopwood—It equates to about the same figure. There are alot of other factorsin there
due to the indexation factors applied by the Department of Finance—so you have a base
figure, the indexation supplements on top of that and the adjustment down from $6 million to
$4 million which we talked about. There is a combination of several factors and the end result
isthat minor decline.

Senator LUNDY —Perhaps the ATC could tell me: given the capital user charge changes,
indexation changes and all those other things, what does that mean for people on the ground?
Wheat is the comparison between your operational expenses for this forthcoming year and the
current financial year?

Mr Boundy—In a practical sense it does not make a lot of difference. One of the things
that frequently occurs overseasisthe rising cost of media. For usto maintain a presencein the
key markets of the world, we have actually had to withdraw from some of the lower priority
markets, but it means that we will be focusing on the top 20 markets of the world which
represent 90 per cent of the arrivalsto Australia.

Senator LUNDY—I will come to that. | still want to get an indication of this bottom line
impact for the ATC. | am not talking about additional expensesincurred by you at this stage—
| will come to that. At the moment, | want an indication of the bottom line impact for the
ATC. For example, does it mean that you have a net reduction in your operational budget
allocation by $2 million because of that change from $6 million to $4 million?

Mr Boundy—The reduction is less than one per cent; it is $600,000, which makes very
little impact on the way that we run the organisation. We are always trying to run it more
effectively and we have had to make some adjustments to maintain our presence in key
markets.

Senator LUNDY—Can you describe in which markets you have had to reduce your
presence in order to fund a more expensive presence in key markets?

Mr Boundy—Yes. | should make the point at the outset that visitors to Australia come
from 140 to 150 different countries. We have services through web sites and other means that
are available to visitors from every country, but we have been actively promoting and have
had a presence in 26 countries in the world. As we do every year, we looked at the
prioritisation of markets and, as | indicated before, in order to maintain the previous levels of
spending and effectiveness for the key priority markets, we have had to actively withdraw our
presence from six markets. To answer your question, those markets are: Sweden, Denmark,
Indonesia, South Africa, the Philippines, and Latin America.

Senator LUNDY —That is extraordinary.
Mr Boundy—These were markets where there was either a representative or—
Senator LUNDY —I am presuming that there has been a public announcement about this.

ECONOMICS



Tuesday, 3 June 2003 Senate—L egidation E 201

Mr Boundy—Yes, this has been in the press. The total expenditure in some of these
locations in the world was less than half a million dollars and once you get below that you go
below the threshold level at which you can do effective marketing. So we have had to take
those hard calls because it is important to support those markets that are going to be the
strongest for Australia.

Senator LUNDY—Losing a presence in six out of 26 countries is significant. Are you able
to give an indication as to the number of international visits from those countries? Are you
able to quantify in economic terms to the tourism industry what is going to be lost through the
removal of the marketing program from these countries?

Mr Boundy—It is very difficult to make those estimates, but less than five per cent of the
total 4.8 million visitors to Australia come from those countries.

Senator LUNDY —Less than five percent?

Mr Boundy—Yes. It is not asif they are going to be ignored though. It was only last week
that | was having discussions with the head of Austrade about the ability to work together to
capitalise on the presence that Austrade have in 60 countries around the world, whereas we
areonly in 20. As | say, servicing through the web site, which is one of the best web sitesin
the world, use of other agencies and some of the other programs of the ATC ensure that these
markets are not going to be ignored. It is just that we will be reducing the active presence in
those markets.

Senator LUNDY —Does that mean that there will not be any people there?
Mr Boundy—Yes.
Senator LUNDY —Whereas there were formerly people there.

Mr Boundy—In some of the markets, like Indonesia, we had a small office. In others we
had either a part-time or a full-time representative.

Senator LUNDY —Going back to my point about what is lost to the tourism industry or
the tourism market here in Australia, have you quantified the impact of the loss of that
marketing presence in those six countries?

Mr Boundy—It is impossible to quantify. We would like to think that we had been doing a
good job in those markets, but it is not as if visitors from those source markets are going to
dry up. There will still be active servicing by the industry. It is worth making the point here
that, whilst the government allocates $90 million to international marketing, the total
contribution from the private sector is in excess of $350 million. A lot of the industry
activities remain. We tend to provide a platform or a springboard for the private sector to
build on in our marketing around the world.

Senator LUNDY—Were these six countries identified purely on a numerical basis of
numbers of visitors, or what formula was applied to assess why these five countries were
included? Was it the nature of the type of tourism market or tourism dollar that these countries
provided? Backpackers come to mind, particularly with Scandinavian countries. What was the
qualitative assessment applied to pick these countries?
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Mr Boundy—We used a pretty sophisticated process of a matrix that looked at market
attractiveness on about five different parameters against the ease of delivering programs in
those markets, once again on about five different parameters, and we prioritised the markets
accordingly. They are always difficult decisions at the margin. You could argue that we could
even take a harder-nosed view that we perhaps should be in the markets that produce 80 per
cent of the visitorsinstead of 90 per cent. But we believe that this more scientific approach to
resource allocation took us a step forward. It is our best shot. This is not a precise science,
but, as | say, these markets will not be ignored.

Senator LUNDY—Based on your logic, if the expenses relating to maintaining a presence
in the other markets continue to riss—and | am sure you cannot point to any indicators that
that will stop—and given that now additional funding to Tourism Commission is clearly not
enough to maintain your presence in existing markets, we are going to lose more countries
next year, and then more the year after that. What is going to happen? Are we going to end up
with four?

Mr Boundy—Not necessarily. One could say that it really does not matter how much the
appropriation is. We try to leverage the funds we have as effectively as we can around the
world. Let me give you an example. There is $1 million that we spend on the Visiting
Journalist Program around the world—1,000 journalists coming to Australia every year,
generating $1 billion worth of publicity. In the same way, we use lan Thorpe as a holiday
ambassador in Japan to generate tens of millions of dollars of publicity. It is increasingly
about us having our strategies right and using the money to leverage up and do things smarter.
It does not necessarily mean that, as media costs around the world go up, we will reduce our
presence in countries.

Senator LUNDY—I till think that the point | made is afair reflection in terms of how you
have traditionally funded campaigns in those countries.

Mr Boundy—I think that is right. If we did stay with the status quo, it would be
increasingly difficult to fund campaigns. But | think our marketing is increasingly complex
and sophisticated. There is an increasing use of the Web; there is an increasing use of direct
marketing. It does not necessarily all depend on dollars for campaigns.

Senator LUNDY—With the additional funding—$6 million, $6 million and then $4
million for the next three financial years—can you confirm that there is nothing in those
additional funds now that can help offset some of the pressures we have been discussing? You
are already using that—

Mr Boundy—The appropriation going forward will remain at basically similar levels and
our five-year corporate plan takes that into account. The sorts of things that we have just been
talking about in terms of doing things smarter reflect that more sophisticated marketing
approach. The foreshadowed levels are what we are planning on.

Senator LUNDY—I note, again on page 165 of the PBS, that the industry contribution
seems to be falling by some $5 million. Can you outline the reason for that decline?

Mr Hopwood—Yes, there are several reasons for that. The magjority of the $5 million
reflects an approach we are taking in 2003-04 for a greater emphasis on our brand marketing
as opposed to our tactical cooperative. When we have tactical cooperative, we work with the
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various industry partners. They give us revenue and we increase the marketing spend that we
have. Obvioudly, our revenue goes up and so does our operating expenditure. When we go
through cycles—and we are entering into a cycle now—we need to effectively refresh our
brand position, and that means that the dollar spend goes more into the brand and the brand
type advertising and our revenue drops accordingly. That is the cycle that we go through.

Mr Boundy—To add something, the other thing that has occurred over the last two yearsis
that the industry has been hurting and a lot of the wholesalers that we traditionally partner
with just have not had the funds to contribute. While Mr Hopwood's comment is correct,
directionally we have also had some particular issues with the ability of certain partners to
contribute.

Senator LUNDY—It strikes me as a little obvious that in the budget documents thereis a
decline of $5 million from industry, and yet, under the previous program, we discussed how,
of the $7 million, industry itself has coughed up at least $2 million or $3 million all up within
that. Are the two in any way related and could it be that, because the government put the bite
on industry to fund the $7 million campaign to boost domestic tourism, it is failing to come
into your coffers from this other perspective?

Mr Boundy—No, | do not think there is any rdationship. They are different sources of
funding. The partners that we are talking about—

Senator LUNDY—BLut it is this pressure. You mentioned yourself the pressure on industry
to contribute is getting greater and greater and it would seem to me to be an obvious
correlation that, if they have had the squeeze put on them by the minister for that $7 million
special fund, of course they are going to find it harder to make contributions as stakehol ders
in the way that they normally would to the ATC.

Mr Boundy—With respect, there are no relationshi ps between the two programs. Our key
partners are overseas industry people and you are talking about domestic industry.

Senator LUNDY—So you do not think that is related?

Mr Boundy—There is no relationship. A lot of the overseas industry players, airlines and
also the wholesalers have been through pretty tough times in the last two years. | do not think
it isan attitudinal problem. | think it is probably more an ability to afford to participate.

Senator LUNDY—Again on page 165 of the PBS, it shows that total resources will fall
from $112 million to $107 million. Is that the net result of that reduction of $5 million from
the stakehol der input?

Mr Boundy—Yes.

Senator LUNDY—And you said that the way you are going to deal with that reductionis
to focus more on brand development as opposed to stakeholder partner initiatives. Is that an
accurate summary?

Mr Boundy—Yes, that isright.

Senator LUNDY—In terms of that brand development, on 12 May Minister Hockey
announced at the National Press Club a new international marketing campaign. Is that the
program in which you are hoping to devel op the brand?
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Mr Boundy—No, the $13.2 million that Minister Hockey announced is really response
programs to the current crisis. The rebranding of Australia is something that we will probably
roll out later inthe year. They are quite distinct.

Senator LUNDY —With regard to the rebranding, what do you roll out? | am not looking
for an advanced pitch of what you are going to do—but what does that mean? Is it a new
advertising campaign for the international market? Is it CD-ROMSs, videos, brochures with a
new logo about Australia?

Mr Boundy—It may be some or all of those things but essentialy it is redefined—
Senator LUNDY —Are there promotional videos for aeroplane flights?

Mr Boundy—Possibly. At the core of thisis redefining the core essence of Brand Australia
from a tourism perspective.

Senator LUNDY—That is pretty big.

Mr Boundy—It is, and it has not been done for five years. We think that in light of the
changes in the world and the more competitive environment we are operating in, it is time to
do that—to create some clear and compelling messages for people all around the world, in a
consistent way, to understand our country.

Senator LUNDY—Are you engaging external assistance to help you with this campaignin
the devel opment of this branding exercise?

Mr Boundy—Yes, we have a domestic agency and we have agencies in the key regions
around the world. The concepts have been developed in Australia but they are being tested
now with our people and our agencies around the world for relevance.

Senator LUNDY —So you do a bit of focus group work with those international markets?
Mr Boundy—Yes.
Senator LUNDY —When isthat going to be unveiled?

Mr Boundy—We would hope to be able to start communicating the key elements of the
new branding in the second half of this year.

Senator LUNDY—Will the minister make a big announcement: ‘Here is the new Brand
Australia and we hope alot of people will come' ?

Mr Boundy—We do not have particular plans for a launch but | could confidently say that
our marketing by the end of this year will start to reflect this new branding.

Senator LUNDY—That implies that there will be a transition rather than a big bang
change over.

Mr Boundy—I think that is right. We need to keep marketing Australia right through. The
current campaigns, the $13.2 million that you referred to is part of that activity.

Senator LUNDY—I was going to get you to fill that out in more detail. | am presuming
the $13 million, which includes the $7.9 million the minister announced in the week previous
to 20 May, would be spent on marketing in New Zealand and Japan. Is that correct?

Mr Boundy—That is correct.
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Senator LUNDY—Is the $13 million separate again? You said that it is separate to the
branding exercise.

Mr Boundy—Yes.
Senator LUNDY —Where doesit fit within your overall budget?

Mr Boundy—The funds for these campaigns have been taken from the current financial
year. We reallocated a lot of funds. Of the $13.2 million there was an original contribution to
markets of $4.8 million. We called some funds in from around the world, particularly from
some Asian markets. We then reallocated another $3 million back to the new campaigns. We
topped up some existing partner contributions—airlines and other industry partners such as
we talked about earlier—which totalled $5.5 million. Altogether, we have a campaign across
the four key markets of the world—which we think are the most conducive to travel, the most
responsive markets—totalling $13.2 million.

Senator LUNDY —So reallocated funding from within the ATC totalled $4.8 million?

Mr Boundy—It was $4.8 million from existing planned activity that the ATC had. Another
$3 million of ATC funds were reallocated to those particular markets—

Senator LUNDY —From those markets—

Mr Boundy—From other markets in the world. We virtually said, ‘Let’'s start with a clean
sheet. We will call all the fundsin and we will allocate back to the markets that we figure—

Senator LUNDY—When you say ‘call the fundsin’ are we talking about the six that were
cut?

Mr Boundy—No. These are essentially programs that might have been running in markets
like Singapore and Hong Kong that have been SARS affected. It is clearly not a clever thing
to be marketing in those countries at thistime.

Senator LUNDY—Where underspending occurred in, say, SARS affected markets, you
have pulled that funding in and reall ocated it?

Mr Boundy—Yes.

Senator LUNDY—How does that affect jobs in those areas? Have you had to lay people
off in those markets?

Mr Boundy—No, and in fact our people in those markets have never worked harder. Their
communication with the key partners has been one of the things that has kept the industry
going. It is not so much the disease but the reaction toit.

Senator LUNDY—I was not sure whether calling that money in meant that you were
actually pulling people out of offices for a period of time, or laying them off, or making them
redundant, or telling them to go on compulsory holidays.

Mr Boundy—No.

Senator LUNDY—None of that—good. So that $3 million that you have called in is
money that they would otherwise have expended on their ongoing marketing activities.

Mr Boundy—Yes, and the marketing programs in those countries will return when the
conditions improve.
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Senator LUNDY—The next one says ‘ Partners $5.5. million’.

Mr Boundy—There was a significant contribution from Japan Airlines of $3.4 million.
Senator LUNDY—So these are the international partners.

Mr Boundy—That is right. Qantas has been a very strong partner as well.

Senator LUNDY —Are these the same partners that are contributing $5 million less?
Mr Boundy—Yes, but—

Senator LUNDY —Busted!

Mr Boundy—The particular partnersthat | have mentioned have been very good with their
funding. We have many industry partners around the world—a number of airlines and a
number of industry players.

Senator LUNDY—I might be more accurate this time—I think | was off the mark last
time—but is the $5.5 million increase in this program linked in any way to the $5 million you
lost from international partners and stakeholders under your normal allocation from that
group?

Mr Boundy—To the contrary, we have been just delighted with the way that Qantas and

Japan Airlines have been keen and very willing to contribute to these programs in the current
environment.

Senator LUNDY—Are Qantas and Japan Airlines part of the group that reduced their
contributions?

Mr Boundy—The $5 million reduction includes all global airline and industry partners.

Senator LUNDY—Which includes Japan Airlines and Qantas. In terms of international
partners, who else has contributed to make up the $5.5 million?

Mr Boundy—We are starting to get into the area of commercial contracts, but | can say
that Singapore Airlines has been a very good partner of ours around the world. A number of
the large wholesalers, particularly out of the UK and the United States, are significant
contributors.

Senator LUNDY—We will leave it at that. However, | do not accept your claim for
commercial-in-confidence, | hasten to add. What are the four markets that are going to get
special attention under this program?

Mr Boundy—We have aready focused on New Zealand and Japan. In fact, the results
from the New Zealand campaign have been excellent. The next phase is the UK and the
United States markets. We think they are the markets that are most likely to respond to
marketing.

Senator LUNDY—Why?

Mr Boundy—Most of them have direct flights to Australia. They are not SARS affected.
In the case of the UK, we think there is an opportunity to stimulate demand.

Senator LUNDY —They were partnersin war.
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Mr Boundy—People in the United Kingdom are overcoming their concerns about
transiting in places like Singapore as better safety information has become available, so we do
believe that they are the most prospective markets.

Senator LUNDY—How did you identify the UK and the US as far as refocusing on these
four markets goes?

Mr Boundy—Through our people around the world we have regular dialogue and it
becomes pretty clear pretty quickly. We also have rich dialogue with the industry and the
airlines in terms of forward bookings, so we can monitor consumer sentiment pretty quickly. |
must say that the conclusion about these four markets was pretty obvious.

Senator LUNDY—They are also the markets in which you have always spent the most
money anyway.

Mr Boundy—Indeed.

Senator LUNDY —So0 now they get more.

Mr Boundy—They have had extra focus because they are the most likely to respond to
marketing at thistime.

Senator LUNDY —When will this program start and when will it conclude?

Mr Boundy—The Japan and New Zealand programs are already under way. The US and
UK campaigns have just started as well and will conclude within a few weeks.

Senator LUNDY—How long do these campaigns go for? Isit like a media blitz?
Mr Boundy—Yes. They are often in waves of three or four weeks at atime.

Senator LUNDY—Do you have any idea how much Australia's competitors for
international tourism are spending in these markets?

Mr Boundy—There is no doubt that the competitor spend has increased. We hear all sorts
of figures for appropriations from government. It is not often easy to find out how much is
actually being spent. Certainly the spend from some of our Asian neighbouring countries to
the north has increased significantly.

Senator LUNDY—Have you been able to quantify how $13 million Australian dollars
compares with some of the budgets from other countries?

Mr Boundy—We have a very good measurement of the effectiveness of our campaigns
and | can say without any reservations that we think that our marketing programs are at least
as effective as those of any other country that is marketing its own destination.

Senator LUNDY —I would hope so, but how do you compare on adallar for dollar basis?

Mr Boundy—It is difficult when you do not always know the exact amount that is being
spent by competitors, but the cost per response of our programs continues to fall and our own
measures are giving us confidence that we are doing the right things.

Senator LUNDY—Can you take on notice what intelligence you are able to share about
the competitors in those markets, particularly those four markets, and what Australia’s spend
is as compared to theirs.
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Mr Boundy—We will do that.

Senator LUNDY—Going back to the existing $4.8 million you found from within the
department—was it within Tourism or within the ATC?

Mr Boundy—It was the ATC.

Senator LUNDY—That narrows it right down. Can you confirm that this amount of $13.2
million, or whatever it is, is not new money.

Mr Boundy—That is correct.

Senator LUNDY—So with the $4.8 million that you found within your programs, what
other programs were forgone to provide that $4.8 million?

Mr Boundy—The $4.8 million was the original planned marketing programs within those
countries. We found an extra $3 million, which was reallocated.

Senator LUNDY—You went through the other $3 million. So nothing had to be cut or
foreshortened to find that $4.8 million?

Mr Boundy—No.
Senator LUNDY—Thank you.
Proceedings suspended from 10.28 a.m. to 10.48 a.m.
[10.48 am]

Senator LUNDY—I would like to continue on from a discussion regarding, in particular,
the US-specific campaign. | had drawn to my attention an article in the Australian, dated
today, about the film called Finding Nemo. The article is called * Aussie fish nets $108m at the
box office’ by Sophie Tedmanson. It says:

Last month the movie was featured in an Australian Tourism Commission—
that should be * Tourist Commission’—

marketing campaign encouraging American families to holiday Down Under.
Mr Boundy, you are quoted as saying:

This new campaign provides a great opportunity to capture the interest generated by the film to promote
Australiaas a placeto visit now.

You went on to say:

In the past movies like Crocodile Dundee, Priscilla, Queen of the Desert ... Mission Impossible 2 ...
have been hugely successful in inspiring movie-goers to visit Australia.

How does this campaign work and what sort of deal have you done with Disney to be able to
back-end in on the popularity of that movie?

Mr Boundy—There is permission to use that film to promote the country. There have been
no fees paid to Disney. It isjust a beautiful complement to our other marketing programs. It is
going to be huge in the United States, where it is already launched, and Japan as well.

Senator LUNDY —The box office takings have apparently surpassed Monsters Inc.
CHAIR—Which filmisthis?
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Senator LUNDY—It is called Finding Nemo.

Mr Boundy—Senator, it is about a little fish that swims to the Barrier Reef and then to
Sydney Harbour. Australiais exposed in a way that we can be so thankful for. The voiceovers
are done by Australian actors—Good to leverage.

Senator LUNDY —Indeed—Barry Humphreys and Geoffrey Rush, just to name two.
CHAIR—Isit akids' film?

Senator LUNDY—I think it isakids' film, yes, but | am sure you would enjoy it, Senator
Brandis.

CHAIR—If itisakids film, | would.

Senator LUNDY—How does that work? Can you use images from the film in your
promotional material?

Mr Boundy—With permission. | do not think we are using images from the film, Senator.
| think we are just linking in with some of the promotional activity around the film.

Senator LUNDY —Like what?

Mr Boundy—It is often in print—a lot of the print advertisements and the campaigns. It is
not on television. | think the activity is magazine and daily press based, and also through the
trade that can leverage off it as well.

Senator LUNDY—Apparently it is released here in August, so we will finally get to seeiit.
Can you tell me where the regional tourism program is up to? My understanding is that
applications for grants closed on 1 April.

Mr Peel—Senator, as you have indicated, applications have closed. We have 292
applications and we will be announcing the successful applicantsin July.

Senator LUNDY —Thereis $8 million available to be all ocated, isn't there?
Mr Peel—There was $8 million over four years.

Senator LUNDY —So how much in this round?

Mr Peel—In thisround, $1.5 million.

Senator LUNDY—Do you have any guidelines or parameters about the size of the
projects that you can fund? Isthere atop limit?

Mr Peel—Not necessarily, Senator, but | think the sorts of levels of funding for these
grants over time have been $50,000, $20,000—in the tens of thousands rather than
significantly more. The typical range is $25,000 to $75,000.

Senator LUNDY—I am not very good at maths, as you probably know by now. How
many projects can you fund, say at $50,000, into that $1.5 million?

Mr Peel—About 30.

Senator LUNDY —It is not a high percentage out of 292 applications.
Mr Peel—No, it is not, Senator.

Senator LUNDY —It is obviously a very competitive program.
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Mr Peel—It is an extremely competitive program, and historically we have had many
more applications than funding available.

Senator LUNDY —Can you outline the process being used to assess the applications?

Mr Peel—Yes. The applications are submitted by the applicants and they are assessed by
our various state and regional officers in Ausindustry. They are then reviewed by our tourism
section in Canberra and submitted to a delegate in the department who makes the final
decision.

Senator LUNDY —You have anticipated my question well. What level in the department?

Mr Peel—SES level; general manager level.

Senator LUNDY—Those at general manager level make the final decision on who gets
the funding?

Mr Peel—That isright.
Senator LUNDY —Do those decisions have to go to the minister’s office?

Mr Peel—The minister is advised of the decisions and the minister would normally make
the announcement.

Senator LUNDY —Can the decisions by the del egate in the department be reviewed by the
minister?
Mr Peel—No, the minister is at arm’s length from the decision-making process.

Senator LUNDY—Would you be able to provide this committee with the assessment
documents?

Mr Peel—What do you mean by assessment documents?

Senator LUNDY —The criteria against which you assess the successful applicants and the
actual assessment.

Mr Peel—I can tell you what the criteria are now. The merit criteria are: potential to
promote regional tourism growth, how the project fits in with tourism strategies for the
region, value for money, and the capacity of the applicant to deliver the project.

Senator LUNDY—How do you document the assessment process when you are
comparing applications with each other.

Mr Peel—Each application is individually assessed by Auslndustry staff in our various
state and territory offices. They come up with a score for each application. The scores are then
all aggregated nationally, reviewed by a small group in our Canberra office and submitted to
the delegate for approval in arank order.

Senator LUNDY—Inapriority order?
Mr Peel—Yes.

Senator LUNDY—Are there any allocations applying to states—for example,
proportionality?
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Mr Peel—No, they are assessed on their merits. Although, | should say that, for this
particular round, preference is being given to applications from bushfire or drought affected
areas, so thisoneisabit unusual in that respect.

Senator LUNDY—I was going to draw your attention to the Hansard from the last round
of estimates where there was some discussion about this program and its ability to preference
bushfire affected areas. Has the minister said that?

Mr Peel—Yes, the minister has asked us to do that and the guidelines have been amended
to allow usto do that.

Senator LUNDY —Apart from that ministerial direction, the assessment process is till
completely independent of the minister’s office?

Mr Peel—Yes, the assessment processis at arm’s-length from the minister.

Senator LUNDY —Have you set aside a proportion of the fund for these areas? How are
you building that priority into your criteria that you mentioned before?

Mr Peel—We have not set aside any particular proportion. What we would do in the
assessment process is give them extra marks, if you like, because they are from a bushfire or
drought affected area.

Senator LUNDY—So it could push them up thelist?
Mr Peel—Yes.

Senator LUNDY—Does the minister have an expectation of a percentage or proportion of
projects to be related to drought or bushfire affected areas?

Mr Peel—No, the minister has not given us any targets in that respect.

Senator LUNDY —Will the successful applicants be posted on the department’s web site?

Mr Peel—Yes, they will be.

Senator LUNDY—In the last round of estimates in February there was some discussion
about See Australia looking at what they could do within the funding provided to them for

domestic tourism for marketing assistance in drought and bushfire affected areas. Did
anything come of that?

Ms Kelly—Yes. See Australia did launch an additional bushfire and drought oriented
campaign for which we provided them with an additional $160,000. That funded an Ernie
Dingo advertisement that you may have seen on television ‘In these troubled times' where he
issitting inarural scene. That was the initiative.

Senator LUNDY —How long did that ad run for?

Ms Kelly—I will have to check for you. | do not have the exact dates for that campaign,
but | can take that on notice.

Senator LUNDY —Could you provide me with the dates when that ran. | remember seeing
the ad at least a couple of times. Can you explain where the Regional Tourism Program is
being managed from within the department?

Mr Peel—It is managed from Ausl ndustry.
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Senator LUNDY—How do you work with the tourism part of the department and
coordinate the relationship?

Mr Peel—Effectivey, the way that it works is that the department has policy divisions that
develop policy in particular areas of industry, including tourism. Auslndustry delivers the
programs on behalf of the department so Auslndustry is the program delivery arm. All of the
programs that we deliver are connected to various policy initiatives in the department. We
work very closely and on a regular basis with the tourism division and keep them informed of
how the program is going and that sort of thing.

Senator LUNDY—Will the successful applicants for the Regional Tourism Program be
posted on the department’s web site?

Mr Peel—Yes.
Senator LUNDY —And, presumably, be delivered viaa ministerial press release.
Mr Peel—I would anticipate that there would be a pressrelease, yes.

Senator LUNDY—I am sure you are working on it already. | will focus onthe ACT for the
moment but ask the question more generally. Is there any additional funding allocated to the
ACT to boost or to offset the decline in tourism as a result of the fires?

Ms Kelly—Yes. The ACT will be provided with a one-off payment this financial year of
$500,000—the actual payment is still in the process of going through—which isto help cover
the cost of tourist promotion initiatives, particularly the Capital Autumn campaign, designed
to assist recovery from the January downturn.

Senator LUNDY —Isthat out of this current financial year’s budget?
MsKelly—That isright.

Senator LUNDY—What are the terms and conditions associated with that money being
giventothe ACT?

Ms Kelly—To my knowledge, the contract has not yet been finalised, but the money is, as
| said, to be directed to the marketing campaign entitled ‘ A Capital Autumn’ which is largdly
complete. The money was asked for some time ago and Minister Hockey undertook to use his
best endeavours to provide some money. It was put to the government as part of the broader
ACT request for overall assistance post the bushfires and so it became part of that decision-
making process. The department did find the $500,000 from within its resources to pay the
ACT that money this financial year.

Senator LUNDY —Is the fact that it has not been allocated as yet the result of the
department’s discussions with the ACT government? Is that how that will be resolved, or is it
something else? Is it something that the minister isinvolved in—linking it with other moneys
somewhere else?

MsK elly—Because it was part of a broader decision on providing post bushfire assistance
to the ACT, the funding was not announced until early May, so it has simply been a matter of
going through the process of putting a contract together. | do not think there is any
impedi ment to that being finalised. We expect it to be finalised within the coming week or
two.
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Senator LUNDY —Is the fact that that part of the tourism campaign that that money was
identified to support is nearly over going to jeopardise it or does that have no impact?

Ms K elly—It has no impact. Can | just add to my previous answer. You asked how long
the See Australia drought and bushfire campaign was to run. | now have that information. The
advertisements began on 24 March for a four-week period.

Senator LUNDY—Do you expect that this $500,000 for tourism assistance to the ACT
will be finalised within a couple of weeks?

MsKelly—Yes.
Senator LUNDY —Can you be more specific, Mr Paterson?

Mr Pater son—Within the next couple of weeks. The answer to the question was yes. It is
my expectation that it will be resolved very soon.

Senator LUNDY—What requirements on the use of the $500,000 does the department
have?

Ms Kelly—The key requirement is that the money is to be used for the Capital Autumn
campaign and tourist promotion initiatives to assist recovery from the January bushfires, so
there are no onerous requirements being placed on that funding.

Senator LUNDY—Was similar funding given to other bushfire affected areas in Victoria
and New South Wales?

Ms Kelly—No. The department has not provided specific funding to Victoria or New
South Wales.

Senator LUNDY —But it had previously.
Ms Kelly—Yes, there was some funding provided to New South Wales post the January

2002 bushfires. The department, as we have previously acknowledged, has provided money
for See Australia to run a broader campaign which would assist those areas as well the ACT.

Senator LUNDY—When the government announced support for the ACT they talked of
$500,000 in bushfire relief. Is that the same as this $5000,000 or is the $500,000 bushfire
relief separate to that for tourism?

Ms Kelly—I do not have the details of the broader overall Commonwealth bushfire
assistance to the ACT so | can only really refer to the $500,000 that we have provided to
them. That, plus the See Australia campaign, plus the emphasis in the regional tourism
program on drought and bushfire affected areas, comprised the package of tourism assistance
focused on drought and bushfire areas.

Senator LUNDY—What have you called that amount of money allocated to the ACT?
Have you called it bushfire relief or have you called it tourism relief?

Mr Dainer—The measureis actually called tourism promotion in the ACT.

Senator LUNDY —Has the department conducted any impact studies on the effect of the
18 January bushfires on both ACT and regional tourism?

M s K elly—No specific studies have been done.
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Senator LUNDY —Isit your intention to do any?

M s K elly—We have been provided with information from various regions, whichis largely
anecdotal information, and some empirical information, but it has not been our intention to do
aformal study.

Senator LUNDY —Is that also true in relation to the See Australia response to drought or
bushfire affected areas? Is that campaign and expenditure informed by any research?

Ms Kelly—All of the campaigns are evaluated. See Australia routinely evaluates every
advertising and public relations campaign that it puts into the market; in fact, the ACT, |
understand, are evaluating the Capital Autumn campaign. Routinely, if we contribute to
marketing campaigns, they are eval uated.

Senator LUNDY —Retrospectively; so the campaigns are uninformed by research initially
but you do evaluate them and do the research after to assess the eff ectiveness.

Ms Kelly—The See Australia campaigns are routinely informed by market research. The
drought and bushfire campaigns were quick response campaigns to an immediate situation.
There was not time taken to go and do empirical research about the impacts. There was some
information collected about the impacts, but it did not extend to the extent of a formal survey
of problems.

Senator LUNDY—DITR, for example, was not commissioned to do any specific research
or analysisinto drought or bushfire affected areas?

M s K elly—No, we have just completed a survey of about 2,200 tourism busi nesses around
the country, which includes looking at businesses in the ACT and other areas. We have done
some current research and that was focused on the impact of SARS issues on industry, but we
did not do any focused specifically on bushfires and drought.

Senator LUNDY —In the preparation of the tourism budget for this forthcoming financial
year was the submission from the Canberra Business Council taken into account? Specifically,
it mentioned tourism and bushfire related tourism issues.

Ms K elly—I would have to check as to whether we have the Canberra Business Council
submission. As there were no specific budget initiatives in the tourism area in this budget, the
answer is no because there have been no specific changes to the tourism budget.

Senator LUNDY—Does the department get involved in issues like the imposition—in
some cases the non-imposition—of entry fees on national institutions in the ACT specifically
but also more generally and the impact that potentially has on visitation?

M s Kelly—We would get involved in two ways. If they were matters that went to cabinet,
we would be involved in advising on cabinet submissions. That | do not think would be the
case in most cases. If representations were made to the minister around these issues, the
minister may take them up. We may prepare letters et cetera. In those ways, we may become
involved.

Senator LUNDY —Apparently arising out of the national cultural institutions review,
which isin the portfalio of the arts, whilst that review did not make a recommendation or a
finding to impose user charges in national cultural institutions, apparently there has been
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some sort of working party established to look at that. Would you be involved in any way on
the consideration of user charges or entry fees to national institutions, given the link with
visitation?

M s K elly—We are not on any such working party.

Senator LUNDY—Do you have an interest in those kinds of issues or do you not get
involved?

Ms Kelly—We would only become involved if there were some implications raised for
tourism.

Senator LUNDY—That is the point: in the business council submission, and generally,
there are concerns raised about the impact of entry fees or user charges on visitation levels
and, therefore, on tourism. To me, thereisa direct link.

Ms Kelly—We would have an interest in the outcomes of the review and by monitoring
whether there were any impacts on tourism as a result of changes to the user charging regime.

Senator LUNDY —But currently there is no working party or interdepartmental group to
provide input into that consi deration from a tourism perspective?

MsKelly—Nonethat | am aware of.

Senator LUNDY—That is a shame. From an Australian Capital Territory perspective,
Canberra was awarded five titles at the National Tourism Awards in Adelaide in February this
year. In the context of that success but also more generally, is there a possibility for the
National Tourism Awards to be conducted in Canberra at some point?

Ms Kelly—The Australian Tourism Awards are actually rotated around the states. They
were in South Australia last year; they will be in Western Australia in 2004. | would have to
check when the Australian Capital Territory’s turn comes up but my understanding is that they
will rotate through Canberra at some point in the future.

Senator LUNDY—So the national capital does get a guernsey?
MsKely—I believe so.

Senator LUNDY—If you could you take on notice when that is scheduled and let me
know, that would be good. Do you get involved in other ACT issues, like the permanent siting
of Floriade?

M s K elly—No. We have not been involved in issues around Floriade.

Senator LUNDY—In this year’s budget we noted that the National Capital Authority—
obvioudy not in this department—has expanded i nto event management and the promotion of
Australian National Capital activities. Are you involved in this in any way or was this arising
out of arecommendation from the tourism divisionin DITR?

MsKelly—No. We are not closely involved in the decision making around the organisation
of the ACT tourism budget or structures.

Senator LUNDY—This is federal money for the NCA. It is impacting, hopefully
positively, on Australian Capital Territory opportunities to promote national capital
attractions. You are not involved in any way?
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M s K elly—We have not been, no.

Senator LUNDY—In terms of your communication and relationship with Canberra
Tourism and Events Corporation, CTEC, how is that managed?

Ms Kelly—We interact with CTEC in a range of ways. The CEO of CTEC is a member of
the Australian Standing Committee on Tourism, which meets twice a year. | referred earlier to
the tourism response plan. We have a teleconference of CEOs at the moment every Monday
morning to which the CEO of CTEC is an invitee. There are regular meetings of tourism
CEOs. The ATC is aregular attender and the department is an attender as necessary. There is
quite a lot of opportunity for interchange and discussion with not only CTEC but the other
state tourism organisations as well.

Senator LUNDY—Just going back to the preparation of the tourism green paper, can you
confirm that the submission from the Tourism Industry Council of the ACT was taken into
account when the green paper was drafted?

Ms Kelly—Yes, the views were certainly taken into account. Minister Hockey has met
twice with the Tourism Industry Council over the period of formation of the green paper about
particular issues.

Senator LUNDY —I know the green paper is coming out on Thursday, but are you able to
tell me whether it addresses particular issues affecting different states and territories?

Ms Kelly—The green paper has a national focus. It is focusing on issues of national
significance to the tourism industry.

Senator LUNDY —It does not really drill down into either geographic regions or state or
territory issues?

MsKelly—In general, no.

Senator LUNDY—Does the Tourism Division get involved in issues like the need to
redevel op the National Convention Centre here in Canberra?

M s K elly—No, we have not had any involvement to date.

Senator LUNDY—Could the Tourism Division and the Australian Tourist Commission
take on natice to provide me with full cost details about their web site—the cost, contractors
and time of signing.

M s K elly—Okay.

CHAIR—Thank you, ladies and gentlemen. We will now return to Geoscience Australia.
[11.24 am]

Geoscience Australia

Senator LUNDY—Can you provide me with an overview of the implications of the 2003-
04 budget on Geoscience' s overall allocation?

Mr Williams—The money we received in the budget—the $61 million over four years—
goes to our petroleum program. | will ask Dr Powell, the Chief of our Petroleum and Marine
Division, to give you a breakdown of how that money will be spent within his division.
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Senator LUNDY —Could you take me to the page on PBS that shows that, please?
Mr Robinson—Page 128.

Senator LUNDY—We are looking at the core petroleum program?

Mr Williams—That is the one.

Dr Powell—The core petroleum program consists of the staff resources and laboratory
operations of my division and will continue the basic geological work to promote Australia’ s
petroleum potential for exploration purposes. That will be $36 million over four years but is
an ongoing commitment by the government to funding that program beyond that period.

Senator LUNDY —Wheat does that involve?

Dr Powell—Basically, it is the salaries of 88 staff and the operations associated with their
scientific programs in the office: the operation of the laboratories, the work in marketing the
petroleum potential to overseas companies and to companies in Australia, and also the basic
geological analysis work that is undertaken by those staff.

Senator LUNDY —Soisthat people out there, taking geological samplesto suit—

Dr Powell—No, this is the offshore program. The second tranche of money is $25 million
over four years, which is the seismic data acquisition and preservation. That comprises funds
to undertake surveys in the marine environment. It will comprise seismic surveys, geological
sampling surveys from the seabed, in order to identify new frontier areas for petroleum
exploration. In addition, there will be an amount of money for data recovery from the
repositories of industry data. We have some half a million magnetic tapes of industry data
which are made available to the industry but they are deteriorating and will be transformed
from nine-track tape to modern media.

Senator LUNDY—How much of the $25 million will be allocated to preserving the
seismic data tapes?

Dr Powell—It is approximately $10 million over four years.

Senator LUNDY —Isthat evenly spread across that four-year period?

Dr Powell—We are doing the due diligence because we will take just about all the tape
copying resources that are available in Australia to do this task. We will be consulting with the
industry about the cash flow. It is tentatively scheduled for about $1 million in the
forthcoming financial year and $3 million in each of the succeeding years.

Senator LUNDY—I would like to go back to the core petroleum program. You mentioned
the work in marketing the petroleum potential that is going on within the laboratories at
Geoscience Australia and the 88 staff.

Dr Powell—Yes, we do regional studies of the petroleum geology around Australia using a
combination of industry data, data that we have collected and data that will be collected in the
new program. Typicaly, we have geologists, geophysicists and geochemists who are
analysing this data to assess the petroleum potential.

Senator LUNDY —That analysis of the existing data takes place in the |ab.
Dr Powell—In the office.
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Senator LUNDY—Is that where the 88 staff or a proportion of the 88 staff will be
allocated?

Dr Powell—Yes, the 88 staff are people who have been working in Geoscience Australia
for a number of years, but the program has been subject to a recurring funding program and
this budget measure will continue that activity for the future.

Senator LUNDY—So will there be additional employment opportunities or will staff
numbers remain the same?

Dr Powell—There will be some employment opportunities but relatively small. Because of
our switch from an office based activity to a field based activity, we are looking at the
distribution of the capabilities that will be needed to deliver that program and there will be a
smaller number of new positions created. But it will not really change our net staffing position
because we have used a number of temporary staff in recent years.

Senator LUNDY —So you will be getting rid of the temporary staff?
Dr Powell—Their contracts will not be renewed but they will be replaced by other people.

Senator LUNDY—Regardless of their terms and conditions of employment, will there be
a net reduction?

Dr Powell—No, there will be a small net increase.

Senator LUNDY —Out of the 88 staff required for this project, how many are new staff?
Dr Powell—We would antici pate somewhere between five and 10.

Senator LUNDY —Not including other temporary staff.

Dr Powell—We have not engaged in a magjor field program for several years. Obviously,
when you go to afield program you need different skills from those that we currently have.

Senator LUNDY —I appreciate that. | am trying to get inside that to find out how many of
the 88 staff will be new staff for that project and how many staff from other areas whose skills
are no longer required will be allowed to be made voluntarily redundant, or choose to go, or
not have their contracts renewed, or whatever.

Dr Powell—Typically in a program like ours we have a small, constantly turning over,
number of temporary staff who will be employed from periods of three to six months for
specific activities. Typically, they are data related activities. Usualy, at the end of the
financial year, they come to an end and we switch to a number of new activities that will be
required in the forthcoming year. There is a constant turnover of a small number of 10 to 20
staff in what we would call the temporary area to meet short-termissues.

With the advent of the new program there are a number of positions, particularly related to
field operations, that we will need to fill in order to deliver on this program. We antici pate that
there will be five to 10 positions in that area. There will sill be some temporary
appointments, but at this stage we have not worked out in detail how many that will be.

Senator LUNDY—Does that mean that, with the supplementation of 10 or so for this
project, there will be 10 or so temporary staff that will not have their contracts renewed?
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Dr Powell—Not necessarily. We have a pool of people that are constantly turning over. It
is difficult to say that there will be a number of people finishing because of the new program
and the change of direction. The tasks that we employed them for will be finished by 30 June
and they were employed on that basis and with that expectation.

Senator LUNDY—I am not suggesting that they are not, | am just trying to get the actual
numbers from you.

Dr Powell—At present we have of the order of 20 temporary and contract staff in the
program who will be finishing, in the normal expectation, on 30 June. Some of those contracts
will be renewed; some will not be renewed because they have been working on specific tasks.

Senator LUNDY—How many have been working on specific tasks that you do not intend
to renew?

Dr Powell—I would have to take that on notice.
Senator LUNDY —Isit 10?

Dr Powell—No, it would not be 10.

Senator LUNDY —Isit more than 10?

Dr Powell—It would be less than 10 probably.

Senator LUNDY—Could you take that on notice. Do the 88 staff include those for the
surveys for the collection of new seismic data or is that separate?

Dr Powell—The collection of new seismic data will be done on contract because we have
to hire ships in order to do the survey work. The funding for the seismic data acquisition and
preservation will be largely contracted out.

Senator LUNDY—But you would put Geoscience staff on those ships, wouldn’t you?

Dr Powell—Yes, some of our staff will go as contract managers on the vessels but we will
use contractors to do the work.

Senator LUNDY —To do the data collection?

Dr Powell—Yes, because these are specialised seismic acquisition vessels.
Senator LUNDY —I thought you used to have staff do that.

Dr Powell—We no longer operate our own vessd.

Senator LUNDY—When you contract the vessel to do this work, you also contract
effectively the scientific researchers that collect the data on those ships as well?

Dr Powell—What we do is contract the seismic acquisition company to do the work. With
that total package comes the geophysical acquisition scientists and the technicians, which are
very specialist aress.

Senator LUNDY —So who do you contract?
Dr Powell—There are a number of international companies that service the northern—
Senator LUNDY —Arethere any Australian companies?
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Dr Powell—There are no Australian companies. There are a humber of companies that
operatein Australia.

Senator LUNDY —Like who?
Dr Powell— Fugro, for example.
Senator LUNDY —From where?

Dr Powell—Fugro is a Dutch-Norwegian conglomerate. And there would be companies
like Geco-Prakla.

Senator LUNDY —Where are they from?
Dr Powell—Similarly, they tend to be European or American companies.
Senator LUNDY —Arethere any others?

Dr Powell—The number of companies that would normally operate in Australia is
probably three or four.

Senator LUNDY —Who are the other two?

Dr Powell—It is on the tip of my tongue; | cannot remember the name of the Brisbane
based company at present; | can let you know.

Senator LUNDY—If you could take that on notice. | presume they are put out to
competitive tender.

Dr Powell—Correct.

Senator LUNDY—Have you released the request for tender for this round of collection of
new seismic data or does it work on ‘each trip’ basis? Do you contract them for 10 years?

Dr Powell—We are looking at the terms and conditions under which we will contract that
data. Essentially, the announcement was made in the budget less than one month ago and we
are going through the process. They are designing the specifications now.

Senator LUNDY —In terms of no longer having your own ship, when did you divest?
Dr Powell—In 1998.

Senator LUNDY —Have you always used external contractors since then?

Dr Powell—Yes.

Senator LUNDY —Including the scientific crew—the research crew?

Dr Powell—It is not aresearch crew in that sense.

Senator LUNDY —It is data collection.

Dr Powell—It is standard operating acquisition programs that are run for the industry and
we particularly give them our specifications and we normally contract them.

Senator LUNDY—So since 1998 you have not had Geoscience employees on ships
collecting that data themsel ves?

Dr Powell—We put on what in the industry is called the bird-dog, which is the contractee’'s
representative, to do the quality control aspects.
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Senator LUNDY—And that isit?
Dr Powell—And that is basically it.

Senator LUNDY—Can you take on notice to provide this committee with the costs
associated with all of those contracts since 1998?

Dr Powell—This is the contracts that we have undertaken in seismic acquisition since
19987

Senator LUNDY—Yes. Are there any other areas where you contract ships, other than
seismic acquisitions?

Dr Powell—We use the marine National Facility for work at sea and, traditionally, we have

used it where we have applied for time on the vessd in a competitive scientific program basis.
In the future, we are also proposing to contract that vessel for—

Senator LUNDY—So thisisthe marine National Facility?

Dr Powell—It is operated by the CSIRO marine division.

Senator LUNDY —Isthat a boat?

Dr Powell—Yes.

Senator LUNDY —The marine National Facility isaboat run by the CSIRO?

Dr Powell—Yes.

Senator LUNDY —And you have used that before to collect seismic acquisitions?

Dr Powell—We have used it for small scale seismic acquisition. Seismic acquisition occurs
at many different scales and intensities. We have used our own light seismic gear on board the
National Facility.

Senator LUNDY—OKkay, so what you had on your own boat, you put on the CSIRO ship?

Dr Powell—No, when we had the Rig Seismic, it was set up as a full scale industry
equivalent seismic acquisition system. When we want to do that work, we contract equivalent
industry ships.

Senator LUNDY —Right, to do all of it and you send a contract manager on that ship.

Dr Powell—There are certain types of work where you use small seismic systems—using
high resol ution where we have our own equipment which we will deploy.

Senator LUNDY—Which is different to what the industry shipslook like?

Dr Powell—Yes, it is much smaller scale. The depth of penetration into the earth is much
less and it has different resol ution. We will use that on the marine National Facility.

Senator LUNDY—The CSIRO ship?
Dr Powell—Yes. CSIRO are the operators of the marine National Facility.

Senator LUNDY—Can you take on notice how much money that you have spent on that
since 19987
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Dr Powell—Yes. We have also used French vessdls for the Marion Dufresne and the
L’ atalante which we have contracted to do, particularly, swath mapping and high-resolution
seismic data

Senator LUNDY —Who isthat?

Dr Powell—The vessels are operated by the French Polar Institute and the I nstitut francais
de recherche pour I'exploitation de la mer—IFREMER, for short.

Senator LUNDY —So a French vessel on which you use some of your own equipment, or
not?

Dr Powell—No, we have used the equipment that comes with the vessels and that work
has been done for the National Oceans Office. The funds have been provided by the National
Oceans Office for us to contract that work.

Senator LUNDY—Do you provide a crew of researchers or scientists?

Dr Powell—We provide on-board scientists to manage—

Senator LUNDY —On the IFREMER ship?

Dr Powell—Yes.

Senator LUNDY—And Geoscience provides scientists for the marine National Facility?

Dr Powell—Yes. What They provide some basic capability and our scientists go on the
ship and run the program.

Senator LUNDY —Can you take on notice to provide us with the costs incurred for the use
of the IFREMER ship aswell?

Dr Powell—Yes.

Senator LUNDY—What proportion of the $25 million do you anticipate will go towards
contracting a ship?

Dr Powell—We anticipate that approximately $15 million will be spent over four years on
contracting external vessels.

Senator LUNDY—I presume that the remaining $10 million is for the data recovery
program?
Dr Powell—That is correct, yes.

Senator LUNDY—Back up to the core petroleum program, we have gone through the staff
issues and the science and data analysis. You mentioned marketing potential, what are the
expenditure items under that category for that project?

Dr Powell—Every year the government releases new areas for petroleum exploration
through the Department of Industry, Tourism and Resources. The write-up of the technical
description of those areas and the technical marketing is undertaken by Geoscience Australia
whereby we visit companies overseas to interest them in Australian petroleum exploration.

Senator LUNDY—So thereis atravel budget in there?
Dr Powell—Yes
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Senator LUNDY —How muchisit?

Dr Powell—I will have to take that on notice.

Senator LUNDY—Who would go?

Dr Powell—Typically, a senior scientist and two other scientists would go on one of those
visits.

Senator LUNDY—If you do not have a copy here, could you take on notice what the sort
of itinerary that you are planning for that exerciseis?

Dr Powell—The announcement of the release of acreage is normally made at the annual
APPEA conference which is held in March-April this year. Typically you would send the
scientists along with representatives from ITR to Japan. This year they were scheduled to go
to China, but it was cancelled because of the SARS outbreak. They would also visit the
United States and Canada and that has taken place in recent weeks.

Senator LUNDY —It has taken place in recent weeks?

Dr Powell—Yes.

Senator LUNDY —So that happens on an annual basis?

Dr Powell—That is correct.

Senator LUNDY —You also mentioned regional geological surveys.

Dr Powell—Our task is to try to open up new frontier areas for petroleum exploration, and
so those surveys will be taking place in areas which we have identified as having petroleum
potential.

Senator LUNDY —You are sending teams of scientists into specific areas of Australiato—
Dr Powell—It isall offshore; it is done off ships.

Senator LUNDY—Sorry, | am getting confused. How do those regional surveys work,
then?

Dr Powell—We are going through a consultation with industry at the moment to identify
potential areas that may be of interest to the industry down the track, and providing some
basic data for them to evaluate those areas. The areas would be along Australia’'s southern
margin, off south-west Australia; there would also be some areas off northern or north-
western Australia and, perhaps, even on the Lord Howe Rise to the east of Australia.

Senator LUNDY —On the what?

Dr Powell—The Lord Howe Rise is a continental ridge, on which Lord Howe Island is
located but which extends far to the north and south of that area.

Senator LUNDY—Just to clarify: are those regional surveys linked to where you contract
the shipsto goto?

Dr Powell—Yes. We will undertake seismic surveys off the vesselsin those areas.

Senator LUNDY —So that regional survey is really how you establish a plan as to where

to send the ships? | am sorry; | am not an expert in this area. | am just trying to gain a far
better understanding.
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Dr Powell—We identify areas of petroleum potential. Then, on the basis of some
knowl edge that exists, we would plan a survey. We would then contract a seismic vessd to do
the survey over these areas, which collects information on the subsurface geology. We would
then have a team of scientists work on the interpretation of those results, and they would
prepare the material for release to the oil industry to demonstrate that the key elements of
petroleum generation and accumulation may exist.

Senator LUNDY—What involvement does the industry have in determining where these
surveys are conducted—that is, the places that you nominated?

Dr Powell—We have views on possible areas of interest, but we like to road test those
views with other people because petroleum potential often liesin the eyes of the beholder. We
are in the process of undertaking a consultation with national and international companies
about areas that may be of interest.

Senator LUNDY—Then, as you said, you make that data available to them once it has
been processed and anal ysed in some way.

Dr Powell—Yes.
Senator LUNDY—How much do they pay for it?

Dr Powell—The purpose of this program is to attract them to invest funds, and so we
provide data at the cost of transport. We do not charge them large amounts for it.

Senator LUNDY—That is very interesting. Mr Paterson, we heard earlier that tourism
operators have to pay for the data produced by the Bureau of Tourism Research on a cost
recovery basis. Why do petrol companies not have to purchase the data to help offset the costs
produced? It is all upside for them, isn't it?

Mr Paterson—It is not all upside—if only that were true—and it is not the petrol
companies per se.

Senator LUNDY—Whoiisit, then?

Mr Pater son—We are talking about exploration in highly expensive, no guaranteed return
areas. Australia competes in a world market for exploration dollars, and this is about
providing precompetitive data to encourage people to invest very large sums of money in
exploration within areas of Australia’s interest. So it is about providing the infrastructure to
encourage that investment to occur. In the absence of this public investment in the
precompetitive data, it is unlikely that that investment will happen.

Senator LUNDY—So it is not really an apples to apples comparison with cost recovery
for other industry sectors.

Mr Paterson—Not at all. As you are aware, there are government guidelines in relation to
cost recovery that are applied generally across the public sector, and we apply those. Thisisa
very specific program, with specific budget measures designed to encourage the devel opment
of that seismic data acquisition and that then builds into the acreage release that we spoke of
yesterday. Mr Hartwell spoke of the nature of the acreage release and the encouragement of
that investment. If people then discover some resource, that provides an opportunity for the
commercial devel opment of that resource when it is economic to do so.
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Senator Minchin—And for usto tax them—

Senator LUNDY—Indeed. And | am sure you are very familiar with the amount of
taxation revenue derived from such investments, Minister.

Senator Minchin—It is an appropriate return to the community.

Senator LUNDY—I was not here for the resources section yesterday, but thank you for
that explanation. | think | am stating the obvious here: this programis designed specifically as
an investment attraction initiative?

Mr Pater son—It is to encourage the exploration of those prospective areas. to develop the
base geological data that is understood at the present time to get a much clearer picture of the
potential locations where hydrocarbons may be discovered, and then to encourage what can
be very expensive drilling operations by exploration companies—many of those are not large
companies but relatively small, fleet-of-foot exploration companies that seek to develop the
resource and then often enter into joint ventures for the subsequent commercialisation of
those resources.

Senator LUNDY—Going back to the issue of contracting ships to do this work, you used
to have your own ship—what was that ship called?

Dr Powell—It was called the Rig Seismic.

Senator LUNDY—Have you done any retrospective analysis of the cost-effectiveness of
having got rid of your own ship and this obviously very extensive program of requiring
0ngoing seismic acquisition?

Dr Powell—I think there are really two issues here. If you own a ship, in order for it to be
cost-effective you have to run it for 12 months a year, because the capital costs of having it
doing nothing are very considerable. So there is a relationship between the utilisation rate and
the effective day rate cost. Unless you have a program that occupies the ship time for a full
year, it is not cost-effective to run it in-house.

Senator LUNDY —So this program will not?
Dr Powell—No.

Senator LUNDY—AII together, how much of a year can Geoscience keep a ship out there
doing productive things?

Dr Powell—In this new program?

Senator LUNDY —This combined with existing programs.

Dr Powell—About two to three months per annum, but that generates enough scientific
results to keep scientists going for two to three years afterwards. The whole point is, if you
have your own ship, you have to have a very large program to justify doing it in-house.

Senator LUNDY —On the actual raw figures, is there an increase or decrease in what you
are actually paying out from Rig Seismic compared with the extent to which you contract
ships?
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Dr Powell—At the time when we were operating Rig Seismic, we were operating it for
about six months of the year on our own program and three to four months a year doing
commercial work.

Senator LUNDY—So0 you were contracting it out?

Dr Powell—We were contracting out. The difficulty you run into is that it is not really
appropriate for a government agency to be running a commercial operation, because the risks
involved in running ships are really quite large and the exposure to—

Senator LUNDY—I know it is alittle historical now, but can you provide me with a full
explanation of the rationale for divesting yourself of Rig Seismic and replacing it with
contract ships, including the cost-benefit analysis at the time?

Dr Powell—That information is certainly available. It might take some time, however, to
digit out.

Senator LUNDY—I do understand that it is a little historical but | am interested. On a
completely different issue, | understand that your IT outsourcing in Geoscience Australia is
done by Telstra. Isthat correct?

Mr Robinson—No, that is not correct.

Senator LUNDY —Who doesiit?

Mr Robinson—Only a small part of our IT is outsourced, and that relates to the former
AUSLIG, which was part of the group 3 cluster.

Senator LUNDY—Thisis because of all the restructuring in the meanti me?

Mr Robinson—Yes. After the old AGSO and the old AUSLIG joined together at the end of
2001, we went to market testing last year to comply with the government’s IT outsourcing
requirements. That included a whole of organisation approach—the proposal was to get bids
for the new Geoscience Australia, including the AGSO and AUSLIG components. The
analysis of that was completed late last year and a decision was taken to keep IT for the
organisation in-house. At the conclusion of the move by AUSLIG to the Symonston |ocation,
which is under way right now, we will exit from the contract with CSC for the AUSLIG
component and it will become atotally in-house GA operation.

Senator LUNDY—That CSC cluster 3 contract in relation to AUSLIG had effectively
concluded, had it not?

Mr Robinson—It had been renegotiated by the group 3 members.
Senator LUNDY —With AUSLIG included?

Mr Robinson—No.

Senator LUNDY—That is my question.

Mr Robinson—We gave them good advance notice that we would be pulling AUSLIG out
when they moved to Symonston.

Senator LUNDY—I understood that that renegotiation had taken place and AUSLIG was
not part of the new group.
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Mr Robinson—That is correct.

Senator LUNDY—Are you able to provide any observations about the former AGSO's
experience within that cluster with the IT service standards?

Mr Robinson—The former AUSLIG’s happiness?

Senator LUNDY —Yes.

Mr Robinson—I would not care to give any detailed analysis of the pluses and minuses.
Senator LUNDY —What about AGSO' s experience?

Mr Robinson—AGSO's IT was always in-house. We were going through the market
testing process over a number of years as we moved from one cluster to ancther.

Senator LUNDY—I am trying to think of the various clusters you would have been in at
various points.

Dr Williams—We were never in a cluster.

Senator LUNDY —A formal cluster.

Dr Williams—When we were in the old Department of Primary Industries and Energy—
which was at the start of the IT outsourcing era—as a first move towards outsourcing the
department collected all of the IT from the six groups into one central area, so the old AGSO
was internally outsourced to the centre of DPIE. Then when we became part of the old
industry, science and resources portfolio those internally outsourced people came back into
GA. From that point on we were involved with potential clusters and outsourcing in the
science cluster, and ultimately we were in the situation Tony relayed where we were testing as
a single agency. But throughout that time we maintained our own in-house IT.

Senator LUNDY —I trust it isall going well.
Mr Robinson—So far, yes. We are building capability.

Senator LUNDY—You obviously engage some externally sourced contractors for some
aspects—for your web site and so on.

Mr Robinson—We have a mixture of ongoing staff and contractors providing the day-to-
day service within the organisation.

Senator LUNDY —I will probably put some additional questions on natice in relation to
that, but thank you.

Proceedings suspended from 12.01 p.m. to 1.33 p.m.
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Productivity Commission
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ACTING CHAIRMAN (Senator Chapman)—I declare open this public hearing of the
Senate Economics Legislation Committee. This afternoon the committee will commence
examination of the Treasury portfolio. The committee will consider proposed expenditure for
the department and agencies in the order in which they appear on the circulated agenda. The
committee has authorised the recording and rebroadcasting of its public proceedings in
accordance with the rules contained in the order of the Senate of 31 August 1999 concerning
the broadcasting of committee hearings.

| welcome Senator the Hon. Helen Coonan, the Minister representing the Treasurer, and
officers of the department and associated agencies. | remind officers that the Senate has
resolved that there are no areas in connection with the expenditure of public funds whereby
any person has a discretion to withhold details or explanations from the parliament or its
committees unless the parliament has expressly provided otherwise.

| direct witnesses to the resolutions agreed to by the Senate on 25 February 1988
concerning the conduct of Senate committees, in particular resolution 9 and resolution 10. |
remind officers that an officer shall not be asked to give opinions on matters of policy and
shall be given reasonable opportunity to refer questions asked of the officer to superior
officers or to the minister. Witnesses should note that the evidence given to the committee is
protected by parliamentary privilege. | also remind you that the giving of false or misleading
evidence to the committee may constitute a contempt of the Senate. At the conclusion of the
hearings, the committee will set a date for the receipt of written responses. The committee
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will prepare a report on its examination of estimates, which will be tabled on or before 21 July
2003. Does the minister wish to make an opening statement?

Senator Coonan—No, thank you.
ACTING CHAIRMAN—We will proceed to questions.
[1.35 p.m]
Department of the Treasury
Senator SHERRY —Where will the Government Actuary be appearing?
Mr French—At outcome 3.

Senator CONROY—I have some questions in relation to the bond market, which |
vaguely thought would be under 2.1.

Mr Murray—Strictly, output 2.1.1 does cover the bond market, the review of the bond
market and the management of debt; however, most of those issues had been, until recently,
handled by Mr Comley.

Senator CONROY —I know they have been recently handled by Mr Comley, yes.

Mr Murray—Unless you want him to come up here this afternoon, he would be quite
happy to cover off those issues during the AOFM session. We are in the committee’s hands.

Senator CONROY —I would not want to disturb him at short notice. | am happy to move
on and come back to them under AOFM more directly. Commonwealth-state financial
relations—am | in the right ball park?

Mr Murray—You are. That isoutput 2.1.2.

Senator CONROY—I would like to start with the guaranteed minimum amounts. |
understand that the formulas for these GMASs were set out in the original intergovernmental
agreement from 1999. Have they been reviewed since, or do the original formulas still apply?

Mr Murray—I am not aware of all of the background on this. This pre-dates me, but | do
understand that there have been some changes, like the low-alcohol beer subsidies
component, for instance. If you were to look on page 13 of Budget Paper No. 3, the low
alcohal beer subsidies arrangements came into being following the 2002 ministerial council
meeting of Commonwesalth and state treasurers and finance ministers. That was added to the
formula. That is one area | know where there have been changes. | do not think there have
been changes anywhere else.

Senator CONROY —Okay. As far as you know, al the rest of them have stayed pretty
much asis. Isthere any provision in the IGA for areview of these formulas?

MsHarris—Not that | am aware of.

Senator CONROY —In the out years after the transitional arrangements cease to apply,

my understanding is that the GST revenue raised by the Commonwealth and distributed to the
states will still be subject to some degree of fiscal equalisation. |sthat correct?

Ms Harris—That is what is specified in the current 1GA: they will be distributed
according to HFE principles.
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Senator CONROY—The fiscal equalisation is determined again by some quite complex
formula administered by the Grants Commission. Isthat correct?

Ms Harris—That is right. Every year the Commonwealth Grants Commission determines
relativities for each state in terms of the distribution of the GST.

Senator CONROY—Was Treasury asked for its views in the recent Garnaut-FitzGerald
review of Commonwealth-state financial arrangements?

Ms Harris—Not that | am aware of. | am sorry; | am not quite sure what your question is
about.

Senator CONROY —I thought there was a major review by FitzGerald.
MsHarris—There was.

Senator CONROY—I was wondering whether they sought your advice, sought your
input.

Ms Harris—I was not around when they first started doing the review, so | cannot tell you
definitively yes or no.

Senator CONROY—But you are not aware of it.

MsHarris—No, | am not aware, but | would like to take that on natice, if | could, just to
check.

Senator CONROY —Have you read the final document?

MsHarris—Yes, sometime ago.

Senator CONROY—Does Treasury have a view on the final recommendations?
MsHarris—Not specifically, no.

Senator CONROY—What are the fundamental economic principles that you think should
underlie the Commonweal th-state financial arrangements?

Ms Harris—It isimportant to remember that the HFE principles were agreed by the states
and territories; they wanted the GST revenues to be distributed according to HFE principles.
They have both efficiency and equity grounds sitting underneath the way in which the
Commonwealth Grants Commission looks at relativities. They have a particular
formulation—and | cannot remember it precisely—that each state should be able to offer a
standard level of service, and that is the basis on which they determine whether or not one
state has relative needs compared to other states.

Senator MURRAY—The Commonwealth Grants Commission presently has three
commissioners, and a fourth commissioner has been added to it. In theory that should make a
difference, and | wondered if there was a reason for that which arose from Treasury’s interest
in the area or anything of that sort.

Ms Harris—| am not sure what you mean by ‘make a difference’. The actual
administration of the CGC comes under the Department of Finance and Administration.

Senator MURRAY —I know.
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Ms Harris—But | am not quite sure what you mean by ‘make a difference’. Make a
difference to what?

Senator M URRAY—When you increase from three to four it is a considerable jump, and
my assumption was that the nature of the relationship has been altered by the workload which
has been added because of the GST and other complicated Commonwealth-state interactions.
| wanted to know, from a Treasury point of view, if you have noted that or if it has made any
difference to you or if you have any opinion on it.

Ms Harris—| was not around and so | was not aware of the background to the
appointment of the fourth commissioner, so | cannot really comment on that.

Senator BARTLETT—Can | ask some questions on the Commonwealth-state issue?
ACTING CHAIRM AN—Yes, Senator Bartlett.
Senator CONROY—Provided you are not going to be an hour or two.

Senator BARTLETT—No, three hours if that is all right! | have afew questions about the
First Home Owners Scheme. In the forward projections for this grant, the assumption is a
reduction in take-up of between 19 per cent in New South Wales and 29 per cent in the
Northern Territory and Tasmania. Can you explain why that reduction is not evenly spread
across the board and why you think there will be higher take-ups in, for example, New South
Wales?

Ms Harris—I cannot specifically explain that to you. Most of our projections for the First
Home Owners Scheme are based on forecasts that are done in our economic area, so it would
probably be better to take that matter up with them. But | can certainly take it on notice.

Senator BARTLETT—That would be useful. Who would be the people to ask?
MsHarris—I think the Domestic Economy Division does forecasting on housing.

Senator BARTLETT—So questions about the differences you are expecting in different
housing markets would be better put to them?

MsHarris—Yes.

Senator BARTLETT—What accountability mechanisms do you have for ensuring that
the states and territories are granting these funds to digibl e first home owners?

M s Harris—The management and running of the schemes is a matter for the states, so it is
very much up to the states to provide information and ensure that the data they are providing
is accurate.

Senator BARTLETT—S0 you do not have any way of ensuring at federal level that they
are granting the money to eligible people?

Mr Murray—There are certainly guiddines that relate to this scheme. As far as | am
aware, the state and territory administrations have various fraud and other checking
mechanisms in relation to the proper implementation of their schemes.

Senator BARTLETT—You provide this amount of money—3$930 million, | think, in the
current financial year—direct to the states for them to administer, but you do not have any
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mechanism at federal level to ensure that the guidelines you have are being implemented
correctly?

Mr Murray—As far as | am aware, we get returns from the state and territory

administrations in accordance with the guidelines we have laid down. | am not aware of any
evaluation arrangementsin relation to the scheme.

Senator BARTLETT—Has there been any audit of the allocation of the grant by states
and territoriesin the last year, or do you have any plans do one this year?

Mr Murray—I am not aware of any performance audits that have been carried out by the
Auditor-General and | am not aware that he has any planned. At this stage we do not have any
internal audit planned for 2003-04, but our audit committee is still discussing with our
internal auditors, Deloittes, the extent of our audit plan within the Treasury for 2003-04.
Whether the First Home Owners Scheme would be one of the areas audited we have not yet
determined.

Senator BARTLETT—Given that thisisjust a direct payment straight from federal level,
what incentives are there to ensure that the funds are fairly, efficiently and legitimately
distributed by the states—that the states are implementing the guidelines and distributing the
funds appropriately?

Ms Harris—They give us figures which they say are true and accurate, so | am sure that
they have appropriate mechanisms in place to ensure that they can vouch for those numbers. |
can check with the person who is responsible for the area and get back to you on what specific
things they may havein place.

Senator BARTLETT—That would be appreciated. Are you able to provide a breakdown
by income level of the first home owners who receive the grant?

MsHarris—No.

Senator BARTLETT—You do not have that sort of information?
MsHarris—No.

Mr Murray—It is not a means tested grant, so we would not have that information.

Senator BARTLETT—So thereis no direct way of assessing how much of it went to low-
income earners and how much went to high-income earners?

MsHarris—No.
Mr Murray—Not that | am aware of.

Senator BARTLETT—Are you able to provide a postcode and e ectorate breakdown of
the take-up of the grant?

M s Harris—We do not have that i nformation.
Senator BARTLETT—Who would haveit?

Mr Murray—The states and territories may have that information, but we would have to
check on that. Whether or not that information would be accurate, | would not know, but they
certainly should have some information at least on postcodes.
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Senator BARTLETT—So the information that is provided to you by the states does not
even include whether it is a grant to somebody in a city, in a regional town or anything like
that?

Mr Murray—Not that | am aware of, but we could check that for you.
Senator BARTLETT—That would be appreciated. The description of your outcomeiis:

Spending measures should be effective in meeting their stated objectives, minimise behavioural
distortions and deliver significant economic and other benefits compared with costs, thus contributing
to the wellbeing of Australians.

How do you assess that outcome in terms of the effectiveness and efficiency of the first home
owners grant?

MsHarris—The first home owners grant was designed to be paid to all first home owners
with no distinction between income levels or whatever. It was specifically designed to be a
grant that is paid to all new home buyers. It depends on what efficiency criteria you are
applying, but delivering that programisrelatively straightforward.

Senator BARTLETT—What efficiency criteria do you apply when you are measuring it?

Ms Harris—We look at questions about allocation of resources—whether or not there are
distortions in the way the scheme operates and that type of thing.

Senator BARTLETT—Do you have any specific performance indicators or other things
with which to measure the effectiveness of the program?

Mr Murray—The basic rationale for the scheme is that the introduction of the GST would
feed through into the cost of building and construction and eventually flow through into the
secondary home market, and this was a measure intended to give some equity to first home
buyers because they would be facing some increased costs. Second home buyers, of course,
would already have some of that cost capitalised into the existing dwelling which they would
be sdlling to buy the second or subsequent residence. So there was an equity issue here which
was the main basis and rationale for the scheme. As Ms Harris has said, it is a fairly
straightforward scheme. It is a standard, one-off payment and it goes to every first home
buyer. It is a matter of following the guidelines to ensure that people are in fact first home
buyers. There is some fuzziness around the margins because people may have had some
indirect ownership in homes in the past, but our guidelines have tried to sort out those sorts of
definitional issues at the margin about what afirst home buyer is.

Senator BARTLETT—What mechanisms do you use to measure the effectiveness of this
scheme in meeting the stated objective of providing some equity in those circumstances, and
how do you measure that or ensure that it minimises behavioural distortions?

Mr Murray—It isreasonably straightforward. Obviously first home owners are getting the
grant. It is probably of greater benefit to lower income than higher income first home buyers,
because it is a set lump sum. So the benefits are fairly straightforward. There is not much to
measure other than that we are delivering the funds to the states and the states are efficiently
passing those on to legitimate first home buyers.

Senator BARTLETT—AnNd you have been able to assess that there have been no
significant market distortions or behavioural distortions as a consequence?
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Mr Murray—We are not aware of any.

Senator BARTLETT—Do you looking for any? Have you got any way of measuring
them? Or isit just that nobody has suggested any?

Mr Murray—It would be very difficult because, apart from assuming that the equity
interests of first home buyers are being satisfied, it is a bit difficult to judge whether or not
thereisafull flow-on of benefits, because there may be some price effectsin all of this. How
you would sort that out from the ongoing price effects in both the first home market and the
second home market would be very difficult to disaggregate. | am not sure exactly how we
would go about measuring that, if in fact we thought that it was a priority.

Senator CONROY—I want to move on to special purpose payments. Can you give me an
overview of the budgetary process for these payments? For example, to what extent is
Treasury involved in setting the parameters for the payments or are they entirely run by the
portfolio department involved?

Mr Murray—The government looked at the whole issue of special purpose payments last
year and decided upon new guiddines for special purpose payments. Those guidelines are
basically to retain the current input controls over special purpose payments and also to give
some focus and some weight to outcomes from the delivery of special purpose payments. This
was in recognition that special purpose payments are in areas of direct state and territory
responsibility and that the Commonwealth was making a contribution towards those
responsibilities with some stated national objectives. The government decided that it wanted
to be able to have some adequate measurement of the delivery of outcomes on social and
economic national objectives.

Senator CONROY —Where are those guidelines set out?

Mr Murray—Those guidelines were set out in a letter from the secretary to the Treasury
to the heads of Treasury.

Ms Harris—We have also included them in the BP3. There is a general explanation of
them there.

Senator CONROY —Budget Paper No. 3?
MsHarris—Yes. It says:

The Government is seeking greater accountability in Specific Purpose Payment agreements to improve
policy outcomes and deliver better value for money.

Senator CONROY—Does it then go on to detail those?
MsHarris—It says:

All new and renegotiated Specific Purpose Payment agreements will include statements of key
objectives and the respective responsibilities of the Commonwealth and the States, combined with
agreed reporting of financial information and detailed performance indicators.

Senator CONROY—I am not sure that is quite the sort of detail | am after; isit possibleto

get that |etter tabled? Is it aconfidential letter? | presume itis not givenit isjust an agreement
about what the guidelines are.
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Mr Murray—It is a confidential letter between the Secretary to the Department of the
Treasury and the heads of the Commonwealth-state treasuries, because it deals with other
matters that were being negotiated at the time.

Senator CONROY—I appreciate you can delete the first paragraph, with the ‘Dear
Richard, How are you today? The footy was good on the weekend' type of stuff init. How do
we get a copy with slightly more detail than has been described in Budget Paper No 3?

Mr Murray—Can | take that on notice, Senator Conroy, and see what information we can
get on that?

Senator CONROY—Sure. These are large expenditures of public money so | presume if
there are criteria around them that we are able to get access to the criteria.

Mr Murray—VYes, we will certainly take it on notice to see what information we could
make available. But certainly the essence of it is set out on page 19 of Budget Paper No. 3.

MsHarris—That isright.

Senator CONROY —The essenceis one thing but | am a bit of a stickler for the fine print.
If you could take on notice what it is we can get access to, that would be much appreciated.
Could | also make the point in relation to Mr Comley that we are happy to stick with himin
AOFM but we do have some questions that probably traverse into your area specifically, Mr
Murray. If it is not too much of an imposition, could we get you back at the same time? Your
choice is that you can give him a ring now and say, ‘ Come on down,” or you can come back
when heison.

Mr Murray—I intend to appear then anyway. If that does relate to issues like valuation of
debt, | would certainly have other colleagues—

Senator CONROY —Valuation of net worth or assets.
Mr Murray—I can probably cover that issue here.

Senator CONROY —Finance has covered it very adequately. Can | just take this as an
example. When the government embarks on its negotiations for the new Australian health care
agreement, who is responsible for providing a recommendation on what the appropriate
quantum should be? Is it Treasury, DOFA or Health? Who is the lead? Is it an IGC? Take me
through that process.

Mr Murray—This is the responsibility of the Minister for Health and Ageing. The
Department of Health and Ageing is the responsible department.

Senator CONROY—You are keeping an eye on them—you and Finance—surdly.

Mr Murray—But certainly there are interdepartmental discussions about those sorts of
SPPs. With the health one, of course, being quite a major SPP, there are certainly discussions
between central agencies and the line agency on those agreements.

Senator CONROY—I would like to go back to the original IGA from 1999. | note that it
included the commitment that:

... the Commonwealth will continue to provide specific purpose payments to the states and territories
and has no intention of cutting aggregate SPPs as part of the reform process set out in this agreement,
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consistent with the objective of the state and territory governments being financially better off under the
new arrangements.

Does that sound right?
Mr Murray—That does sound familiar.

Senator CONROY—The intention here seems to be that the SPP support would not be
diminished and that general revenue funds from the GST would be in addition to these
existing SPP commitments. Is that a reasonable interpretation?

Mr Murray—My understanding is—and Ms Harris probably knows a lot more about this
area than | do—that yes, that is an aggregate commitment by the Commonwealth.

Senator CONROY —Was there any further specification at that time as to what was meant
by ‘no intention of cutting aggregate SPPs' ?

MsHarris—No.

Mr Murray—Not that | am aware, no.

Senator CONROY —Was that in nominal terms, real terms, terms of maintaining existing
service levels or some other metric?

Ms Harris—There has been no agreed specific benchmark. The states do a monitoring
mechanism themsel ves, but there has been no agreed specific benchmark in relation to that.

Senator CONROY —What does Treasury think it means?

Mr Murray—I think it is quite unclear what it does mean—and certainly, as Ms Harris has
said, there is no specific settlement of what that means. But, at the ministerial council meeting
each year—

Senator CONROY—I amsureit is debated.

Mr Murray—The states bring forward an analysis of whether, inreal per capita terms, that
commitment is being kept.

Senator CONROY —I appreciate that. You have told me what the states think it might
mean. What does Treasury think it means? What do you think it means, Mr Murray or Ms
Harris?

Mr Murray—I am not sure that what | think it meansis relevant.

Senator CONROY—You are the Treasury representative. | am asking you for an
interpretation of an agreement that has been signed.

Mr Murray—To be truthful, it has never been specified other than in those general terms.
| am not aware of any clarification that has been made on that point by the Commonwealth.

Senator CONROY—How has the commitment been interpreted in practice, then? If you
do not have a specific, how do you start the parameter discussions when there does not seem
to be afence?

Mr Murray—I think it is quite clear that, in aggregate terms, the Commonwealth has been
making a commitment that satisfies the states’ benchmarks of both real and real per capita. So
it has never really come to a head.
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Senator CONROY—So you are confident that, in both real terms and real per capita,
aggregate SPPs have been met.

Mr Murray—Indeed.

Senator CONROY—I would like to move onto the budget treatment of SPPs. Am |
correct in understanding that the SPPs are set out in table B1 of Budget Paper No. 3 and have
all beenincluded in full in the budget forward estimates?

MsHarris—Yes, that is correct—B1.
Senator CONROY —And that isinto the forward estimates as well?
MsHarris—B1 goes out to 2006-07.

Senator CONROY—Can someone explain to me how they are treated in the general
budget tables in Budget Paper No. 1—say, for example, the operating statement on page 2-14
and the table of expenses by function on page 6-7?

Mr Murray—The table on page 6-7 | do not know about. That is a department of finance
statement. On the operating statement, it all depends. These payments are expense payments,
so they could be what we previously would have called recurrent spending, payments of a
capital nature or other sorts of payments. But the main part of this—I am pretty sure | am
right—would be under ‘ grant expenses’ in the operating statement.

Senator CONROY—Could you just repeat that.

Mr Murray—They are under grant expenses—if, in fact, they are expenses.
Senator CONROY —If they are expenses?

Mr Murray—They may be capital payments.

Senator CONROY —So they would be treated differently?

Mr Murray—Yes. And Mr French is telling me that the capital payments are in the capital
transfers line of the operating statement.

Senator CONROY—So grant expenses and capital grants, and capital grants are treated in
the capital transfer line. In particular, | want to understand how SPPs are treated in the budget
forward estimates. Let us take theissue about years beyond the immediate funding agreement.
Do the forward estimates include some sort of assumed pattern of future funding?

Mr Murray—Again, this is a department of finance responsibility. It can differ from
agreement to agreement, as | understand it, but quite often it takes on a similar pattern to the
pattern of the previous agreement.

Senator CONROY—For the purposes of simplicity, you just keep it constant, in other
words.

Mr Murray—That has just been the convention—or at least the practice.
Senator CONROY —Budget Paper No. 3 is your budget paper, though.
Mr Murray—Yes.

Senator CONROY—I know we had a discussion just recently about the interaction
between Treasury and Finance and these things. For simplicity, you just assume constant
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dollars in the out years when the agreement has terminated. If it finishesin 2004, if you were
doing 2005 and 2006, you would just assume constant dollars and plug those numbersin?

Mr Murray—It could be or it could be in terms of the spending pattern within that
agreement. There could be a certain pattern of growth in a previous agreement.

Senator CONROY—So in real terms, you plug in areal—maintaining a real—
Mr Murray—Correct.

Senator CONROY—You would not just pick a value that you thought you might be able
to sell it for inthe future.

Mr Murray—No.
Senator CONROY —That was just a Finance in-joke for the Finance guys watching.
Mr Murray—We are not into speculating—you know that, Senator.

Senator CONROY—Actually, Ross Gittins thinks you are—he is remarkably poorly
briefed, but he does think you are. | will assure him you are not. Let us take, for example—
just so | can be absolutely clear, because | think | understand you now—the Australian health
care agreements. In last year’'s budget, there were payments included in the SPPs table right
through the forward estimates period even though the agreement was due to run out.

Mr Murray—That is correct.
Senator CONROY—And that does apply across the board?

Mr Murray—That is correct, unlessit is a terminating SPP with no particular prospect that
it isgoing to be renewed.

Senator CONROY—It isunlikely that health, for instance, is hot going to be renewed.
Mr Murray—Exactly.
Senator CONROY—There will just bealot of haggling.

Mr Murray—The health care agreement is a part of the whole Medicare arrangement, so
you would assume that that would be an agreement that would be renewed.

Senator CONROY —You mentioned that it is in real terms. Do you take into account the
basis of service costsin the future when you are making that calculation?

Mr Murray—That sort of detail you would have to address to the department of finance. |
do not know whether they do any adjustments for those sorts of things.

Senator CONROY—What happens when it comes to negotiate the actual agreement? Do
you then adjust the figures according to the opening bid by the Commonwealth? How does it
work? Never having beenin this position, | amin your hands.

Mr Murray—That is when the line department goes back and looks at all of the
parameters to work out what would be a reasonable offer for a new agreement. They would
then have discussions with the central agencies on those particular parameters.

Senator CONROY—On page 179 of Budget Paper No. 2, dealing with the Australian
health care agreement, are you essentially saying that the saving indicated there is the
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difference between what you had assumed in the forward estimates and what the
Commonwealth has actually offered?

Mr Murray—That is correct.

Senator CONROY—So is this budget adjustment applied across the board whenever such
funding negotiations commence?

Mr Murray—Yes. If there is a decision made by cabinet to make an offer, that decisionis
then duly reflected in the budget papers, as are all cabinet decisions.

Senator CONROY —Arethey always declared as a separate measure?
Mr Murray—Unless—

Senator CONROY—Or do you sometimes tweak them to reflect the numbers without
further public declaration?

Mr Murray—Correct. If a decision is made but not publicly announced, there may be
something placed in the contingency reserve. Between, say, cabinet making a decision and the
time of the budget, there may have been no announcement. But, if there is a public
announcement or it is publicly announced in the budget, and that is a cabinet decision, then it
would be reflected under that functional estimate.

Senator CONROY—I note that the contingency reserve—and | do have some questions
on the contingency reserve—is scheduled to grow a fair bit again this year. Does that reflect
that you anti cipate that moneys will be moved across into it out of these Commonwealth-state
agreements or isthat alittle too broad?

Mr Murray—Not that | am aware, no.

Senator CONROY—So when the states are arguing, the number you put forward in the
budget is the real term of growth, not reflective of —

Mr Murray—If you are referring to the health care agreement, the cabinet decision that is
then reflected here is then the public offer, and that is the money that is put in the budget.
Thereis certainly no other money in relation to this agreement in the budget.

Senator CONROY—Just going back to the discussion we have been having on the
numbers you put in before the cabinet decision—because you have to put a number in before
the cabinet decision is made—

Mr M urray—We do not put any numbersin before cabinet decisions.

Senator CONROY—When you are putting the forward estimates out for a few years after
the agreement has been—

Mr Murray—Oh, | see what you mean. The department of finance does those estimeates,
yes.

Senator CONROY—So that estimate goes out there and it is based on attaining real
growth.

Mr Murray—It could be areal growth pattern; it could be a nominal growth pattern.
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Senator CONROY —You said earlier that it isreal growth. You assured me that it was real
growth.

Mr Murray—In the health care agreement, | am sure it probably was, but it took into
account various other factors aswell coming out of the previous—

Senator CONROY —What sort of other factors would they be?

Mr Murray—There were various factors on growth that were built into the health care
agreements—into the existing ones—about hospital utilisation, the ratio between inpatients
and outpatients in hospitals and demand for services between the public and the private
hospital sectors. Those sorts of parameters are built into the existing agreement, and that sort
of pattern would then, as | understand it, run on into the forward estimates.

Senator CONROY—So in the case of health it is more than just simply real funding being
maintained?

Mr Murray—That is how you partly got the 28 per cent real increase in the life of the
current agreement.

Senator CONROY—But that is not what actually was delivered. That is what you forecast
into your forward estimates, but that is not what was actually delivered in the end after the
negotiations.

Mr Murray—That is what was delivered over the five years of the existing agreements
running out on 30 June 2003.

Senator CONROY —It isless than the money that was originally forecast in the out years.

Mr Murray—The offersin the proposed new agreements are certainly less than the money
that was in the forward estimates, as reflected here in the measure.

Senator CONROY—Let us now move on to the budget treatment of contingent funding
subject to the finalisation of negotiations.

Senator MURRAY —Whilst you are waiting, can | ask a question?

Senator CONROY —Please.

Senator M URRAY—Under the mirror taxes provision at page 22 of Budget Paper No. 3,
it says:
... mirror taxes are recorded as both Commonwealth revenue and negative revenue, with no net impact
on the Budget.

The government introduced mirror tax arrangements in 1998 to ensure that the states were not
financially disadvantaged by the High Court decision in Allders. My question is simply this:
do you know why the Commonwealth records mirror tax arrangements in this manner but
refusesto record GST arrangements i n the same manner?

Mr Murray—I have no background in this at all. What page were you referring to?

Senator MURRAY—Page 22 of Budget Paper No. 3. It just seems inconsistent to me that
mirror tax arrangements are recorded as Commonwesalth revenue and negative revenue
whereas the GST, which is a similar situation, is not recorded as Commonwealth revenue,
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despite the advice of the Auditor-General to the contrary. | just wondered if Treasury had a
view onit.

Mr Murray—I think this is probably a question best addressed by our Revenue Group,
who are in outcome 2, but are scheduled to follow on. | am sorry; | do not have any
background in the mirror tax arrangements and neither does Ms Harris, so it probably would
be best to address that question to somebody later on.

Senator MURRAY—Thank you. | am sure Senator Conroy will carry it forward if | am
otherwise engaged.

Senator CONROY —Are you suggesting that you are not going to be with me, doing the
hard yards as usual ?

Senator MURRAY —We have a mutual interest in ensuring that these things are properly
reflected in the accounts, don't we?

Senator CONROY—That is exactly right. | want to talk about the treatment of contingent
funding. Are these payments put in the forward estimates on the basis of the initia
announcement by the Commonwealth even though the deal has not been finalised?

Mr M urray—In the contingency reserve?
Senator CONROY —Yes.

Mr Murray—They would not normally be placed in the contingency reserve. You are
talking of a circumstance where a public offer has been made.

Senator CONROY—Let me be more specific. Let me return to the example of the
Australian health care agreements. Please bear with me. As | understand it, the
Commonwealth has made an opening bid.

Mr Murray—Yes—well, it has made an offer.

Senator CONROY—Call it whichever you like, Mr Murray. But some of this funding is
contingent on the states meeting certain conditions, which we talked about earlier.

Mr Murray—Correct.

Senator CONROY —Is this contingent funding already in the budget forward estimates
under the assumption that the states will meet these conditions?

Mr Murray—My understanding is that that is correct. All of the money, as | understand it,
isin the measure as outlined in Budget Paper No. 2.

Senator CONROY —ls this budget adjustment applied across the board whenever such
contingent funding is at stake?

Mr Murray—It may vary from circumstance to circumstance. | do not know. Certainly—

Senator CONROY —Let me give an example—the national competition payments. It is
assumed that the states will meet their obligations and hence receive the payments pretty

much in full—unless you are trying to buy an ACCC vote, and then you can blackmail a
state—as has been the case so far. How are they treating NCC?
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Mr Murray—I may have to check this, but my understanding is that they are fully in the
budget—well, everything isin the budget—

Senator CONROY —1I hope so or you are catching Finance's bad practices.

Mr Murray—They are fully identified in the budget, but, with the national competition
payments, the current arrangements run out before the forward estimates run out. | think it is
in 2005-06. For 2006-07, the government has placed something in the contingency reserve
because there have been no negotiations as yet on what are going to be the new national
competition arrangements. That is a good illustration of a situation where no decision has
been made on what even to offer and so there is just money there in the contingency reserve
to ensure that money will be available.

Senator CONROY—I am just trying to understand how the government treats the
contingent funding. | think | said contingent reserve before; | actually meant contingent
funding.

Mr Murray—If | can make it quite clear, in anormal circumstance, where they have made
an offer, even though it may be contingent on meeting certain conditions, while that offer is
on the table, there is an assumption that those conditions would be met. That is the offer, and
that money is placed and identified in the budget.

Senator CONROY—With NCC, you have placed money even after the agreements have
finished. Is that what you said?

Mr Murray—There is one year, and that is 2006-07, for which there are no arrangements.
Thereis not even an offer.

Senator CONROY —Is there going to be a new competition agreement?
Mr Murray—I do not know. That is presumably up to—

Senator CONROY —If you have bothered to put a number in, you must have some
indication that at |east the government want to do it.

Mr Murray—That is what the contingency reserveis for, but, at the end of the day, it isup
to the Commonwealth and the states and territories to come to an agreement on that.

Senator CONROY—If the government said to you that there was going to be no new
NCC agreement, you would not have put any money in there.

Mr Murray—No.
Senator CONROY—Because it would be a program that was ending.
Mr Murray—That isright.

Senator CONROY—So presumably the government has not told you that there will be no
further agreement.

Mr Murray—Correct.

Senator CONROY—At the last estimates, | thought we established that it was going to be
an ongoing process. | am not trying to be tricky; | am just trying to remember where we got to
last time.
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Mr Murray—You were probably talking to our Markets Group.

Senator CONROY—It is clear that we need a bigger desk over there!

Mr Murray—The problem for usis that we have our finger in everybody’s pie.
Senator CONROY—That isthe way it should be.

Mr Murray—You ask us the questions, but you probably need to ask them the questions
aswell.

Senator CONROY—I think it was actually the NCC that said it. They are underneath your
department.

Mr Murray—Exactly, but they are even further removed from us.

Senator CONROY—I amreally just trying to get a handle on this. | have three examples
here, and | am just trying to understand how you account for them in the budget papers. One
is, to use your word, the offer. One islike the NCC, where you assume they are going to meet
obligations, so it is just straight budgeted for. What about Commonwealth payments—for
example, the higher education package, which has similar contingent funding? Is this also
already accounted for in the forward estimates on the assumption that the conditions are met?
That isadlightly different variation again on the previous two types of examples.

Mr Tune—Yes, that is correct. Those numbers are fully in the budget, on the assumption
that that package will be accepted.

Senator CONROY—I would now like to move on to general fiscal policy. When |
checked the record from the last time, | noticed that this topic was pretty much one that we
had a good chat about, though | think we had a few problems on some other topics.

Mr Murray—I did not think we ever had problems on any topic!

Senator CONROY—We do on trying to delineate between your responsibilities and those
of Finance. Someone has even suggested to me that even the answers we got were fairly
Delphic. | am hoping | can make a bit more progress than last time. In your answer last time,
you stated:

We would start looking at the basic overall parameters about budget strategy for the next budget around
September or October ...

Was that the case again for this year’s budget?
Mr Murray—Yes.

Senator CONROY—Then presumably you update your thinking as new economic data
become available after that. It is an iterative process over eight or nine months.

Mr Murray—That is correct. It feels like 12 months!

Senator CONROY —I am intrigued by your answer from last time about where we are in
terms of balancing the budget over the cycle.

Mr Murray—Yes.
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Senator CONROY—I will not quote it back to you and put you on the spot—I have it
here if you want it—but essentially you seem to be saying that, while some data, some theory
and some modelling help, it basically comes down to judgment. Isthat afair representation?

Mr Murray—I do recall saying that.

Senator CONROY—I would like to explore with you this sense of how all the rest of us
can work out where we are in terms of balancing the budget over the cycle. After all, thisis
the primary objective of the government. Page 1-5 of Budget Paper No. 1 says that the
primary objective of the government’s fiscal strategy is to balance over the cycle. | am just
trying to get an understanding of your thinking on this. How do you define the economic
cycle? Could | start at that basic level.

Mr Murray—That is pretty tricky.
Senator CONROY —It must be hard balancing it then, if it is pretty tricky to define.

Mr Murray—That is why this is the longer-term objective or the medium-term objective.
We do have some shorter-term, more operational objectives. You can take a cycle from—

Senator CONROY—So balancing over the cycle means that you can go into deficit as you
didlast year?

Mr Murray—Yes. You can go from peak to peak or trough to trough.
Senator CONROY —Surplus to deficit to surplus.

Mr Murray—Well—

Senator CONROY—That is still balancing the cycle.

Mr Murray—Exactly. But | do point out to you that the government has some more
operational supplementary objectives. The important one—and | draw your attention to
‘Fiscal strategy’ on page 1-5 of Budget Paper No. 1—

Senator CONROY —Increasing net worth.
Mr Murray—I have not got that far. It says:

.. maintaining budget surpluses over the forward estimate period while economic growth prospects
remain sound.

That would be our main operational—
Senator CONROY —What is the definition of not remaining sound?
Mr Murray—If you are going into negative growth, that would not be remaining sound.
Senator CONROY—So you have got to plunge into negative growth?

Mr Murray—Given the sort of growth that we have had in the recent past and that is
forecast for this year, we would ook upon that as prospects being sound.

Senator CONROY—You are in fiscal deficit next year though, Mr Murray; that is an
important indicator. The Treasurer has lauded this, as has Treasury. | am sure | could find
some quotes from Dr Henry—he is fond of quotes. He has lauded the fiscal balance over the
years, and you are in fiscal deficit next year. Are the economic parameters unsound? Is that
why we areinfiscal deficit next year?
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Mr Murray—Not al. | would draw your attention to the underlying cash balance—

Senator CONROY—ANh, the underlying cash balance—that number that Treasury so
readily dismissed in previous years.

Mr Murray—I cannot recall usreadily dismissing cash balances.

Senator CONROY —You were championing the fiscal balance, saying: ‘ Time to move on;
we' ve educated everybody. Fiscal balanceisthe go.’

Mr Murray—I do not recall us ever doing that, but certainly the underlying cash balances
for 2002-03 and 2003-04 are clearly in surplus during a period of sound economic growth.

Senator CONROY—But you arein fiscal deficit.

Mr Murray—Not in 2002-03 and 2003-04.

Senator CONROY—No, but you are in one of the next two years.
Mr Murray—Yes.

Senator CONROY—Does that indicate that we have got some unsound economic
circumstances?

Mr Murray—No.

Senator CONROY—Or some unsound numbers, or is there a negative growth in there
somewhere that we have not noticed?

Mr Murray—No, it does not indicate that at all.
Senator CONROY —What does it indicate?

Mr Murray—It indicates that there is a divergence between the underlying cash balance
and the fiscal balance. That is what it indicates. The fiscal balance does have in it more
longer-term factors, particularly the Commonwealth superannuation liability.

Senator CONROY—Yes; you might have noticed | had a chat with Finance about that
very issue.

Mr Murray—I noticed you had that chat. That is a main driver of the wedge between the
underlying cash balance and the fiscal balance. If you are looking at the overall
macroeconomic effect of the budget on the economy this year, then those sorts of longer-term
fiscal developments, which are very important, are not of such consequence this year.

Senator CONROY —We have moved out of the medium term now into the longer term.

Mr Murray—No, al | am pointing out is that if you are looking at just what the effect of
the budget is on the economy this year then the underlying cash balance is the one that we
look at, and certainly the one that the financial markets look at. The fiscal balance is an
accruals concept that tries to get at a similar measure, but it does take into account some
longer-term devel opments like superannuation liability. All | am saying is that those liabilities
are important and they show up quite clearly in developments in the balance sheet. It is not
that we are ignoring them, but you are asking me about an indicator at this particular point in
time.
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Senator CONROY—Mr Murray, was it you who wrote the 1999 publication Fiscal policy
under accrual budgeting?

Mr Murray—No.

Senator CONROY—Do you have any idea who wrote that in Treasury? It was a whole
publication about how the fiscal balance is the key measure. Does anyone want to own up to
being the author? Blair is not here; heis pretty pralific.

Mr Murray—I do not think it was even Mr Comley. | do not recall who it was.
Senator CONROY—On page 2 of that particular publication it says:

Following the introduction of accrual accounting, the Government will aim to achieve fiscal balance—
the accrual counterpart of the underlying cash balance—on average over the economic cycle.

Does that ring any bells? Come on, someone must be going to fess up to it soon.

Mr Murray—I certainly cannot say that | recall that particular sentence in that particular
document.

Senator CONROY —Lost it, have you? Would you like us get you a copy? | know that the
Treasurer haslost his copy.

Mr Murray—I amsurethat | can get access to that document.

Senator CONROY —He threw it out the window at about 10.12 this morning! We will see
if we can track one down for you. Going back to the economic cycle, you were trying to
defineit for meand | distracted you. Please continue.

Mr Murray—All | was going to say was that you can look at the economic cycle in
various ways. From peak to peak or from trough to trough are probably the most conventional
ways to look at the economic cycle.

Senator CONROY—What is the average period of the economic cycle? We have had a hit
of a bull run. Does that mean that the economic cycle has been 14 years, because there has
been no trough?

Mr Murray—It probably does mean that. There have been some ups and downs along the
way.

Senator CONRQOY —Sure, but they have been relatively modest.

Mr Murray—This has been a very long cycle, thereis no doubt about that.

Senator CONROY—Soit is not really possible, then, to look into the future and forecast a
cycle? You can only look back and say, ‘ That was a cycle' ?

Mr Murray—I am not an expert on business cycles, but that is probably afair observation.

Senator CONROY—Tragically, | once wrote a paper on them, but | will not bore you with
that.

Mr Murray—In many ways, to talk about cycles as something predictably regular is not
very meaningful.

Senator CONROY —What rate of economic growth would you consider the norm around
which the fiscal cycle should be based?
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Mr Murray—Looking at the long run, real growth is about 3% per cent and that is the
growth that is built into the budget numbers. | think that is set out in budget statement 3, but |
am not quite sure where.

Senator CONROY—I note that the Treasury secretary, Dr Henry, told the Mebourne
Institute dinner on 7 February that the average growth rate in the Australian economy over the
past 40 years was 3.75 per cent, as opposed to your 3.5 per cent in the out-year projections to
the budget.

Mr Murray—That is correct.
Senator CONROY —Which one would be your measure of the average growth rate?

Mr Murray—Certainly in the budget it is 3¥2 per cent, and that has been fairly standard
now for awhile.

Senator CONROY—Are you understating it, given Dr Henry’s figure of 3.75 per cent?

Mr Murray—No, we have to project this forward a bit, because we have to take into
account demographics. We have to look at what is going to be the underlying employment
growth and we have made assumptions there that that is probably 1% per cent with two per
cent productivity gain to give you the 3%z per cent forward projection. We are looking
backwards, but we are also looking at forward projections of the employment outcome.

Senator CONROY—Thank you, someone has found a copy of Fiscal policy under
accrual budgeting. They must have found the Treasurer’s after he tossed it out the window—
along with his dummy—this morning! | will see if | can find a name in here of who was
responsible for it.

Mr Murray—In terms of those parameters, Mr French has kindly pointed out to me that it
ison page 1-5 of Budget Paper No.1.

Senator CONROY —No-one has been brave enough to do a Blair Comley and put their
name to it—it is just a Treasury document, from what | can see here. You are saved, Mr
Murray.

Mr Murray—Most of us are fairly modest!

Senator CONROY—I hope Blair isn't watching. No, there is no name on it. Never
mind—we will keep searching for the author. So you factored in some productivity issues for
the next couple of years as opposed to Dr Henry's long-term figure?

Mr Murray—We have put in two per cent going out to 2006-07. That is the sort of
performance we had over the 1990s.

Senator CONROY—So you have narrowed the cycle?

Mr Murray—I think we are being fairly optimistic, at least over this period, about
ongoing productivity performance. But of course we have noted, as we usually do, in our
more long-term piece—budget statement 4—the need for ongoing attention to policy reform
if we are to sustain that sort of productivity performance.

Senator CONROY—You mentioned that it was a little hard to predict the length of the
cycle. | do not think you said it was meaningless but | got the impression you meant that the
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US studies showed that it was fairly hard to predict the length of a business cycle. If it is hard
to predict the length, that must make it almaost impossible to balance over the cycle, wouldn't
you say?

Mr Murray—In operationalising this sort of medium-term approach you certainly need to
take a reasonably conservative view that at some stage you are going to need to adjust to the
possibility of deficits. There is no doubt about that.

Senator CONROY—This government has certainly run a deficit and it is going to run a
fiscal onein the near future.

Mr Murray—In operationalising this, whenever there is a downturn what we call the
automatic stabilisers in fiscal policy would operate. By that | mean that with lower growth
you would automatically have lower tax revenues and you would probably be paying out
higher unemployment benefits et cetera. But, on top of that, every government would take
some discretionary fiscal action in a downturn. At that stage, under this scenario, the
government would need to be quite clear about the amount of room it would probably have to
move. It would want to know that the fiscal stimulus would operate fairly quickly in an
operational sense—that it would have an effect on the economy fairly quickly and return it to
balance in a reasonable period of time. If it were going to balance over the cycle it would
certainly have to be running some surpluses—and reasonably large surpluses—to
counterbalance that. We have seen that in the current cycle.

Senator CONROY—No; the surpluses we have going forward are pretty pitiful on
anybody’s assessment. It seems to me that the only logical basis for a policy that balances
over the cycleis to say that our benchmark growth rate is some number or other so that when
you are below the benchmark you will start to look towards some stimulus and when you are
above it you will start to run up surpluses. | think that is pretty much what you have just
described.

Mr Murray—Yes.
Senator CONROY —What isthe magical number—3.5 per cent, you reckon?
Mr M urray—The magical number for what?

Senator CONROY —I said that you need to start with a benchmark growth number to
work around. We were discussing 3.75 per cent—Dr Henry's long-term growth figure over 40
years—versus your 3.5 per cent.

Mr Murray—Our working benchmark is 3% per cent. Bear in mind that we are moving
into a different demographic era than the past 40 years.

Senator CONROY —So people are ageing faster?
Mr Murray—No; because of demographic factors, employment growth is|ess than—

Senator CONROY—The Treasurer aged a couple of extra years this morning, but | did
not think the rest of us did. Isn't the conventional means of measuring progress against this
objective to determine the structural balance—that is, the cyclically adjusted budget balance?
Does that seem reasonable?
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Mr Murray—You certainly can do work on that; but there are a lot of conceptual issues
around what the structural balance is, and how to operationalise the structural balance can be
quite difficult. You have to know exactly where you are in the cycle.

Senator CONROY—That is what we have you for.

Mr Murray—That is why we have much more pragmatic supplementary objectives such
asthe one | quoted.

Senator CONROY—So you think thisis not a pragmatic objective?
Mr Murray—To balance over the cycle? | did not say that.
Senator CONROY—You just said you have much more practical—

Mr Murray—I think it is a very laudable medium-term objective, and it does mean that
government is under a fair amount of discipline, particularly if the economy goes into
negative growth—as | have tried to explain.

Senator CONROY —If the benchmark is 3.5 per cent—

Mr Murray—To try and become precise on this by modelling what the structural deficit or
surplusis—

Senator CONROY —I thought that was why we had Treasury. | thought that was why we
collected the finest minds.

Mr Murray—You may have Treasury to do some of the modelling background to this bui,
aswe all know, good modelling also takes good judgment. That is what we do on top of that.

Senator CONROY—That is very fair. So the benchmark is 3.5 per cent. Why the fiscal
deficit next year?

Mr Murray—As| said, thereis a wedge between the fiscal and cash balances anyhow, and
the government’'s main objective is the underlying cash balance, because it is running
surpluses on that cash balance.

Senator CONROY —I thought | read you the government’s main objective; the Treasurer
has announced that the main objective is the fiscal balance. It is something championed by
your own documents, so | am concerned that you may be accidentally midleading the
committee.

Mr Murray—I would never do that. | am trying to recall exactly what your quote was, so
you have me at a disadvantage. You were talking about the fiscal balance over the cycle and,
as| tried to explain, the fiscal balance is subject to longer-term developments. Therefore, it is
much more meaningful, as far as we are concerned, to focus on the cash balance. The cash
balance and the fiscal balance have their pros and cons depending on the circumstance.

Senator CONROY—Never a truer word was spoken. Is it not also the case that the
Commonwealth published an estimate of the structural balance in the 1996 budget papers?

Mr Murray—I am not aware of that.
Senator CONROY—In 1996 they did.
Mr French—I am not aware of it either. It may be the case, but not asfar as| am aware.
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Senator CONROY —It was discontinued that year.

Mr French—If it were published, | suspect it would reflect some of the difficulties Mr
Murray was alluding to earlier.

Senator CONROY—It is chart 4, ‘Structural Budget Balance for Australia, OECD
Estimates’ on page 1-13 of the budget paper.

MsMrakovcic—They are OECD estimates.

Senator CONROY—I only said that you published them.

M s Mr akovcic—Certainly we have published OECD estimates of the structural balance.

Senator CONROY—Why did you stop publishing them?

Mr Murray—I am at a disadvantage here, because | was not aware that we published it in

the first place. | am not aware in what context it was published—whether it was part of our
longer-term piece in the budget. | am not even sure what budget statement itisin.

Senator CONROQOY —It is on page 1-13, over from 1-12 in Budget Paper No. 1 1996. The
heading is ‘ Future policy flexibility’.

Ms Mrakovcic—If memory serves me correctly, that chart was also accompanied by quite
a few paragraphs that cautioned against the use generally of structural balance estimates. It

certainly discussed that these were available but also cautioned against the use and
interpretation of them.

Senator CONROY —It is perfectly reasonable to put all the warningsin.

M s Mrakovcic—I do not think that there was anything specific that went to why they were
included in that year and not included in the next. | think that, in the context of introducing
the medium-term fiscal strategy and trying to essentially discuss in general terms the types of
concepts, it was thought to be useful in that particular year. But | think, as has been indicated
in hearing after hearing, there are general concerns about essentially relying on structural
balance estimates over a long period of time to basically make assessments about the stance
of fiscal policy.

Senator CONROY—Do you do any internal calculations on the structural balance?

Mr Murray—Certainly not in Fiscal Group.

Senator CONROY—Would anywhere else possibly do them?

Mr Murray—You could ask Macroeconomic Group. They have overall responsibility for
macroeconomic policy and they may do some analysis.

Senator CONROY —I appreciate the points you make about having to be careful about
relying onit, but we are just asking about whether it is publishable.

Mr M urray—We certainly do not do any work on that in terms of the operationalisation of
the budget.

Senator CONROY—So you would not be able to tell me whether or not this budget is
estimated to bein structural surplus or deficit for 2003-04?

Mr Murray—That is correct.

ECONOMICS



E 254 Senate—L egislation Tuesday, 3 June 2003

Senator CONROY—Would the Macroeconomic Group possibly be able to tell me?
Mr Murray—I do not know. It is possible. You could ask them.

Senator CONROY—What do you reckon the odds are?

Mr Murray—I do not know. They have never told me. They may tell you.

Mr French—I am certainly not aware of any work done over recent times.

M s Mrakovcic—I am sure they would be appropriately cautious in coming to a conclusion
on that matter, given the concerns they have over the use of potential output, potential output
gaps et cetera.

Senator CONROY—Are you aware that the British government continues to publish an
estimate of the structural balance to allow scrutiny of how it is going with respect to its
golden rule? Do not tell me the British Treasury are smarter than the Australian Treasury.
Stand up for yoursel ves!

Mr Murray—I am not aware.

Senator CONROY —Buit the British Treasury are not smarter than us.
Mr Murray—They are certainly not smarter than us.

Senator CONROY —I am pleased to hear it.

M s Mrakovcic—They may be less cautious.

Senator CONROY—Are you aware that Access Economics calculates a structural
balance? | know that they are very incautious—possibly even frivolous at times—with their
calculations.

Mr Murray—I did read some press report on Access Economics work on this. | have
never discussed it with them—or they have never discussed it with us, asfar as| am aware.

Senator CONROY —You mentioned that you need to be cautious. Would you dismiss the
structural balance as a way of being able to measure balance over the cycle, even though the
OECD and the British Treasury do these calculations?

Mr Murray—I would not dismiss it out of hand. | think that what | would say is that you
would not want to rely on that sort of analysis for the year-to-year operations of a particular
budget. | think that is the point. But, on the evolution of fiscal policy—

Senator CONROY—But you did say that, when you are trying to work out when the
economic cycle was, it is alonger-term picture. Surely, you can help me with that.

Mr Murray—Structural balance would have its usefulnessin that context.

Senator CONROY—1I turn back to the question of the overall fiscal stance. Treasury starts
advising the government on the overall parameters for the next budget back in September-
October.

Mr Murray—Yes.

Senator CONROY—It then updates this as further economic data becomes available,
presumably with respect to updates on external factors and updates as the internal budget
measures take shape. |s that reasonable?
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Mr Murray—That is reasonable; yes.

Senator CONROY—Do you do a before-the-event assessment of how expansionary or
contractionary various budget measures might be?

Mr Murray—Not necessarily before the event. We would be putting forward advice to the
Treasurer fairly early on, but we would then have to take into account the preliminary look at
possible budget measures back in November-December. Then the expenditure review
committee starts in February-March—and we would be giving advice to the Treasurer at that
point in time as well. He would have the economic outlook before him plus the stance of
where the budget is and where it might be moving to.

Senator CONROY —So you would bowl one up and say, ‘ This individual item will mean
this projection and the aggregate of all these individual items gives us this projection.’” You
would provide that sort of information for them to know where they would be at it if they did
not make any discretionary changes. Isthat afair way to describe the process?

Mr Murray—Correct. It would be pretty difficult to estimate at that point in time whether
a budget would be stimulatory or not.

Senator CONROY—I understand that. How long—and the answer to this is probably ‘as
long as a piece of string’'—does it takes for the budget measures to have their full impact felt
in the broader economy? | have done work on how long it takes monetary policy to, but not
fiscal policy.

Mr Murray—It al depends on what the measure is. You could have a measure like a
family payment—

Senator CONROY—That would be almost instantaneous because that is spent amost
immediately, isn't it, depending on the introduction date?

Mr Murray—Depending on the introduction date and whether there are offsetting savings
effects of the measure, but certainly pitched to low and—

Senator CONROY—They have no discretionary savings or they are negative savers and
they spend most of that sort of money, so it would churn through pretty quickly from the date
of implementation, | would have thought.

Mr Murray—You would expect that that would have a fairly immediate effect.
Infrastructure spending could take quite a while. You then have to take into account the
longer-term effect of budgetary measures. If you were going from a surplus into a deficit, then
that may illicit quite a strong savings response from the community as it believes that it will
be hit by higher taxes later on—so some sort of Ricardian equivalence effect. You would need
to take that into account.

Senator CONROY—Did you do an estimate of the impact of the personal income tax cuts
in the recent budget on the broader economy?

Mr Murray—It is not our role in the Fiscal Group to take that sort of measure into
account.

Senator CONROY —Who would doit?
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Mr Murray—It would be the role of the Macroeconomic Group to look at that. They
would be looking at reasonably small numbers | would have thought. In an economy of $700
billion plus—

Senator CONROY—I think that we have had the sandwich and milkshake example done
to death; you do not have to do it again. The Treasurer indicated that the decision to offer tax
cuts was taken quite late in the budgetary process. | will gquote to you from the 7:30 Report
where the Treasurer says.

Pretty late in the process, once we were pretty confident of the figures.

... | was in touch with the Prime Minister while he was overseas but | was back here doing things, so
he wasn't discussing these in Texas.

So the PM is over on the ranch with George. The Treasurer finishes by saying:

| was back here working on them.

It was not too long before budget night that the Prime Minister was on the ranch, is that right?
Mr Murray—That is correct.

Senator CONROY—How many weeks before the budget was given down was that? Was
it two to three weeks before the budget was handed down that the Prime Minister strapped the
spurs on and was home on the range?

Mr Murray—I cannot recall, but it was not that long before the budget.

Senator CONROY —It was 2 May that he was on the ranch and the budget was on 13
May. Does that sound about right?

Mr Murray—That sounds about correct.

Senator CONROY—When the Treasurer says, ‘Pretty late in the process, once we were
pretty confident of the figures,” he must have had some idea where things were at two weeks
out from budget day.

Mr Murray—Wedid.

Senator CONROY—What is your assessment of the personal income tax cuts in terms of
their expansionary fiscal policy impact?

Mr Murray—I do not think that | am qualified to answer that.

Senator CONROY —1I think you are being bashful.

Mr Murray—I have already indicated that, in terms of the total economy—

Senator CONROY —It is a modest amount.

Mr Murray—Modest.

Senator CONROY—So shall | ask the Macroeconomic Group or just leave it with you?
Mr Murray—You canjust leave it with me. They will probably give the same answer.

Senator CONROY—Do you think that that impact will continue out into the forward
years—the modest little milkshake and sandwich?
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Mr Murray—You have a jump down, if you like, and that is the stimulatory effect. That
continues.

Senator CONROQOY —It does?

Mr Murray—Yes, but | would not have thought it adds to growth. If there is a stimulatory
effect—

Senator CONROY —You would or would not?

Mr Murray—Would not. | may be wrong, but my analysis of this would be that it has
added a stimulatory effect, and then, because it is a permanent tax cut, it retains that level of
increased GDP unless there is some sort of saving offset that might detract from that.

Senator CONROY—What was the policy rationale for the stimulus?

Mr Murray—The best person to answer that would be the Treasurer, but my
understanding is that the Treasurer, having looked at the numbers in consultation with the
Prime Minister, decided that there was room to deliver tax cuts, beieving that lower taxes
were good for incentives and good for efficiency within the economy, and to return those
funds to taxpayers.

Senator CONROY —That seems to be slightly at variance with the argument about trying
to run surpluses when growth is above 3.5 per cent. Did you advise them to do this on the
basis that we are going to be only on 3.25 per cent and we need a bit of a tax cut to get
ourselves back up to that long-term average?

Mr Murray—Not at all. We advised the Treasurer that, if he took this measure, there
would still be surpluses.

Senator CONROY—One dollar isa surplus. Plus oneis still a surplus.
Mr Murray—I am not sure the Treasurer would live comfortably with a $1 surplus.
Senator CONROY—But, for the purposes of the discussion, $1 would equate to a surplus.

Mr Murray—No, appropriate surpluses, which, as you can see, the government has
delivered.

Senator CONROY—What is an appropriate surplus—just for my information? You said
it, not me.

Mr M urray—One dollar would not be an appropriate surplus.
Senator CONROY—Two dollars?
Mr Murray—No.

Senator CONROY —Four dallars? The famous $4—the sandwich and a milkshake. Is that
asurplus?

Mr Murray—We would look upon what the government has delivered, in terms of the 2.2,
1.3, 1.2 and then 4.7 in the out years, as appropriate surpluses, and that was the advice that we
gaveto the Treasurer.

Senator CONROY—I might return to appropriate surpluses at some point with you. |
assume that, with this late decision from the ranch in Texas, this necessitates some substantial
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recalculation of the budget tables pretty late in the process. Were the economic forecasts also
redone to take into account the additional fiscal stimulus?

Mr Murray—Not that | am aware of. Certainly, there were changes to the tables.
Senator CONROY —Would you be aware of them if they were done?

Mr Murray—I would be aware, yes, but | am not aware of any changes to the forecasts,
and they would have been probably within rounding error anyhow.

Senator CONROY—You could end up next to Senator Vanstone in an ad with a statement
like that.

Mr Murray—Certainly, | am not aware of any—

Senator CONROY —Tax cuts—within rounding error. | like it. | want to move on to paid
maternity leave. Has Treasury done any work on paid maternity leave?

Mr Tune—Yes.
Senator CONROY —In the last 12 months?
Mr Tune—Yes.

Senator CONROY —Are you able to share with us what options have been explored and
what sorts of costs are involved?

Mr Tune—We have done some exploration and looked at the costing of the Human Rights
and Equal Opportunity Commission proposal.

Senator CONROY—That is Pru Goward's proposal ?
Mr Tune—Yes. That is ongoing; it is not complete yet.

Senator CONROY —I thought the Minister for Finance and Administration had indicated
that it was not a goer. You have not noticed that?

Mr Tune—I have seen statements by Senator Minchin.
Senator CONROY—So you have just ignored them?

Mr Tune—No, it is under consideration by the government. | think Senator Minchin said
that more recently, in fact.

Senator CONROY—You have basically modelled Pru Goward' s package?

Mr Tune—She got NATSEM to do a costing. A certain methodology was used as part of
the consideration of that which is part of the normal policy process we go through. We would
have a good look at that in conjunction with—

Senator CONROY —Have you now costed it to your satisfaction?

Mr Tune—We are looking at the costing NATSEM have done and running through some
of the assumptions with them. As | said, that isincomplete at the moment.

Senator CONROY—So you have not put any recommendations forward yet?
Mr Tune—No, there are no recommendations to government at this point.
Senator CONROY —When do you anticipate completing your process?
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Mr Tune—Sometime in the next couple of months, probably.

Senator CONROY—Okay. Has Treasury been doing any work on welfare reform more
generally; in particular, considering further reforms to the taxation and welfare system?

Mr Tune—It is anissue we constantly look at; it isa sort of bread-and-butter issue for us.
Senator CONROY —Have you established a process for that within Treasury?

Mr Tune—No. My division within Treasury has that as part of its—

Senator CONROY—Soit isyou.

Mr Tune—Yes, and there are processes within government with which we are associated.
Some of those we are centrally involved in and some of those we are monitoring and other
departments are looking after. For example, we have contact with the one that is being run by
Minister Vanstone and Minister Abbott on the welfare reform exercise but it is basically being
run from FaCS and DEWR.

Senator CONROY —What are they up to?

Mr Tune—A series of consultations are going on around a paper on a single work force
age payment that was released publicly late last year.

Senator MURRAY —Are you keeping an eye on the Senate committees?
Mr Tune—We are indeed.
Senator MURRAY —There are two looking at that area right now.

Mr Tune—That is right. The one we are looking at in particular and monitoring is the
Senate Community Affairs References Committee inquiry into poverty.

Senator MURRAY—AnNd the Senate Employment, Workplace Réations and Education
Legidation Committee on the Workplace Relations Amendment (Protecting the Low Paid)
Bill 20037

Mr Tune—The bill that is before parliament, yes.
Senator MURRAY —That isworth looking at as well.

Senator CONROY —Your division in Treasury is looking at this and there are some other
departments involved in a dightly separate process. Do you have a combined process
overseeing these?

Mr Tune—One of the issues we are looking at—and | think Mr Murray alluded to this
earlier—isthe issue of the follow-on implications from the Intergenerational Report and some
of the implications of the ageing population. The government has asked us to chair a group of
Commonwealth departments which is looking at some of the implications of that and what
policy options may be available over a longer time period—not so much immediate options
but things that may be done structurally over alonger period of time.

Senator CONROY —I am glad Senator Sherry is not here, because he would probably ask
you questions on that for the next three hours. We are safe as long as he is not watching. Has
the Treasurer asked you to do anything on PML specifically?

Mr Tune—We are part of a whole-of-government process that islooking at it.
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Senator CONROY—When Pru Goward produced her report she did not just send you a
copy and say, ‘Can you cost this? Or did the Treasurer say, ‘Can you give us a hit of an
overview of this'?

Mr Tune—No, it was a report to the government and the government is looking at that as
part of its policy processes. The Prime Minister has announced that the government is looking
at issues around work and family, and that is one of the issues that is being looked at in that
context.

Senator CONROY —What are the objectives of the process that you are working on?
Mr Tune—Which one? | have named about three so far.
Senator CONROY—I will go back to the first one, on PML. What is your objective?

Mr Tune—Our rolein that is to provide advice to the government on paid maternity leave
or other options that may assist work and family balance.

Senator CONROY—And what is the objective of the welfare taxation process?

Mr Tune—We have a number of objectives, | suppose, but our key objective there is to
ensure that the welfare system and its interaction with the income tax system maximises
participation opportunities, reduces disincentives and has adequate participation requirements
for those on income support—those sorts of policy issues.

Senator CONROY —Have you identified what the major problems and impediments of
that issue are?

Mr Tune—Of what?
Senator CONRQOY —The interaction between tax and welfare issues.

Mr Tune—There is a range of issues around some of those we talked about in budget
statement 4 in fairly general terms. There are issues around the level of taxation; marginal tax
rates; the way they can interact with income test withdrawal rates that may, depending on how
they operate, have an impact on incentives; digibility criteria for welfare payments;
participation requirements for wel fare payments—all of those things can have an impact.

Senator CONROY—Have you got a time frame for reporting on that? It seems that you
are pretty busy at the moment.

Mr Tune—Probably over the course of the next six to eight months.

Senator CONROY—You are going to have to try and grab some of Mr Murray’s empire;
it has been getting bigger.

Mr Tune—I am part of Mr Murray’s empire.
Senator CONROY —Grab more of it. So the next six to 10 months, did you say?
Mr Tune—Six to eight months, something like that.

Senator CONROY—Going back to PML for a second, have you looked at any models
other than Pru Goward's?

Mr Tune—We have certainly |ooked at overseas models around paid maternity leave. They
are somewhat different of course because of the nature of the systems that operate in most
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other countries where they have a social insurance system, whereas we have basically a flat-
rate benefit, general revenue finance income support system. They have been looked at but
there are other forms of assistance that the government currently provides through things like
maternity allowance, which has a somewhat similar objective but is not entirely the same. All
of those things are being considered.

Senator CONROY—Thank you very much. | have no more questions.

Mr Murray—Before we finish, | want to make a clarification about the tax cuts and their
stimulatory effect—

Senator CONROY—They are suddenly very stimulatory?

Mr Murray—No, | want to point out that we were aware, in the run-up to the budget, of
moves in other parameters as well. The exchange rate, for instance, had appreciated further,
and this is an issue that you could discuss with the Macroeconomic Group. However, those
sorts of effects always occur between when the budget numbers are settled down and the
ddivery of the budget. Some of those effects are moving to stimulate and some are moving in
the other direction. We had a range of factors there, but the central forecasts and risks around
those forecasts, as the Macroeconomic Group will assure you, were not really going to change
that much.

Senator CONROY—You have got to draw off at some point.

Mr Murray—I want to seek a clarification as well. Do you want to cover now the moves
to change the treatment of government debt in the budget?

Senator CONROY —As in the super, do you mean?
Mr Murray—No: moving to market val ue of debt.
Senator CONROY—I think | am coming back to it with you and Mr Comley at that point.

Mr Murray—Yes, but that will probably entail my budget colleagues joining us as well at
that time.

Senator CONROY—OKay, sorry | was just going to lump it al in together.
Mr Murray—That isfine.

Senator CONROY—I could check that and come back to you if you like, so that you can
go and not have to come back. | suspect that is when | will be doing it, but | will let you know
after the break.

Proceedings suspended from 3.13 p.m. to 3.32 p.m.
Australian Taxation Office

Senator CONROY—Mr Carmody, at the last session you undertook to get back to us
about the methodologies used to determine the extra revenue expected from various extra
compliance initiatives. | just looked through our records, and the committee do not seem to
have received any response at this stage.

Mr Car mody—Sorry about that. | can give you a broad outline now.
Senator CONROY—Did you prepare one?
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Mr Car mody—I did not know that that was on the list of questions that was given to meto
respond to, but | am happy to provide that in detail if you would like.

Senator CONROY —Please do.

Mr Carmody—One of the major areas for investment that was set to provide dividend
from an extra investment by government was our large business program. | think we
foreshadowed total collections, which included the improvement of about $50 million, of
$800 million. We have already collected between $850 million and $900 million on that, so
there has been an overachievement of the outcome there. We projected a 2:1 return in our
GST operations. We are running above 2:1—possibly around 2.5:1 or so. Our debt collection
had an overall figure of $1.46 hbillion, which included the increased debt projected to be
collected. We are on track to overachieve that.

In some of our small business areas, we are running slightly behind, but they were not large
amounts. If you look at the total dividend—if you want to call it that—from the extra
investment, we will over-achieve the outcome in relation to that. That is notwithstanding that
our selection processes for the additional staff meant that we could not get all people on, fully
trained, from day one, so we have actually underspent in this year in the extra resources
provided by government. It is recorded in the budget papers that we have given back $50
million of that because it was a one-off lag in recruitment. Overall, that is the picture.

Senator CONROY—You also undertook to answer some questions on natice regarding
consultancy with Econtech. They are one of my favourite modellers, so | am always interested
in what they are up to. We only got those back literally this morning. Were you aware of that?
They were provided to the committee this morning.

Mr Carmody—I am broadly aware that some questions were only recently supplied to the
committee, yes.

Senator CONROY—Do these ones ring a bell as being only recently supplied?
Mr Car mody—Sorry?

Senator CONROY—Do these ones in that batch that were only recently supplied ring a
bell?

Mr Carmody—It has been awhile since | |ooked at them. | cannot really comment.

Senator CONROY—You indicated in the answer that you were not prepared to release the
report. Isthat correct.

Mr Car mody—That must be the answer that we have given you.
Senator CONROY—Could you give us reasons why.

Mr Carmody—I do not know that | have anyone here who can help me answer that
question.

Senator CONROY —Could you chase someone up. We will be here for alittle while.
Mr Carmody—I am surewe will be. | will see what is possible.
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Senator CONROY—I note from your speech on 14 March this year that you stated that
you would be updating and publishing this—you were talking about the compliance
program—at the start of each income year. Are you on track to meet this target this year?

Mr Carmody—Yes, if you consider July the start of the income year.
Senator CONROY—Should | consider January?

Mr Carmody—No, | would not consider January. We are working towards a July release
of that, and next week we are also releasing a much more detailed program on large business
compliance. My intention is to annually release the overall compliance report, but on an
occasional basis—to take some key elements of that and broaden out the detail and the depth
of the compliance issues and approaches that we apply to particular market segments or
whatever. Next week, we are releasing a fairly detailed report or review of large business
compliance.

Senator CONROY—Do you think it would be more useful to set the publication date in
advance of the end of the financial year tax rush?

Mr Carmody—Most returns do not come in until months after July. We have made a big
step, first, in producing the report and publishing the report, and, secondly, in getting the
report out in July rather than December. | will see.

Senator CONROY—So you think it is something you could work towards rather than—

Mr Carmody—Yes. We will see if we can continue to improve that. It gets tied up with
our whole planning processes.

Senator CONROY—You go on to note that the first of your more detailed sectoral studies
in thisarea will focus on the large and international segment.

Mr Car mody—Yes.

Senator CONROY—How are you going with that work? Isit on track?
Mr Car mody—It will be released on Tuesday of next week.

Senator CONROY—Would you like to give us a scoop?

Mr Car mody—No.

Senator CONROY —The Financial Review is sitting up the back there, but okay. Will you
be publishing additional revenue estimates along with that work?

Mr Carmody—I think we have been through this before on occasions. The revenue
estimates published in the budget papers take account of an expected level of compliance that
is supported by our compliance program. So the revenue estimates for next year would take
account of the expected impact of our compliance programs—that is, the revenue estimates
already included in the budget papers. So, for example, from the additional investment in
large business, | think our large business was projected to go up a further 100 and something
million dollars. That is already reflected in the budget papers, and so with the other additional
returns promised from the investment.

Senator CONROY—I would like to get your views on the feasibility of publishing
estimates of the tax gap, which is defined as the difference between the tax due under the
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collection laws of the Commonwealth and the tax actually collected by the ATO. | am advised
that the Internal Revenue Service in the US publish estimates of a gap. Are you familiar with
that?

Mr Carmody—Over a number of years they have attempted to publish such estimates. |
do not know that there is an absolute level of confidence in that. | think that thereis also—

Senator CONROY—Could you explain what you meant when you said that there was not
confidence?

Mr Car mody—My understanding—

Senator CONROY—One is a figure that is printed at the beginning of the year and the
other isafigurethat is printed at the end of the year.

Mr Carmody—You asked me to say what the difference was between the amount
theoretically payable—I do not think you used the word ‘theoretically’, but | will—under our
laws, if you could review every transaction and determine whether that tax was paid, and the
amount actually collected. My view is that it is mission impossible to determine that. In the
past the IRS have attempted to do that by conducting a very extensive sample auditing
program and then attempting to extrapolate from that. The reason | said what | said about
confidence is that | think that was ceased a few years ago, although they are looking at
whether they can try again. | do not know that their level of confidencein it was absolute.

There are also other very significant issues in relation to the resource cost of doing that.
You are doing it randomly; therefore, you are spending alot of your resources on cases that do
not come out with aresult. That is the nature of a random, as opposed to a targeted, approach
to where risks are. Secondly, | think there were concerns about the cost to the American
community. So, on the grounds that those issues about attempts at sampling like that and the
diversion of resources required for it are very significant—and then there is the question about
what additional information it gives you to enable you to actually reduce the gap—I certainly
would not be recommending it.

Senator CONROY —I think you are being a little harsh there. | would have thought that,
with the appropriate health warnings, it would till be valuable for a degree of transparency
and accountability. Thisisanumber that goes into the budget papers.

Mr Carmody—We put into the budget papers the estimated collections that reflect the
results and impact of our compliance programs. That is what we do. That is very different
from trying to pull out of the air a figure that would say, if—somehow, magically—the tax
law were perfectly applied to every transaction and item in the economy, the amount collected
would bethis. | just do not believeit is possible to achieve that.

Senator CONROY—But the government makes the same criticisms of the figure that you
plug into the budget papers. The Audit Office has recommended that it should be using the
figure you are talking about that goes on to the budget papers; they do not want to use it so
they keep getting qualified accounts.

Mr Carmody—Thisisadifferent estimating issue as | understand it.

Senator CONROY—The government argues that it is not a reliable figure, the one that
you are now touting as more reliable than this other one.
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Mr Carmody—No. | am sure Mr Smith would like to have another discussion about the
alternative basis of calculating revenue for a year. The budget estimates reflect the estimated
collections for the coming year which are based on the impact of our compliance programs. |
was answering what | thought was a different question of whether it is possible to calculate
the revenue gap, as | think you described it, in an accurate way. You mentioned the IRS. They
have had some attempts at it—that has stalled in recent years, although they are looking at it
again. But | have also outlined what they have to go through to do that. From my perspective,
given the resources | have and the impact on the community, more is to be gained by ensuring
that those resources are directed at those areas that we have identified as being at risk of
noncompliance and addressing those risks rather than bothering—which you would do in
random samples—with the total income tax of people who we do not believe are doing
anything wrong. Given the size of income tax, | think that iswhere | would sit.

Senator MURRAY—I have a follow-up query. Mr Carmody, | am interested in the same
area but from a different direction. There are two figures that we know. One is total income
tax collections and estimates—and estimates are materially affected by precedent; what you
got last year influences your perspective as to what you produce next year—

Mr Car mody—Yes.

Senator MURRAY—The other one is dightly more rubbery but is still out there as a
government figure, and that is the tax expenditures area. | am interested in what the real tax
paid is per demographic cameo of income tax payout. For instance, take a person earning
$100,000. What is their actual tax paid and, if you took into account the likely effect of tax
expenditures on them, what is the real consequence of that? | cannot recall the statistics on
$100,000 but you have got them somewhere. You might have a real, effective actual income
tax paid of 33 per cent. If you knock off the tax concessions, some of which did not come
through the income tax system—for instance, the private health insurance rebate does—and it
might come down to 28 per cent. So when somebody writes to me and says, ‘| earn $100,000
and | am sick of this 47 per cent tax rate,’ | can say, ‘Hello, chum, your real net tax impost is
such afigure’ Isthat work done, being contemplated or capable of being done?

Mr Car mody—I do not have the taxation statistics in front of me. They produce a range of
charts of occupations and segments of the community but | do not know that they go to that
level of detail. It is not in my consciousness—and | do not even know whether we could do
that at the moment, but our pattern of approach is reflected in the taxation statistics that we
publish.

Senator MURRAY—You do it where it comes through the income tax system—so actual
income tax paid less the various rebates and you arrive at a net tax payable figure—can you
do it per demographic cameos?

Mr Carmody—There is a range of those in the taxation statistics. | do not have those in
front of me, but there is arange of them.

Senator M URRAY—Obvioudly, there is value to a policy palitical person. But from a tax
department’s perspective is there any value in you arriving at the real net figure, which is the
actual tax payable net under the income tax system less the tax expenditures which are not
recorded through that?
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Mr Car mody—I am not sure what information or intelligence that would give usto enable
us to do our job better. The taxation statistics that we produce are more a by-product of what
we do naturally. So, just off the top of my head, | cannot think of a particular compliance
approach reason why we would do that. Obviously, we look at compliance for these various
rebates and so on. But | think what you are querying really goes more to issues of policy—of
levels of effective tax and so on.

Senator MURRAY—I think you are right; | think it is a policy political position,
particularly given the pressure we are all under about tax rates. At the heart of my question
really is whether your systems key in the tax expenditure calculations or, rather, they are | eft
outside and held within Treasury.

Mr Carmody—It depends on the nature of the tax expenditures. If we deliver them
through the system, it may be that we have that information. But, if they are not delivered by
us, | just do not know. | could examine what is possible, but | do not know.

Senator MURRAY—Could I, through the chair and through the minister, ask if you would
not mind taking it on notice and just letting us know what isin your data system—

Mr Car mody—What matching is possible.

Senator MURRAY —from the tax expenditure area, so that | know what is excluded?
Mr Car mody—I will do that.

Senator MURRAY —Thank you.

Senator CONROY —I want to move to the issue of high-wealth individuals, which | think
you have been dancing around. Do you still have a High Wealth Individuals Taskforce?

Mr Fitzpatrick—Yes, we do have a High Wealth Individuals Taskforce.
Senator CONROY—What is it up to at the moment? Here is a chance for you to give a
paid ad on behalf of the tax office.

Mr Fitzpatrick—We are managing compliance by high-wealth individuals. That is what
we are up to.

Senator MURRAY—So you have not reduced the number of high-wealth individuals.

Mr Carmody—Hang on, we do not want to reduce the number of high-wealth individuals
in this country. The more high-wesalth individuals, the more tax we collect.

Mr Fitzpatrick—It depends where you draw the line as to what is high wealth.

Senator CONROY—I was just about to ask that very question: just how high-wealth do
you have to be before you are a person of interest to the task force?

Mr Fitzpatrick—Over the last six years or so since the task force was established we have
drawn the line at people who control wealth of around $30 million or more. At present, we
estimate that 600 to 650 people are in that category. Obvioudly, the number of taxpayers
would be significantly higher, because we look at the trusts and companies they control and
operate their busi nesses through.

Senator CONROY—So you are looking at 600 to 650 entities, which is less than the
number of people?
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Mr Fitzpatrick—No. We are looking at about 650 individuals who control companies or
trusts—

Senator CONROY—So it is many more.
Mr Fitzpatrick—It is many more.
Senator CONROY—Could you draw us a diagram of that?

Mr Fitzpatrick—That depends on how complex you want to become. Some individuals
control a large number of companies and trusts; some control a very small number. It varies.
Asyou would know, many people run their businesses through companies and trusts.

Senator CONROY —How many entitiesisit, roughly?
Mr Fitzpatrick—Over the 650 or thereabouts?
Senator CONROY —Yes.

Mr Fitzpatrick—I| am not sure that | have those figures. | would imagine that it would be
over 10,000.

Senator CONROY —It is over 10,000 entities?
Mr Fitzpatrick—From memory—

Senator CONROY —I will not hold you to the exact number. | understand that there is a
bit of variation. But it is around 10,000.

Mr Fitzpatrick—I might have said something in the media about this recently. | will have
to check. | think the number is around that.

Senator CONROY—How many staff do you have at the moment?
Mr Fitzpatrick—We have about 110.
Senator CONROY—So it is about three people each, isit?

Mr Fitzpatrick—No. It does not work that way. We operate on a risk management
approach. Obviously, we monitor some taxpayers much more closely than others. We have a
rolling program of monitoring over a period of time. The higher the risk, the greater
examination from usin relation to that taxpayer’s affairs.

Senator CONROY —What are some of the broad areas of the tax law this leads you into?

Mr Fitzpatrick—There are a range of arrangements and issues we would look at over a
period of time in our audits. One of the areas which we have been focusing on over the last
year has been in relation to capital gains tax. As | think | have said before at one of these
hearings, we are closely looking at the sale of business assets, restructures and reorganisations
to ensure that the appropriate capital gains tax is paid on sales of assets. We have certainly
seen some evidence of some concerns in that area. In the compliance program we published
last December and, as the commissioner indicated a few minutes ago, which we are about to
publish again soon, we have indicated some of the areas we are focusing on, and capital gains
tax is one of those.
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Senator CONROY —I| am advised that the 1998-99 edition of Taxation statistics was the
last to include a table on the income and tax arrangements of individuals with taxable incomes
of more than $500,000 and that that table was not included in 1999-2000. Is that correct?

Mr Fitzpatrick—I| do not recall, but if you are talking about individuals with taxable
incomes over a certain figure—

Senator CONROQOY —1I think it was $500,000.

Mr Fitzpatrick—that might not necessarily include high-wealth individuals, because, as |
said, many of those run their business through a company or a trust and they do not
necessarily have high levels of individual income.

Senator CONROY—How many of the 600 to 650 would have taxable incomes of less
than $500,0007

Mr Fitzpatrick—I do not know the answer to that but, as | said, most would run a
business through a company or trust. They might get franked dividends from the company
which they control, they might get distributions out of trusts they are beneficiaries in or they
might get salaries—it varies.

Senator CONROY —Why was the table dropped?
Mr Fitzpatrick—I do not know.

Senator CONROY—This was the general taxation statistics, not just the high-wealth
taxation statistics.

Mr Fitzpatrick—This is statistics about individuals with high levels of income?

Senator CONROY—With taxable incomes of more than $500,000. You previously had a
tablein thereand it is not there now.

Mr Fitzpatrick—I do not know the answer.
Senator CONROY—Do you think it should be put back in, Mr Carmody?

Mr Carmody—I do not know. | would have to look at why it was taken out in the first
place. | just do not know.

Senator CONROY—Could you take on notice to answer why it was taken out and
whether or not you would be looking to included it again?

Mr Car mody—I am sure we can.
Senator CONROY—Could you find out who made the decision to drop it?

Mr Carmody—I will examine why it was taken out. | am not quite sure what the benefit
would be of naming individual tax staff who make these decisions.

Senator CONROY—It could have been Mr Petroulias! Could you provide the committee
with a comparable table for 1999-2000 and 2000-01—cumulative figures, if necessary? Even
if you are not putting them in your statistics, could we get the updated tables?

Mr Car mody—I will examine whether we have that information.
Senator CONROY—Will you beincluding it in the 2000-01 edition of Taxation statistics?
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Mr Carmody—I do not know. It is not something that has crossed my mind to date and
probably normally would not cross my mind. Having examined why it was there and why it
was taken out, | will examine whether it should be put back in.

Senator CONROY —Thank you.

Senator MURRAY—Mr Fitzpatrick, by occupation, barristers and solicitors do not really
fall into that category, do they?

Mr Fitzpatrick—Not generally. There might be some, but not generally.

Senator MURRAY—A lot is written about arbitrage, the attractions of the company tax
rate being lower than the top income tax rate, the attractions of capital gains tax percentages
being so much lower and so on. Have you found in your work that you have been able to
analyse the effects and the nature of arbitraging at all?

Mr Fitzpatrick—As | said, many wealthy taxpayers run businesses through companies
and trusts. That has been longstanding. We have looked at capital gains, as | mentioned
before, more in the context of whether those companies or trusts are seeking to avoid capital
gains liabilities as distinct from the discounted capital gains for individuals recently
introduced. We have naot, to my knowledge, seen any real evidence of exploitation of that
discounting of capital gains, but obvioudly that is an area which we would be looking at.

Senator MURRAY—You would assume from some of the commentary—and you would
have the corporate memory—that, pre the capital gains tax changes, pre the drop in company
tax from 36 per cent to 30 per cent—the typical high-wealth individual would have had a
profile of entities and after those changes you would see the profile change. My impression is
that the profile has not changed—in other words, that the typical relationship of trusts and
companies to a high-wealth individual before this happened is the same as subsequently.
Would you agree with that impression?

Mr Fitzpatrick—Maost of the evidence we have isthat that would be right. There may well
have been minor changes. There would have been some changes in different groups, but
generally speaking what you say would beright.

Senator MURRAY—This is again an important policy issue for the government and
parliamentarians concerned with this area. The constant statements that arbitrage is occurring
at ahighrate are used as a justification for lowering the personal income tax rate. | think there
is alot of baloney spoken about it, frankly, and | look for real evidence. You are the people
who have the data to tell us whether thereisreal evidence of this.

Mr Fitzpatrick—One of the areas where there might be arbitrage is in respect of the
alienation of personal services income—that is, true personal services income put through a
company or atrust arrangement.

Senator MURRAY—Isn’t the motive there more commonly that you have much more
attractive write-off provisions for expenses rather than the arbitrage effect of the actual
income tax rate?

Mr Fitzpatrick—To some extent. | was going to say that there may be to some extent
more opportunity to deduct expenses through a company or trust than individually, certainly,
but | think that, in the area of high-income taxpayers, it is more trying to have that income
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taxed through the company or trust arrangement. We have not seen much evidence of that in
the higher wealth task force over the last few years, because there is not much of true personal
services income derived. There is the occasional case where that has happened, and there was
one case in the court in the last 12 months, when the court found in favour of the taxpayer.
The court held that it was not personal services income. But we have not seen that as a major
area of risk in the high-wesalth area.

Senator MURRAY—Still in the high-wealth area, you have had a great deal to do with the
tax office crackdown—for which | compliment you all—on mass marketed tax effective
schemes and aggressive tax planning. Are you able to measure materially the effects of your
campaign in the high-wealth tax compliance area?

Mr Fitzpatrick—We just need to be careful. Mass marketed schemes and high wealth do
not go hand in hand.

Senator MURRAY —But the claim has been that numbers of high-wealth individuals have
been very interested in tax effective schemes, some of which have been cracked down upon—
not all.

Mr Fitzpatrick—It is not our experience that the people we look at in the high-wealth area
have been involved in mass marketed investment schemes.

Senator MURRAY—Not even employee benefit schemes offshore?

Mr Fitzpatrick—Not so much in the high-wealth area that we are talking about. Certainly,
there have been high-income people—presumably to some extent high wealth, but not to the
level that we are talking about—involved in employee benefit schemes, but we have not seen
very many. | am not sure of any high-wealth people—the 600 or so that we were talking about
earlier—involved in those sorts of schemes. As | said, we certainly see people with high
incomes involved in those schemes. We need to be careful about what we are talking about
here—whether it is high-wealth people or taxpayers more generally.

Senator MURRAY —I amjust focusing on high wealth for the moment.

Mr Fitzpatrick—The 600 or so that | mentioned earlier that we have examined or are
examining in the task force have not generally been involved—if at all—in the mass market
investment schemes or empl oyee benefit schemes.

Senator MURRAY—So0 their area of interest has remained that which it has classically
been—namély, the most effective from a tax minimisation point of view entity structure and,
of course, offshore arrangements?

Mr Fitzpatrick—There are avariety of arrangements. Certainly, in the mass marketed area
we saw a number of film schemes which were mass marketed. We have seen evidence of
some high-wealth individuals involved in what | call tailored film scheme arrangements—
tailored to their own circumstances. They were not going into a prospectus based film
scheme; they were going into other types of more tailored film scheme arrangements—
similarly structured but not necessarily the same. We have certainly seen evidence of that.
One of the things we have found over the years is that some of the arrangements might
initially start as being more tailored for people like high-wealth individuals. They then might
get marketed more broadly or more widely to a range of taxpayers. So film schemes have
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been one area where we have certainly seen evidence of high-wealth individuals being
involved as well as higher income people more generally—as well as the mass marketing of
some of those types of arrangements or techniques to the broader population. There are other
types of arrangements which high-wealth individuals have been involved in which are
somewhat tailored to their own circumstances.

Senator MURRAY —Thank you. That isall | have on high wealth.

Senator CONROY—I am just wondering how much revenue you are targeting with your
600 to 650 individuals.

Mr Fitzpatrick—I can tell you how much revenue has been collected from our audit
activitiesif that is the question.

Senator CONROY—I am happy to take it up, but that was not my question. How much
potential tax liability are you looking at—

Mr Fitzpatrick—There is no potential or targeted figure to collect each year from high-
wealth individuals. As in other areas of our compliance work, we look to examine the risks
and to address those risks. That results in collections of additional tax from audit activity. It is
also important that in—

Senator CONROY—You must have an estimate of what you are seeking to recover. If you
did not, how do you justify having 100-odd people working on it?

Mr Fitzpatrick—If we collected no money over two or three years, we would reduce the
numbers of people, because the risk would be lower. That has not been our experience to date.
As time has gone on, we have collected more, | think. In the last couple of years, we have
collected more than in the previous years, as some of the more complex cases have been
finalised and taxes have been collected. | do not put a targeted figure on collections. It will
vary, depending on the types of cases, what stage they are at in their finalisation and whether
the case has been heard in the courts or taxpayers are prepared to concede or settle cases.

Senator MURRAY—But your realised revenue—actual money in the bag—has been
greater than your actual costs, hasn't it?

Mr Fitzpatrick—Yes, significantly so. That is why we have not abandoned the task force.

Senator CONROY —Could you tell us what the declared tax bill is in aggregate for these
600 to 650 people?

Mr Fitzpatrick—No, | do not have that figure.

Senator CONROY—Can you get it for us? We will be here for awhile.
Mr Fitzpatrick—Not today—or tomorrow, | suspect.

Senator CONROY—You are coming back tomorrow.

Mr Fitzpatrick—I do not think it will be available for some little time. We would have to
look at all of the entities—not the 600 or so individuals. To answer that properly, we would
need to look at the entities, including the trust distributions, to see who paid tax out of the
income derived in the trust. We would obviously |ook at the taxes paid by the companies. That
would take some little time to get.
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Senator CONROY —Perhaps you would take that on notice then.
Mr Fitzpatrick—Yes.
Senator CONROY—You mentioned that you would tell us how much they brought in.

Mr Fitzpatrick—Yes. Over the last six years, there were collections of around $750
million from audit activities.

Senator CONROY —Thelast 12 months? Do you have a figure for that?

Mr Fitzpatrick—About $250 million, | think, has been collected in the present financial
year. A relatively small amount of those collections is till in dispute. That is how much has
been collected from audits.

Senator CONROY —Let mejust get thisright. It is$750 million over six years.
Mr Fitzpatrick—That is correct—coll ected through audit activities.
Senator CONROY—That is from between 600 and 650 people.

Mr Fitzpatrick—The population has varied over the six years. Some people have comein
and some have gone out. But those are entities generally—it is generally through entities as
opposed to singleindividuals.

Senator CONROY —Because of your extra work, your extra auditing and chasing them
down their various burrows, you have raked in $750 million, give or take a bit due to some
ongoing argument, from between 600 and 650 people—accepting that some people have
come and gone.

Mr Fitzpatrick—That isright, from the entities which they control.
Senator CONROY—That is very impressive.

Mr Fitzpatrick—Thank you.

Senator MURRAY —I always look for it in your annual report.

Senator CONROY —Do you budget into next year? From the sound of it, it is growing—
200 at the end of 750 sounds likeit is a growing figure rather than a decreasing figure.

Mr Fitzpatrick—The total will be growing, hopefully, each year.

Senator CONROY—But annually? In six years, you have not pulled in $200 million
annually.

Mr Fitzpatrick—No, that is right.

Senator CONROY—I appreciate that at the beginning in the early stages you would not
have understood the structures as well, and you have refined it over the years and you are able
to sort of chase them down deeper burrows.

Mr Fitzpatrick—But | think | mentioned once before here that the amounts raised per year
will vary depending on the cases which have resolved or been finalised in a particular year
and whether taxpayers have conceded, paid up, settled or whatever. That will vary because
some of the cases vary in their amounts. Also, | would expect—and there is some evidence of
this—that, because of our actions, taxpayers are voluntarily improving their compliance. That
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continues to occur. There will be fewer high-risk issues and cases involved and the audit
collections may well not be as great as each year goes on.

Senator CONROY—Do you get to claim that extra increased compliance as part of your
$750 million?

Mr Fitzpatrick—No. The $750 million relates to—

Senator CONROY—Can you hypothecate it so you can say, ‘ Because we' ve been chasing
them, they are now just coughing it up voluntarily.” | am just trying to help you with your
budgetary claims there. Is Mr Carmody is now snaffling this money that you flushed out and
you are not getting the credit for it?

Mr Carmody—No, | give him every credit.

Mr Fitzpatrick—Not personally; | do not get extra pay or anything! We do try—and
always have done—to influence improved compliance behaviour. That will be reflected in
additional voluntary compliance through what we would call indirect revenue as distinct from
direct from audit activities. It is very difficult to measure the indirect effect, because there
would be a variety of factors one could imagine in cases which impact on the level of taxes
paid via a company, a trust or an individual in a particular year. We believe that our actions
over a period of time now have influenced behaviour in a number of individual cases where
they are paying more tax voluntarily than they used to. We will attempt to measure that as best
we can to give a more comprehensive assessment of the effect of our work.

Senator CONROY—Thanks for that, Mr Fitzpatrick. | want to move on to some questions
about the use of bankruptcy by high-income earners to avoid payment of tax. Isit correct that
the ATO established a project in December 1997 to look at the compliance issues in the legal
profession and that one of the issues flagged at that time was the use of bankruptcy to avoid
payment of tax?

Mr Topping—Yes.

Senator CONROY —What were the parameters of that project? Do know how many staff
were assigned to it when it was set up?

Mr Read—Back in 1997 there were probably about 15 staff involved. There would have
obviously been a profiling stage with the majority of those staff at that point in time, so half of
them would have been undertaking analysis work.

Senator CONROY —So that is suggesting that there would be a natural diminishing after
that?

Mr Read—No.

Senator CONROY—Or a natural growth after that?

Mr Read—Thereis a growth at the moment.

Senator CONROY—Does that project still exist as a separate entity?
Mr Read—Yes, it does.

Senator CONROY —Wheat are the current staff numbers?

Mr Read—The total number is 22.
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Senator CONROY—Do you report on any of this activity in the annual report each year?
Mr Car mody—We do report regularly onit.

Mr Read—We have not done so in the last annual report.

Senator MURRAY —Is that because you are worried about being sued?

Mr Carmody—No, not at all. | think it was a cycle | had signalled in the two reports
previoudly, and then in the report before last | outlined the outcomes of our activities because
it was atopical issue.

Senator MURRAY —I| wasin jest.

Senator CONROY—Why wasit not reported on thistime, Mr Read?

Mr Read—As the commissioner said, it had been reported in two previous reports and—
Senator CONROY —It is till topical—you are on camera now, let me promise you.

Mr Read—Yes, and there were other issues as well that the commissioner highlighted in
the last annual report that were quite topical. The project was ongoing. | am not sure of the
exact reason why it was not included in the last annual report.

Mr Carmody—I think the general explanation is that with annual reports there are certain
things you are abliged to report on—we do those, and then we tend to report on a range of
different issues each year according to the major issues we are confronting at the time. It was
just that we had been through two cycles with that—we had given a fair indication and there
were other issues that we sought to include in the report this time.

Senator CONROY —When was the decision taken to spread your attention more widely to
other professions aswell in relation to this issue?

Mr Topping—We had actually been looking at these right from the commencement. We
had looked originally in the 2000-01 annual report. The commissioner reported on persistent
debtors generally. As a result of some early analysis we looked more broadly at the issue of
persistent debtor behaviour across the entire debt population. This led us to the identification
of around 700 cases in the first instance. They were, and are, managed by ancther project—
the persistent debtors project.

Senator CONROY—Mr Read, your 22 staff are separate from the persistent debtors?
Mr Read—That is correct.

Senator CONROY—They focus purdly on the barristers themsel ves?

Mr Read—Barristers and solicitors.

Senator CONROY—So they are particularly persistent debtors?

Mr Read—That isright.

Mr Car mody—Some of them are.

Mr Read—There obviously has been a change over time.

Senator CONROY—A few them are getting the hint that that is not optional ?

Mr Read—That isright.
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Senator CONROY—Well done. How many staff do you have on your persistent debtors
program?

Mr Topping—At the current time, there is a core of seven staff. They have been involved
in analysis and the management of a number of specific cases, but some of those cases are
handled more broadly by other case management staff in the operations environment.

Senator CONROY —How many hard-core cases are you handling, Mr Read?

Mr Read—If you are referring to the earlier annual reports, we identified those with over
$100,000 in debt in New South Wales.

Senator CONROY —At this point, | was thinking in terms of numbers of individual cases
rather than dollars.

Mr Read—There are 973 barristers with debt nationally. | will have to get back to you on
the number of solicitors.

Senator CONROY —Would it be a comparable figure? | do not know what the ratio in the
broader community is.

Mr Read—There would be more solicitors.
Senator CONROY—Would there be substantially more than that?
Mr Read—VYes.

Senator CONROY—If you could come back to us with that information later today, that
would be much appreciated.

Mr Read—The population is probably about six or seven times greater for solicitors than
barristers.

Senator CONROY —That is still avery high incidence though of hard-core tax avoiders.

Mr Read—I suppose we have had a change over the last three years, especialy with
barristersin New South Wales, from alodgement of about 56 per cent to alodgement of about
97 per cent now.

Senator CONROY —Three years ago, only 56 per cent of barristers bothered to put in a
tax return?

Mr Read—Had lodged on time. There was continual effort over the last three years and
now we have lodgement of 97 per cent in New South Wales.

Senator MURRAY —I seemto recall that one particular barrister had never |odged.

Senator CONROY—Yes, one of them had slipped through. Senator Coonan, this is your
old stamping ground. What has been going on?

Senator Coonan—I did not do any stamping there.

Senator CONROY —I would hope not. One in every two that you bumped into each day
was not putting in their tax returns on time.

Senator Coonan—It is a very busy profession, Senator Conroy. | am glad that they
eventually get around to putting it in.
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Senator SHERRY —Is being busy an excuse for putting your tax returnin late?

Senator Coonan—No, | am not suggesting that it is an excuse.

Senator SHERRY —You seem to beimplyingit.

Senator Coonan—No, | am not even implying it. It might explainit.

Senator CONROY—Mr Read, did you say that it was 97 per cent in New South Wales?
Mr Read—That isright.

Senator CONROY—So you were one of the three per cent, Senator Coonan?

Mr Car mody—No, 97 per cent lodge on time now; three per cent do not lodge on time.
Senator MURRAY —Is that the same nationally?

Mr Read—No. We are now undertaking the analysis nationally. Our major focus has been
on New South Wales. From February 2002 we have broadened the project into barristers and
solicitors nationally. We are running TFNs against the various lists and ralls to identify the
total population.

Senator CONROY—Did you say that 56 per cent failed to |odge on time three years ago?
Mr Read—VYes.

Senator CONROY —Was that in New South Wales or the national figure?

Mr Read—New South Wales.

Senator CONROY—Minister, you never lodged late? You weren’t one of the 56 per cent
who lodged late?

Senator Coonan—Whether you lodge late or not might depend on whether you have an
extension of time. | do not know. It isavery generic—

Senator CONROY—My accountant handlesit for me.
Senator Coonan—And for me, | might add.

Senator CONROY—I hope so. New South Wales seems to have a particularly entrenched
culture there that you certainly seem to be getting on top of.

Mr Read—There are about 170 outstanding tax returns nationally for barristers of a
population of about 3,680.

Senator MURRAY—That is six or seven per cent. | do not know if you recall that, in the
answer to a question on notice to you last year, E56, they said that lodgement increased from
70 per cent in New South Wales in May 2001 to 96 per cent at the end of January 2002. So it
isavery recent improvement.

Senator CONROY—Thank Paul Barry. Of those 170 returns, how many back years are
they behind?

Mr Read—Of those that are behind, demands have been issued for lodgement on all of
those and, where not lodged, prosecution action .

Senator CONROY —Are they two or three years behind?
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Mr Read—I am sorry, | do not have that with me. | can easily obtain that.

Senator CONROY —If someone could, that would be great. It is now 97 per cent in New
South Wales. What is the percentage nationally now?

Mr Read—I cannot give you that answer just at the moment.

Senator CONROY—Will you be able to get it to us shortly? We will be here for a little
while.

Mr Read—I do not think the analysis has quite been broken down to get it back to you
tonight. You will probably get it tomorrow afternoon.

Senator CONROY —That would be great. Thank you.

Mr Read—As far as barristers go nationally, as | said, there are about 170 returns
outstanding.

Senator CONROY—Out of 6,000. It sounds likeit is pretty high now nationally.
Mr Read—Out of 3,680.

Senator CONROY—You indicated that solicitors were a bit worse. Would that apply to
their return rate now as well?

Mr Read—As | said, we have not done the total picture on solicitors nationally as yet, so |
have not got the full data available to give you any advice on their overall lodgement.

Senator CONROY—Going back to the persistent debtors program, there are 700 cases.
Arethey broken down into any particular other professions? Who else makes the shame file?

Mr Topping—I am not sure about the shame file, but we have done some further analysis
and that has now led us to look at—you are damned if you do and damned if you don't—
subsets of the medical and accounting professions.

Senator CONRQY —Doctors and accountants.

Mr Topping—Yes. | should point out that further analysis of the medical profession does
not show them as having a rate of debt that is higher than the more general debtor population.

Senator CONROY —And accountants?

Mr Topping—It is difficult to say with accountants, because the way in which we do our
analysis requires us to try to make matches. Where we have not already done it, our proposal
is to try to make matches with the records of various professional associations. With the
accounting profession, in many instances they may be members of more than one association.

Senator SHERRY —More than one accounting association?

Mr Topping—Yes—more than one professional body.

Senator SHERRY —Financial planners do not come into the picture?
Mr Topping—I do not have any information on financial planners.
Senator SHERRY —I will pass the good news on.

Senator CONROY—What are the current operational arrangements in the ATO for
looking at your persistent debtors? Is there a separate unit?
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Mr Topping—In the first instance there is, | suppose. There is a project team, but they
have been managing some individual cases and they have also been doing some analysis. It is
important to have regard to what we identify as a persistent debtor. There are a humber of
different factors, often in combination. They could include the period for which a debt is
outstanding, the extent of legal action required to obtain payment and not meeting a payment
arrangement where there is no sound reason for that—in other words, where cash flow seems
to be okay. There are also people who we think might have been seeking the shelter of
insolvency administration. The overriding identifier is demonstrated behaviour to avoid the
payment of tax obligations through the use of those measures.

The way in which we would deal with a person identified as such is to notify them of that
fact and of the fact that we will perhaps manage their lodgment and debt situation more
closely. When they come to the attention of the unit we might say to them, ‘Whatever the
normal requirements are for lodgment, we expect you to lodge without the sorts of
concessions you would get through your tax agent or whatever.’ It is about letting them know
that we are going to pay much closer attention to their affairs.

Senator CONROY —I note that the Assistant Treasurer, in association with the Attorney-
General, issued a press release on thisissue on 2 May.

Senator Coonan—That istrue.

Senator CONROY—Senator Coonan, | congratulate you on how heavy going it was, as
press releases go. Hopefully you will be able to explain to me some of the more arcane legal
points. As you well know, | am not a lawyer.

Senator Coonan—Perhaps you could give me a copy of the pressrelease, as | do not have
it with me. | will have a go.

Senator CONROY—I do not have a copy here but | am sure my questions are so thorough
that | can just work my way through it with you.

Senator Coonan—You have probably committed it to memory.

Senator CONROY —As | said, it left me breathless and | am hoping for your assistance in
understanding it. Can we take it that this expresses in broad terms the state of play—that this
summarises where you are at?

Senator Coonan—That is my understanding. It has been developed with the Attorney-
General, so there is some cross-portfolio progress.

Senator CONROY—Do you want to add any more recent developments to the public
record?

Senator Coonan—Not publicly, no.

Senator CONROY —The press release also flagged the release of ajoint task force report
entitled The use of bankruptcy and family law schemes to avoid payment of tax. Could you
start by setting out what that joint task forceis? Isit still going?

Senator Coonan—My understanding is that it had some residual work, but | just have to
check that.

Senator CONROY —Wheat is its membership at the moment?
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Senator Coonan—I will just have to check that for you. | am just making a note of it.

Senator CONROY—While that is being checked, were they all public servants or was
there external representation?

Senator Coonan—MYy understanding is that there was certainly external consultation, but |
will just have to check the actual membership.

Senator CONROY —So there was external consultation?
Senator Coonan—That is my understanding; yes.

Senator CONROY—Can you also tell us when it was constituted, how often it met and
what its ongoing roles are? Could you further explain what the residual is, how often it meets,
whether everybody who was oniit is still on it and those sorts of things? | note that appendix 1
provides some data on bankruptcy by profession. Am | right in assuming that the cases set out
there are cumulative—that is, each year's data represents new cases and does not just count
existing cases over again?

Senator Coonan—I will find that out for you.

Senator CONROY —I ask because, if that is the case, by my addition—over the six years
of data presented in the appendix—there are 184 cases totalling ATO debts of over $23
million, at an average of nearly $130,000 for each case. Does that ring a bell, Mr Read?

Mr Read—Which appendix were you looking at?

Senator CONROY —I was looking at appendix 1 to the press release.
Mr Read—We do not have that pressrelease.

Senator Coonan—We are getting a copy.

Senator CONROY—I was hoping you had a copy. Who is working on this in the tax
office?

Mr Read—I wasinvolved in the task force.

Senator CONROY—Thisis appendix 1 to the task force report, | should have said. Would
you be able to answer questions on this, Mr Read? Are you the appropriate person from Tax
or are there other people who were working on it with you?

Mr Read—There are other people working on it with me.
Senator CONROY—But you are the senior officer?
Mr Read—That isright.

Senator CONROY—So | can ask you to help with any questions Senator Coonan needs to
refer?

Mr Read—Yes.

Senator CONROY—Are you able to tell us whether there was external representation on
the committee?

Mr Read—At the actual committee meetings there was not external membership—
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Senator CONROY—Was there some external member who did not come to the
committee meetings?

Mr Read—No. There was consultation with externals but not—
Senator CONROY —What sort of externals? Who were you consulting with?

Mr Read—There was the New South Wales Bar Association on the tax side. | understand
that Attorney-General’s, through their various membership in family law and other areas,
were also in consultation. | am not sure of the actual bodies they were discussing with.

Senator CONROY—Senator Coonan, will the information you are seeking be able to
clarify which organisations were consulted with?

Senator Coonan—I said that | have made a careful note of what you need to know and |
will seek that information. | just do not have it with me.

Senator CONROY —I was just saying that this was possibly adding to the questions. Will
that i nformation be able to be returned to us this afternoon?

Senator Coonan—I will ask. A lot of it is cross-portfolio. Now | have it; thank you. A lot
of the issues relating to the recommendations relate to the Attorney’s portfolio. Obviously, |
would want to just confer there and make sure that | get the information accurately to you.

Senator CONROY—I appreciate your desire for accuracy, but as Tax and Treasury are
here | naturally assumed that someone, such as one of the people you are consulting, would be
able to answer a question about the task force.

Mr Carmody—I think Mr Read from Tax indicated that a consultation has occurred, but it
was carried out by representatives of the Attorney-General’s Department.

Mr Read—With other groups, but they were not members of the task force. There was a
consultation process.

Senator CONROY—I am trying to find out who they were. Surely Tax was part of the
consultations.

Mr Read—We were in consultation with the New South Wales Bar Association.
Senator CONROY —So the New South Wales Bar Association was one of them?

Mr Read—Yes, but it was general consultations at the same time as the task force was
meeting. The discussions we had with the association were taken into account in our overall
discussions at the task force meeting. It was not as though the New South Wales Bar
Association was making representations.

Senator CONROY—Asyou heard, | added up those 184 cases. Are you able to confirm—
thisisin appendix 1 of the report—that over the six years there were 184 cases, totalling ATO
debts of over $23 million? | assume | can add them up, and they are not cumulative.

Mr Read—If that is from appendix 1, that is under the IFSA data about insolvency.
Senator CONROY —Yes.
Mr Read—I have not added them up.
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Senator CONROY—Am | able to add them up, or are they cumulative? | am sure my
maths are relatively close to the mark. It is a question of whether | am able to add the figures
up as | have or whether they are cumulative. That isthe only issue there.

Mr Read—I am sorry, | am not sure. | cannot confirm that at the moment.

Senator CONROY—Working on the basis that my maths are correct, we are talking about
over 30 cases per year on average and over $6 million in debt being accumulated in each of
those years. That is an alarmingly number of debts. Mr Carmody, you have been focusing on
this. Isit alarming?

Mr Carmody—I do not have the detail here. | do not question your mathematics, but you
raised the question about whether they are cumulative, and | do not know the answer to that.
You asked me: is it alarming? Clearly, the reason we embarked on the exercise we have been
discussing for the last hour was that we were significantly concerned by what we found.

Senator CONROY—Do you have an update for these figures for 2002 yet?

Mr Read—Not for insolvency at the moment. Up to March 2003, the overall tax debt for
barristers nationally was $54.2 million.

Senator CONROY—That isalot of barristers going bankrupt.

Mr Carmody—He did not say bankrupt, he said debt. You need to be careful. | know we
started out this whole conversation on serial bankruptcy, but it has broadened very
significantly to debt.

Senator MURRAY —Is that figure a national one or only for New South Wales?

Mr Read—That is for barristers nationally. For New South Wales barristers, the debt at
March was $40 million.

Senator CONROY —So they are the overwhelming majority?
Mr Read—That isright.

Senator CONROY —How many casesis that?

Mr Read—That is 550 cases.

Senator CONROY —Was this debt or bankruptcies?

Mr Read—Thisis debt.

Mr Carmody—Most of what we have been talking about since the commencement is debt,
not bankruptcies.

Senator MURRAY—When you say that it is debt, is it the tax payable or is it the tax
payable plus interest and penalties?

Mr Read—I would have to clarify that.

Senator CONROY—You mentioned a figure for barristers. Do you have the figures for
the other professions, Mr Topping?

Mr Topping—No.
Senator CONROY—Will you take that on notice?
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Mr Topping—I am not sure that we have that sort of information, but | will check.

Mr Read—You mentioned before that you would like details on the solicitor population. |
do have that for New South Wales. As at March 2003, there were 1,749 debtors with a total
debt of $47 million.

Senator CONROY—Do you have a national figure for solicitors or are you able to get one
for us?

Mr Read—No, | will not be able to get that for you.

Senator CONROY—You have not branched out into the other states yet—I appreciate that
itisearly days.

Mr Read—We are getting that data now. We have to check to make sure that the lists
match with TFNs at the moment.

Senator CONROY—That is okay. | am sure we will get a chance to talk about this at the
next estimates in November.

Mr Read—I look forward to it!

Mr Carmody—It is probably worth putting on the record that debt is not necessarily an
unusual event in tax matters. Sometimes when you | ook at isolated cases—

Senator CONROY—It is unusually large for barristers and solicitors, that is all. We are
wandering around in the barrister and solicitor world at the moment.

Mr Carmody—I am trying to point out that debt itself is, typically, quite substantial. |
think the annual report reported that, at the end of last year, there was a collectable debt of
about $5% billion, whichis a bit over three per cent of collections. We need to keep in context
that the mere fact that someone has a debt is not necessarily unusual; at the same time, we
have indicated that we have focused on these areas because of our concern at the levels.

Senator Coonan—The other issue, Senator Conroy, from the point of view of the bar
association—I| am not sure what may have happened with the law society—is that there is
now compulsory reporting of bankruptcies, and you need to show cause why you should
continue to hold your practising certificate.

Senator CONROY—It is a very welcome initiative. | am sure Mr Carmody particularly
welcomed it.

Mr Carmody—I did.

Senator CONROY—Does that apply to the other state bar associations?
Mr Read—It isin New South Wales.

Senator Coonan—Certainly it is New South Wales.

Senator CONROY —It is New South Wales only?

Mr Read—That isright.

Senator CONROY—Mr Carmody, would you welcome it—

Mr Carmody—I would welcome it from many professions. Any profession that would
liketojoininsuch aninitiative would be a wonderful thing for the tax system of the country.
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Senator CONROY —What about the other bar associations in the other states, given there
seems to be a particular difficulty in this profession?

Mr Carmody—The issue has been of most concern in New South Wales. | think the
figures have shown that, so | certainly appreciate the initiative. But, yes, | think it is a
valuable initiative that | would welcome.

Senator CONRQOY —In the other states?
Mr Car mody—Yes.

Senator CONROY —Are you negotiating with any other professions on similar sorts of
codes of conduct?

Mr Carmody—A range of professions have codes of conduct about meeting tax affairs,
but they are not necessarily going to the lengths of the New South Wales Bar Association.

Senator CONROY —But it seems to have led to an enormous—97 per cent—compliance
with just lodgement. It seemsto have really shifted—

Mr Carmody—There is probably arange of factors leading to that, including some of our
own actions in achieving that.

Senator CONROY —I was not suggesting that you were not a factor.

Mr Carmody—We are not presently actively negotiating with a range of associations, but
| will take on board your suggestion and see what val ue there would be.

Senator CONROY—The outcome with New South Wales barristers seems to have been
spectacularly successful, with the publicity they have received and the actions you have taken.

Mr Car mody—That was relevant to the particular circumstances we faced there.

Senator CONROY —I accept that. | think that a combination of all those factors seems to
have made a huge difference in the industry. | thought that maybe they would understand that
they could avoid the publicity if they offered to do the same in other states. It would just seem
asensible, practical thing to do. Would you wel come that?

Mr Car mody—I would welcome the other bar associations taking that initiative, yes.

Senator Coonan—Bear in mind that they are not everywhere, because the profession is
not a divided profession in some states. So there are not bar associations as separate
associations.

Senator CONROY —The arcane world of the legal profession; it iswell beyond me. When
did you first approach the New South Wales Bar Association for discussion? Did you
approach them, Mr Carmody?

Mr Carmody—Going back in memory, we did talk to them, yes. | met with the president,
Ruth McCaoll, on one occasion to discuss issues with them. That was around the time it had a
high public profile.

Senator CONROY—Was it before or after the article appeared? | think there were a
couple of articles, but | meant particularly Paul Barry’'s in the Sydney Morning Herald.

Mr Car mody—The meeting | am talking about was after that.
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Senator CONROY —It followed?
Mr Carmody—The meeting | had with the president was after that, yes.

Senator CONROY—Could you take me through the process you follow when looking at
cases? How do these cases come to your attention? Is the trigger when the ATO islisted as a
creditor at bankruptcy proceedings? How do you get onto these, other than through reading
the Sydney Morning Herald?

Mr Carmody—I just need to point out that | had raised this issue, not naming people, in
my annual report before those articles appeared. So it was not that we were reacting to Sydney
Morning Herald articles.

Senator CONROY—But you did not have a meeting about it until after the Sydney
Morning Herald, as you said—

Mr Car mody—No.
Senator CONROY —turned it into a high public profileissue, as | think you described it.

Mr Carmody—Yes, but what | am pointing out is that | had indicated publicly that this
was an area of concern and that we were taking action on it. | think part of the reason it
became such a public issue was that particular individuals were named, which is different
from me speaking about a general issue.

Senator CONROY—A Current Affair and others followed a number of individuals into
and out of court and into their taxis. | think that certainly brought it home to afew people.

Mr Read—The ATO actually funds the public examination, and so indemnifies the trustees
to take on these issues.

Senator CONROY—Sp, in terms of how they come to your attention, is the trigger that
the ATO islisted as a creditor?

Mr Carmody—No. In the main, we are well aware of these individuals well beforehand
because of our normal debt recovery action.

Senator CONROY —Do you have a list of cases of particular interest—where it looks like
tax avoidance, not just a straightforward bankruptcy? | do not want to sound silly; there has
just been an extraordinarily large number in this profession. Do you keep alist of the cases?

Mr Carmody—I am not sure about a list of cases. Generally, the issues we have been
talking about are where there is an acknowledged debt that just has not been paid. As a natural
part of our concerns here, we have done some initial examinations of whether there are other
than debt issues—whether there is use of tax avoidance approaches. But | do not have the
final analysis of that.

Senator MURRAY —That is the broken windows approach, isn't it?

Mr Car mody—T he broken windows approach; what is that?

Senator CONROY—You will haveto explain that to both of us.

Senator MURRAY —You don't know about the broken windows approach?
Senator CONROY—No.
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Senator MURRAY—It was a New York police initiative. They established that whoever
broke windows was invariably involved in other acts of crime—

Senator CONRQY —Zero tolerance.

Senator MURRAY —Yes—and that people who do one thing wrong will do other things
wrong. That is basically the theory.

Mr Car mody—It raises questions to be examined.

Senator CONROY—So Mr Carmody has a zero tolerance approach to barristers who
avoid their taxes.

Mr Carmody—I do not think that is exactly how it was described.
Senator MURRAY —Do you wish it was?
Senator CONROY —Would you like a zero tol erance approach?

Mr Carmody—I would like them to pay their tax on time and we will do everything to
seek to achieve that.

Mr Read—Of those who have over $100,000 in debt, they are individually case managed.

Senator CONROY —For the purposes of calling it something, how do they get onto your
list? What are the criteria?

Mr Read—To begin with, it is the normal operations activity. With this particular project,
we have identified all the individuals for barristers and we are doing that for solicitors. We
have already identified the barrister population. Because it is there within the project, they are
aready onthelist and we will continue to monitor their debt levels.

Senator CONROY —Does this intersect with Mr Fitzpatrick’s high-wealth individuals? Is
there a crossover between thisat all?

Mr Read—Any of those that may be involved in the aggressive tax planning area have
been identified and they have either been passed over to—

Senator CONROY—So you do pass them over to Mr Fitzpatrick at that point?

Mr Read—They are case managed. Depending on the level of debt or their activities, they
may well fit within this project or with Mr Fitzpatrick’s.

Senator CONROY—Could you take me through the case managing. You were just
starting to when | interrupted you there; | apologise. They sort of bob up on your list and now
they are case managed.

Mr Read—I said that those that were over $100,000 in debt are individually case
managed. An officer will be looking to see that the arrangements that have been put in place
by the individual are managed all the way through and that the payment arrangements are
met. When that does not occur, other activities are undertaken to ensure that the debts are
either paid or we start taking the steps through to bankruptcy.

Senator CONROY—I did see some articles that the New South Wales Bar Association
were blaming you for the fact that nothing had happened on this earlier. Did you see any of
those articles at the time? They seemed a bit grumpy at you.
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Mr Carmody—No, | do not recall that specifically.

Senator CONROY—How many cases have you got on the list at the moment, including
the ones bel ow $100,000?

Mr Read—For total debt, there are 973 nationally.

Senator CONROY —lIsthat barristers or solicitors.

Mr Read—For solicitors | only have the number for New South Wales and that was 1,749.
Senator CONRQY —That isright. Thanks.

Mr Read—Basically, around barristers, there are 115 that make up the $40 million in debt.
They are the ones that are over $100,000 in debt.

Senator CONROY—Do you suspect a tax avoiding motive when this happens? How do
you chaseit? You have alarge tax bill with them and they suddenly go bankrupt. What do you
do next?

Mr Read—Our activities so far have been by way of public examination and indemnifying
the trustees to identify where the assets have gone, what they did with the income and seeing
if we can claw back any assets that are still available.

Senator CONROY —How successful are you at clawing these back at the moment? Have
you clawed much back?

Mr Read—I cannot give you the actual figure. There are a number of public examinations
still under way.

Senator CONROY —Have you clawed any back?

Mr Read—Yes, we have, but | will have to come back to you with the dollar amounts.
Senator CONROY —Can you do that later today or tomorrow morning?

Mr Read—Hopefully tomorrow morning.

Senator CONROY—I note an A Current Affair item about a gentleman who had put all
his assets in his wife's name—the house, which she was livingin, and all of that sort of stuff.
Has that case been completed?

Mr Read—I cannot comment on that.

Senator CONROY —I presume that meansit has not been compl eted.

Mr Read—No, | think the secrecy provisions would not allow me to discuss that.
Senator CONROY—You went into secrecy provisionsin the settlement?

Mr Read—No.

Mr Carmody—He isresponding to the fact that you asked him to comment on an instance
which could be clearly identifiable.

Senator CONRQOY —It was on national television.

Mr Carmody—That is national television. You know that the tax office does not comment
publicly on individual taxpayers affairs.
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Senator CONROY—I was just asking whether the case had been completed. It is a matter
of court record.

Mr Car mody—I do not think we have that detail; | do not know.
Mr Read—There have been a number of cases on A Current Affair.

Senator CONROY —I was not trying to make you do anything—I just thought you might
know whether it had been completed. How many cases do you currently have before the
courts?

Mr Read—We have 10 cases of bankrupt barristers presently before the courts or planned.
Through public examination the trustees are examining those, plus ancther 12 related parties
that are involved.

Senator CONROY —Would that mean partners, wives?

Mr Read—That isright.

Senator CONROY—Any solicitors?

Mr Read—I would have to check. | do not have that information.

Senator CONROY—Did you mention that you have won a couple of these cases, or were
you not sure?

Mr Read—I said that | would go away and check.
Senator CONROY—But you must know if you have won one.
Mr Read—We have collected assets from barristers, if that isawin.

Senator CONROY—I am prepared to say, ‘Big tick—that is a win for you.” But you will
come back with the details of that?

Mr Read—That isright.

Senator CONROY—How would you measure the success of the ATO over the six-year
period in recovering debt across these professions?

Mr Read—Across all the professions?

Senator CONROY —Start with the barristers, but | am happy to then move on to the other
professions. | also want to ask how much debt you have recovered, but you may need to take
that on notice for tomorrow morning.

Mr Read—Yes.

Senator MURRAY—I am not sure how much the tax office can react to this, but my
concern is that there will be follow-on consequences. | would be very concerned about trust
accounts—salicitors' trust accounts and so on—being in the hands of people who were not
lodging tax returns, not paying their taxes, in dispute for debt or before the bankruptcy court. |
would be concerned about criminal possibilities, because that opens up the prospect of
confiscation of assets under state laws which permit the confiscation of assets where the
acquisition of those assets cannot be proven to have been achieved legitimately. There are a
series of related areas. My only question to the tax office is. do you talk to other agencies
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about their paying attention to those other areas in the same way as, for instance, you talk to
ASIC about attending to mass marketed schemes, disclosure and so on?

Mr Carmody—I think you would be raising organisations that the secrecy provisions
would not allow usto reveal details of.

Senator MURRAY—I am sure all those things have occurred to you. If they have not,
perhaps you would put them in mind, and if they have | look forward to you having great
success.

Mr Carmody—Again, | think you are probably talking about organisations that under the
law we would not be entitled to talk about taxpayers' affairsto.

Senator CONROY —I take you back to some remarks on this issue that you made in a
speech dated 17 September 1999. | think you were at the American Club. You said:

In response therefore | am giving advance notice that in fulfilling my responsibility under the law to
advise the Parliament on the working of the Act | propose including in my 1999-2000 Annual Report
details of those persons who have a substantial debt outstanding at 1 January 2000 and who have a
history of playing hardball in theway | have outlined.

Doesthat ring a bell?
Mr Car mody—Yes, it does.

Senator CONROY—When it came to present that annual report, though—I do not have
the exact date, but | assume it was in late 2000—you stated:

In my September 1999 address to the American Club, | announced my intention to include, in this
annual report, the names of taxpayers with a substantial outstanding debt and a history of what |
described as ‘playing hardball’ and ‘serial bankruptcy’. However, | have subsequently received advice
that doing so would be outside my legal powers.

Did you take legal advice before you made the original remarks at the American Club?
Mr Carmody—No, | did not.
Senator CONROY—A bit of afrolic, wasit?
Mr Car mody—Someone disagreed with my view, obviously.
Senator CONROY —Someone from inside the tax office?
Mr Car mody—No, this was independent |egal advice.

Senator CONROY—It was not the Attorney-General? He did not give a ring and say
‘Oi"?

Mr Car mody—No.

Senator CONROY—That might be considered independent legal advice in most places.
Mr Car mody—No, the Attorney-General certainly did not.

Senator CONROY —Who was it from? Who gave you this independent legal advice?
Mr Car mody—I am—

Senator CONROY —He gratuitously phoned you up and said—
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Mr Carmody—No-one gratuitously phoned me up. You know from experience at these
hearings that | am particularly sensitive to the issue of—

Senator CONROY—Thisis hot about that.

Mr Car mody—Of the secrecy provisions—

Senator CONROY—This is not about a tax matter. It is about someone giving you legal
advice

Mr Car mody—and respecting—

Senator CONROY —It is about someone giving you legal advice.

CHAIR—Order! Senator Conroy—

Senator CONROY —It wasn't you, was it, Senator Brandis?

CHAIR—Order! Let Mr Carmody finish. Mr Carmody, please finish your response.

Mr Carmody—As| said, | am particularly sensitive to respecting those issues, so, through
my office, | sought advice. It was not someone who rang me up to offer advice. | sought
advice. It might have been the Solicitor-General that | sought advice from. And the advice at
the time, which | reported in my annual report, and the advice | received that | was acting on,
was that there were questions about that.

Senator CONROY —What is the secrecy issue involved there?

Mr Carmody—I| do not recall. The secrecy issue is whether it is about disclosing
taxpayers’ affairs and whether the fact that it wasin the annual report allowed for disclosure. |
think the advice | got at the time certainly raised significant questions about that. Subsequent
to that, there might have been advice that relaxed that opinion, but my mind is a bit hazy now
asto that.

Senator CONROY —Who was that second advice from?
Mr Car mody—I am not sure.
Mr Read—I cannot recall.

Mr Carmody—I would have to look it up, but | suspect it would be from the Solicitor-
General aso.

Senator CONROY—So you got initial advice from the Salicitor-General, and then you
think you may have got subsegquent advice from the Solicitor-General.

Mr Car mody—You are asking me to go back to 1999.

Senator CONROY —It was a big speech.

Mr Car mody—Whether it was—

Senator CONROY —It stuck in my mind at the time. | remember it.

Mr Car mody—We deal with many issues day by day. | would have to go back and look at
the detail of the sequence.
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Senator CONROY—You have a pretty good understanding of the powers of the tax
commissioner, | would think. | do not mean this in any way to be derogatory, but you are not
famous for being flamboyant in terms of your public pronouncements.

Mr Car mody—Yes.

Senator CONROY —I presume you wrote this speech yourself, particularly this part. It
was a big step.

Mr Car mody—Pretty much.

Senator CONROY—To annhounce something of this magnitude. You must have thought
about it, had aread of your powers, and felt pretty comfortable before you made that speech.

Mr Carmody—Certainly | was of the view at the time, given that, if you go back in
history, the tax annual reports used to name people who were—I forget the description:
evasion, avoidance or something like that. People used to be named in annua reports many
years ago. | suspect that in the back of my mind was the fact that those sorts of cases had been
named so it would not be an issue if | was to name these. The distinction that arose was that

the former were about people where there was tax avoidance or evasion as distinct from
whether you actually paid your debt. All | am telling you is the sequence of events.

Senator CONROY—I amjust trying to get an understanding of it.

Mr Carmody—What | did was, at the time that | wrote the report—perhaps reflecting a
level of frustration at the behaviour—

Senator CONROY —It was a speech rather tharn—

Mr Carmody—The speech, sorry—perhaps reflecting a level of frustration at the
behaviour.

Senator CONROY —But you must have done some due diligence. You obviously felt you
could doiit.

Mr Carmody—I have just explained to you what went through my mind—that in previous
annual reports there had been naming of people who had undertaken evasion or whatever, and
| felt comfortable at the time that | would be entitled to name.

Senator CONROY—So you felt comfortable at the time.

Mr Car mody—Having said that, | am, as you said, not a flamboyant personality—
Senator SHERRY —Appropriately modest.

Senator CONROY —Flattery will get you everywhere, Senator Sherry.

Mr Carmody—And, when | got to the point of being confronted with names, | naturally
felt that it would be prudent at that stage to get confirmation advice.

Senator CONROY —The sequence you described earlier sounded to me as though you got
the Solicitor-General advice before you were confronted with the naming.

Mr Carmody—After | made the speech, and towards the preparation of the annual report,
| sought advice to give me comfort. As you pointed out, it was a big step to name individuals,
and it was one where | wanted to confirm my powers.
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Senator CONROY —Was there a nagging in the back of your mind in the days or months
then that you might have stepped over the line or that you were possibly going to step over the
line?

Mr Carmody—I had not stepped over the line, because | had not named anybody at that
stage.

Senator CONROY —But you were considering it.

Mr Carmody—As| said—

Senator CONROY—Did somebody else say to you at the time, ‘Look, should you just
check this? Obviously, in your mind you felt comfortable—even though, as you say, it was
perhaps frustration and anger at peopl€'s persistent behaviour.

Mr Car mody—There may have been some discussion in the office, but in my mind it was
purely afact that | was then at the point of taking the step of putting names to these people. |
can tell you that, whenever | would do that, my natural inclination—confronted with the
reality of that—would be to seek advice.

Senator CONROY—So you sought advice shortly before you finalised the annual report.

Mr Carmody—I cannot remember the exact time, but, in the lead-up to the preparation of
the annual report, advice was sought.

Senator CONROY —In the lead-up. When did you receive the second advice?

Mr Carmody—I do not know.

Senator CONROY—You may have already explained this: why did a second set of advice
come through from the Solicitor General or somewhere el se?

Mr Carmody—Whether it was final advice or draft advice in the sequence of issues, of
people then going back and questioning—the natural iteration of occasions is that if a
position/advice is given—it may be that having read the advice that further questions are
asked or further positions are put. | do not have in my mind the specific sequence of that.

Senator CONROY—So0 you got some initial preliminary advice perhaps. Is that the way
to describeit?

Mr Car mody—I do not know how to describe it because—
Senator CONROY —because you then iterate on—

Mr Carmody—oLots of iteration. We are trading in territory where my recollection is not
asfirm. My only recollection is that | took the precautionary step of ensuring that advice was
sought and that led meto reports | did in the annual report. | have a nagging sensein my mind
that there might have been some subsequent developments and | was just sharing that with
you.

Senator CONROY—So you can confirm that nobody outside your office suggested you
seek legal advice?

Mr Carmody—That is right. There is certainly no suggestion, nothing in my mind, that
would suggest at all that anyone from outsi de the organisation had raised that issue with me.
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Senator CONROY—Could you just double check that, so that we have got that absolutely
firm. | would appreciateit if you could take that on notice.

Mr Car mody—I will do that.

Senator CONROY—You say that you have now received some further advice which has,
| think you said ‘relaxed the position’. Do you now fed that you can name serial bankruptsin
your annual report?

Mr Carmody—I was only giving you something that | described as nagging in the back of
my mind. | would have to go back and look at the detail of the advice.

Senator CONROY —If that second advice came through it would indicate that there is a
new view.

Mr Carmody—If my nagging doubts reflect reality then that would change the position—
but | would need to look at that.

Senator CONROY—If your nagging doubts are resolved and the legal advice says you
can doit, areyou prepared to do it?

Mr Car mody—If it continued to be a significant issue | would certainly consider that.

Senator CONROY —1I think we have got 973 barristers.

Mr Carmody—No, we are dealing with something somewhat different here. The initial
issue that | was dealing with was the notion of serial bankruptcy.

Senator CONROY —Serial bankrupts.

Mr Carmody—As | said, | was expressing a level of frustration at that behaviour. We
have moved on now to issues of people with debt. As | have already indicated to you, at the
end of last year we had a collectable debt of $5.5 billion or something like that. | do not think
anything is going to be achieved by naming everybody that has a debt with the tax office.

Senator CONROY—If it is a tax debt and it was a one-off occurrence, that is fine. Mr
Read, of these cases that you are looking at—to keep it simple because | think you have got
the figures handy—how many New South Wales barristers and solicitors have been to
bankruptcy more than once? How many of them could be considered serial bankrupts by Mr
Carmody’ s interpretation?

Mr Read—As at May 2003, we have 14 that have gone bankrupt twice.
Senator CONROY—And how many was it previously?
Mr Read—~Previously?

Senator CONROY—Was that as a percentage of the total bankrupts? Was that lower or
higher than previous years?

Mr Read—I am sorry, | do not understand the question.
Senator CONROY —What are the outstanding debts of the 14 serial bankupts?

Mr Read—Sorry, | cannot give you that advice just at the moment. As far as their
bankruptcies are concerned, they no longer have an actual tax debt. As to whether or not they
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are now practising, or as far as their normal income-producing activities are concerned, |
would have to get back to you on that. Does that explain?

Senator CONROY—I think so. If you could just track down the outstanding debt figure,
that would be great.

Mr Read—Is that the amount of debt that they had when they went bankrupt?
Senator CONROY—How much debt did they get out of by going bankrupt?
Mr Read—That will take longer than tomorrow to get back to you.

Senator CONROY—Was there a particular group of tax advisers who were advising,
particularly in New South Wales? Were one or two companies working for the barristers, or
did the barristers understand that this was the way to get around it and they did not need the
external advice?

Mr Read—They have not needed external advice.
Senator CONROY —Do-it-yourself bankruptcy to avoid tax.

Senator MURRAY—Mr Carmody, | know the answer to the question, but just for the
record: is the annual report tabled in parliament?

Mr Carmody—Yes, itis.

Senator MURRAY —It attracts parliamentary privilege, doesn't it?

Mr Car mody—There are questions about how it istabled, but | think that is right.
Senator MURRAY —Therefore, you could name them?

Mr Carmody—I could. | did consider that, but | did not think it was appropriate for meto
doit if I would not be entitled to do it under the normal exercise of the secrecy provisions. |
did not think it would be appropriate for me to seek to use parliamentary privilege to avoid
the operation of the secrecy provisions.

Senator MURRAY—So it is more a moral and ethical decision than alegal one?
Mr Car mody—Probably.
Senator MURRAY —You could not be sued or charged.

Mr Carmody—I know | could not be sued, but that was not the issue for me. | wanted to
act in accordance with my responsibilities under the secrecy provisions, and | did not see it as
appropriate for me to seek to employ the technique of parliamentary privilege.

Senator MURRAY —My brief intercession is designed just to make the point that thereis
no legal impediment, though there may well be moral and ethical impediments.

Mr Carmody—I certainly took the view that it would be inappropriate for me to take that
course.

Senator CONROY—In your view, you could not have been charged under the privacy
provisionsif it wasin the annual report?

Mr Car mody—I do not know.
Senator CONROY —I amjust generally interested.
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Senator MURRAY —Not under privilege.
Senator CONROY —So privilege covers breaches of the—

Senator MURRAY—You cannot charge somebody for something which is privileged
under parliament.

Senator CONROY —lIs that your understanding, Mr Carmody?

Mr Carmody—I do not know the full detail. That issue was raised, but | did not pursue it
any further.

Senator SHERRY—It isahit risky. Mr Carmody, earlier you were obviously expressing a
level of concern and perhaps frustration about this issue of naming serial bankrupts, and there
was a discussion about the secrecy provisions and how appropriate they are in that context. |
have raised this issue before, and | think you were present. Do the secrecy provisions prevent
the tax office reporting back to complainants about superannuation guarantee payments?

Mr Car mody—Yes.

Senator SHERRY —Can you appreciate the level of frustration, and someti mes anger, that
is expressed by complainants about not being able to report back as to their circumstances in
respect of an SG breach?

Mr Carmody—Yes, | can.
Senator CONROY —Isit possible to get a copy of the legal advice you were given?
Mr Car mody—I do not know that it is normal to do that. | will take that on notice.

Senator CONROY—It isjust legal advice to the commissioner. It is not to the individual
workings of anybody’s tax.

Mr Car mody—I will take that on notice.
Senator CONROY—You will take on notice whether you can get it for us?
Mr Car mody—Yes.

Senator CONROY —After you made your speech, did anybody who was potentially a
namee contact you to suggest that they would sue you if you did or that it was a breach of the
Privacy Act?

Mr Car mody—I do not have any recallection of any such approach to me.

Senator CONROY—You will come back to us on the second advice?

Mr Car mody—On whatever the description of it is.

Senator CONROY —The nagging in the back of your head?

Mr Car mody—Yes, that one.

Senator CONROY—I would like your comments on some of the issues involved in the
area. From reading the task force report, it seems to me that the essential parameters have
been pretty well understood for a long time—at least since you set up your legal profession
project link 5% years ago—but there still does not seem to have been alot of concrete action.
| would appreciate your guidance on these technical issues. As| said, | found the press release
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a little hard to follow. Let us start with the issue of how the secrecy provisions work.
Recommendation 1 deals with the disclosure of ATO information to a trustee to enable afuller
picture of the financial affairs of the bankrupt. Isthat afair summary?

Mr Read—On my reading, it is more about guidelines to ensure that we appropriately
disclose the information.

Senator CONROY—That is what | am saying—the recommendation deals with the
disclosure of ATO information to a trustee to enable a fuller picture of the financial affairs of
the bankrupt. Isthat what it is?

Mr Carmody—Yes, it is about guidelines.
Senator CONROY—It seems reasonable. It does not seem that hard. Has that been
implemented yet and, if not, why not?

Mr Read—There was a meeting held on 20 May to work through the issues. | am sorry,
but | cannot advise you of the end result at the moment. It was not a major issue. It was only
internal guidelines which, as | understand it, should be provided by 30 June.

Mr Carmody—The attachment to the minister’s press release answers the question of
progress on the report.

Senator CONROY —I am asking: why hasit not been implemented?
Mr Carmody—It is saying that it will bein place by 30 June 2003.

Senator CONROY—The point is that it is fairly ssmple and straightforward. | want to
know what caused the delay. | think Mr Read said it was a small matter?

Mr Read—As far as the total recommendations go, yes. It is an issue that we will have
acted upon by 30 June. It would be to put in the proper procedures within our receivables
management policy to ensure that staff understand.

Senator CONROY—When did you first start calling for reform in this area? Was that your
first cry for help in 19997 Was that your anger and frustration back then? Would that be
classified asyour first public foray onit?

Mr Carmody—I do not recall actually calling for reform. All | did was talk about a
compliance issue that we were confronting.

Senator CONROY—Recommendation 2 deals with the release of publicly available
information to prescribed industry or professional associations. This is a little mystifying to
me. If this information is publicly available, why on earth are there restrictions on the ATO
supplying it at the moment?

Mr Carmody—I believe that isthe legal position we have.
Senator CONROY—Help me. Thisis publicly available information.

Mr Carmody—Yes, but | think we have been through this in a series of discussions
before. It is the view of the law that we cannot actively provide this information, and the
progress on the response is noted there.

Senator CONROY—What sort of publicly available information are we tal king about?
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Mr Car mody—Probably the court orders.
Senator CONROY —Court documents?

Mr Carmody—Yes. It isan issue of whether we callate this and provide it to somebody or
whether they access it themsel ves.

Senator CONROY—What is the legal problem? | do not understand what the legal
problem is. | know you mentioned that you have talked about this before, Mr Carmody, but
please help me.

Mr Carmody—We have advice that there are serious questions about whether this would
bein the course of an officer’s duty. So, asis normal, we are taking that approach.

Senator CONROY—Do you have aweb site? | do not want you to hide your light under a
bushel. When you have avictory in court, do you list it on aweb site: ‘Here€ savictory’?

Mr Car mody—Press releases are sometimes rel eased.

Senator CONROY —So you would issue a press release saying, ‘We ve had this win’—it
isjust that you cannot forward the press release to the professional organisation? You cannot
tell themto look at your web site for the details of the court order?

Mr Carmody—~Perhaps | could do that. Our position is that we have advice on these
particular circumstances that there are serious concerns about whether we are able to do that
and whether it would be in the course of an officer’s duties. | am not going to expose an
officer to possible problems as aresult of that, so we are working on the basis of that advice.

Senator CONROY—Is posting it on your web site part of you indicating that the matter
has been settled satisfactorily: ‘ Here are the court orders' ?

Mr Carmody—The issue of where we do press releases is about the general compliance
effect and the impact of that on compliance. | know that these are fine distinctions and they
may perplex us all, but in thisarea | operate on the basis of independent advice because of the
sensitivities in this area—and that is the nature of the advice that we have.

Senator MURRAY—As |ong as the advice is not from one of those barristers.
Mr Carmody—It is not. We obviously would not seek advice—
Senator CONROY—Who is the advice from? Is the Solicitor-General giving the advice?

Mr Carmody—I do not know, but | suspect that that would be the normal situation. | am
told that we have a number of advices on thisissue—all saying the samething, | assume.

Mr Read—That isright.

Senator CONROY—That is lawyers; it isabit of aclub redly, isn't it? | am not a lawyer,
so | am allowed to say that. Is it a problem if, in the course of an officer’s duty, you have a
victory, you prepare a press release, you attach the court order and you post it on your web
site?

Mr Car mody—We have taken the position that—and | assume we got advice at thetime; |
do not know—on thisindividual—
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Senator CONROY —Is the problem in giving it to some person, or is it that, by posting it
on your web site, you would be in breach?

Mr Carmody—We would not be doing if it we felt that it was a breach of the law. As |
said, these are issues of distinction and we could have a long discussion on them, and
sometimes | have to ask questions myself—I agree with you. But we took the precaution of
getting independent advice from an appropriate source on this issue, and we operate on the
basis of that advice.

Senator CONROY—When you seek your independent advice, what sort of due diligence
do you do? Before the people you are seeking your independent advice from give you the
advice do you ask them whether they have ever had a tax problem and, therefore, they have
no conflicts on these matters? | understand it causes chaos for High Court judges. That is the
only reason | am asking.

Mr Car mody—I assume the advice would typically come from the Solicitor-General.

Senator CONROY —But you specifically said that you went outside for independent
advice.

Mr Car mody—I am saying that | believe the advice we have received on this—
Mr Read—Not all advice has been from the Solicitor-General.

Senator CONROY—I am sure the Salicitor-General does not have a conflict in this area.
How do you establish—particularly if you went to New South Wales; it would be pretty hard
to find a non-conflicted lawyer in New South Wales from the ook of some of this. How do
you establish no conflict of interest?

Mr Read—Given that the project has been seeking the advice, we are well aware of—
Senator CONROY—Who not to ask?

Mr Read—Yes.

Senator CONROY —Is that a breach of any internal walls—Chinese walls?

Mr Carmody—I am sureit isjust a matter of due diligence.

Senator CONROY—I understand that this is a reform that has been called for by the
industry and some professional associations to assist them in their attempts to uphold
professional standards. Is that right?

Mr Read—That isright.

Senator CONROY —Who made such calls?

Mr Read—The New South Wales Bar Association has.
Senator CONROY —What was the ATO'’ s response?

Mr Carmody—The ATO’s response, as we have said, is that we took advice and felt that
we could not giveit.

Mr Read—We have worked with the New South Wales Bar Association. As part of their
requirements, they ask their members to provide assurance that their tax obligations have been
met.
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Senator CONROQOY —That is now?
Mr Read—That isright.

Senator CONROY —The ATO have been critical, though, of professional associations for
not taking action on thisissue. Isthat fair?

Mr Car mody—I am not sure whether we have expressed that.

Senator CONROY—You have never said anything like that in those moments of anger
and frustration that you were describing before about systemic abuse?

Mr Carmody—I do not recall ever saying that. Given that you have raised the question, |
would have to say that we have already noted the action taken by the New South Wales Bar
Association as very positive.

Senator CONROY—Are we any closer to solving this particular problem as we are
weighing up the various considerations?

Mr Carmody—The statement in the minister’s press release is that there has been
progress.

Senator CONROY —Have we made any progress? Do we have a solution? Do we need a
law change—is that the only solution?

Mr Carmody—Based on the advice, we cannot provide what is asked for at this stage.
There is the question of whether the Bar Association does have access to these records. Then
you have to weigh up the issues of the benefits in those circumstances competing with the
general issues that go with maintaining secrecy under our tax laws. | am sure they are the
sorts of issues that are being weighed up.

Senator CONROY—When journalists contact you at the tax office and inquire about
these issues, do you release information to them—as in thisinformation that is public record?

Mr Carmody—We provide press releases. As far as | know, that would be the only
circumstance in which we would be communicating with journalists. The initiative is through
our press releases.

Senator CONROY—So all you would ever giveto ajournalist is a press rel ease?
Mr Car mody—I do not deal individually with journalists.

Senator CONROY—The ‘you’ was not meant to be singular; the ‘you’ was meant to be
the tax office.

Mr Carmody—I know. My understanding is that we might give statistical data and things
likethat.

Mr Read—Just reinforcing what the commissioner has put in the earlier press releases or
the earlier annual report.

Senator CONROY—Let us move on to the issue of looking through various structures to
get a true picture of the asset position. This seems to be pretty central to the whole issue—
would you agree?
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Mr Carmody—This is the report of the task force. | do not know whether | can add
anything more than what is referred to.

Senator CONROY—I am just seeking some clarification of the press release. These are
recommendations and statements of where we are at, and | am seeking some information on
issues | do not understand. | am hoping that you can hel p clarify some of them.

Mr Car mody—I do not think | can add anything more to what isin the statement.

Senator CONROY—The press release refers to this being considered in a further issues
paper. Where is the process at in terms of consideration of the issues paper?

Senator Coonan—Senator Conroy, you will have appreciated that recommendations 1, 2
and 12 relate to this portfolio. The rest of the recommendations are being progressed through
the Attorney-General’s Department.

Senator CONROY —Does that mean we do not know?

Senator Coonan—I| am not in a position to give you any further information about the
Attorney’sissue.

Senator CONROY—Mr Read, are working on a committee that is looking at this?

Mr Carmody—I do not know that we can give you any more. This is a matter before
government, and it seems appropriate that, just as the minister has announced in the press
release—

Senator CONROY—No, in actual fact it is the exact opposite. It is a nice way to try to
closeit down, Mr Carmody, but it is, in actual fact, the exact opposite.

Mr Carmody—I not trying to close it down; | am trying to help you in saying that the
ministers have rel eased a press report giving the progress—

Senator CONROY—And in the press report it talks about a further issues paper—

Mr Carmody—That is right.

Senator CONROY —which is not a matter before government. So | am asking: where are
we at in the preparation?

Mr Carmody—It is a matter to be considered by government and, therefore, it is part of
the policy devel opment process.

Senator CONROY—No, the second paper has not been produced yet, so it cannot be
considered by government. | am asking: where are you at with the preparation of the second
issues paper? Mr Read, are you working on a committee that is working on this issues paper?
Senator Coonan seemed to suggest that this was purely a matter for the A-G’s, so | am just
asking: has Tax no input into the second issues paper?

Mr Read—We have input into recommendations 1, 2 and 12.

Senator CONROY —No-one is working on this second issues paper to do with looking
through various structures?

Mr Carmody—I do not know who is working on the issues paper, and | do not know
further progress.
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Senator CONROY—I am asking you: is anyone in Tax is working on it? It is a pretty
straightforward question, Mr Carmody.

Mr Car mody—Straightforward question that—

Senator CONROY —It is not a matter before government. It is a pretty straightforward
question.

Mr Car mody—I am explaining to you that | do not know the answer.

CHAIR—Order! Senator Conroy, please let Mr Carmody finish his responses. Mr
Carmody, can you finish what you were in the middle of saying?

Mr Carmody—All | am sayingisthat | do not know the answer to the question.

Senator CONROY—Mr Read, you were working on the previous task force. Senator
Coonan has indicated that there are residual issues that are still the subject of the ongoing task
force. Isthis one of theresidual issues?

Mr Read—We have continually been providing advice on issues around those
recommendations.

Senator CONROY—Yes, and one of those recommendations is to refer to the issues
paper.

Mr Car mody—The paper says.
It is recommended that a committee of AGD and I TSA officers be established ...

Senator CONROY —Is recommendation 12 being considered in the issues paper?

Mr Carmody—I apologise, Senator, | am on the wrong recommendation—or was | on the
right recommendati on? Recommendati on 12—progress on report—says.

The Treasury, ATO and AGD are currently examining the adeguacy of the existing penalties ...
That isthe status.

Senator CONROY—You are working on that one?

Mr Car mody—That iswhat it says, yes.

Mr Read—That isright.

Senator CONROY —Great.

Mr Car mody—You were asking about recommendation 3, and the ministers' press release
notes that the recommendation relates to a committee of the Attorney-General’s Department
and ITSA.

Senator CONROY —I appreciate that they have got the lead role iniit. | am just surprised
that, on this issue—because it is a complex issue that goes to structure—there would not be
any ATO ongoing input. That isall | am seeking to establish.

Mr Car mody—It may be that they will consult with us.

Senator CONROY—S0, as far as you know—and | hope that you will take this on
notice—no-oneis working on it, but if someone isworking onit, you will et us know.
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Mr Carmody—I would not know whether these officers from A-G's and ITSA are
working on it or their progress, but | am sure that there will be consultations with us.

Senator CONROY—If anyone is working on it, you will come back to us and let us
know?

Mr Carmody—I think that is a matter for the Attorney-General’s.

Senator CONROY —No, if someone from the tax office is working on this issues paper, it
isamatter for the tax office, Mr Carmody. All | am asking you to doislet us know.

Mr Carmody—I will take on notice whether we can provide you with any information to
satisfy your question.

Senator CONROY—Thank you. How are we going on recommendation 12?
Mr Read—The ATO has provided comments on all the other recommendati ons.

Senator CONROY—Good grief—it has taken 20 minutes. Where are we at on
recommendation 12? Mr Read, you are working on that still, | think we have agreed?

Mr Read—That isright.
Senator CONROY —How are you going on that?

Mr Read—We have provided our comments on the recommendations and that is ongoing
dialogue between the various departments i nvol ved.

Senator CONROY —Have you made any recommendati ons to increase the penalties?
Mr Carmody—Thisis about development of policy and—
Senator CONROY —1I thought Mr Read said that it was about penalties.

Mr Carmody—as part of the policy development process, we would not be providing
advice—that is a matter provided to government.

Senator CONROY —1I thought Mr Reid said that recommendation 12 was on penalties.

Mr Carmody—It is. If we have recommendations that go to the palicy of the law, then we
provide them to government. That is part of the policy development process. It would not
normally be a practice of this committee to reveal policy advice to government.

Senator CONROY—You have not previously taken such a precious approach, Mr
Carmody.

CHAIR—Senator Conroy, | will not allow you to insult Mr Carmody like that. Now cut it
out. You owe him an apol ogy.

Senator CONROY—lIsit a sensitive issue for you, George?

CHAIR—NQo, itisnot. | have tolerated a pretty robust exchange, but | will not allow gross
discourtesy to senior officers like Mr Carmody who is going out of his way to be as obliging
to your questions as possible. Mr Carmody’s objection is properly taken. Perhaps | should
have intervened a little earlier. | will have alook at the provision of the standing orders about
policy, but please govern yourself a bit, Senator Conroy.
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Senator CONROY—Thank you for your opinion, George. Mr Carmody, the point | was
making was that you have often made announcements about what you think policy should be.
| appreciate that you have been stripped of your policy since then—which is what has
happened; they have taken tax policy off you. | am not trying to uncover some deep, dark
secret, | was just wondering—

Mr Carmody—I think | have been particularly consistent that once an issue is before
government and we are involved in any policy advice, | give that to government and have not
spoken about it openly.

Senator CONROY—So you are an independent statutory authority?

Mr Carmody—I think that we have been through this before. | think that 1 am an
independent statutory authority—

Senator CONROY—Thereis nothing el se they can take off you, Mr Carmody.

CHAIR—Just so that we can focus our thoughts on this, let me read the provision again.
Resol ution 16, of the resol utions agreed to by the Senate on 25 February 1988 concerning the
procedure to be observed by Senate committees for the protection of witnesses, states:

An officer of a department of the Commonwealth or of a State shall not be asked to give opinions on
matters of policy, and shall be given reasonable opportunity to refer questions asked of the officer to
superior officers or to aMinister.

Senator CONROY—Which department is Mr Carmody an employee of?

CHAIR—ASs | understand it, that has been interpreted by the practice of all Senate
committees to include agencies and statutory authorities like the ATO.

Senator CONROY—That was a quick one, George, off the top of your head. Well done. |
was trying to find out whether the tax office has a view on this issue, given that it is a public
debate. That iswhat | am trying to do.

Senator Coonan—Senator Conroy, you know that that is asking for an opinion; it is a
matter of policy. What recommendations are made to government as part of this processis not
a matter to speculate about, nor is it a matter for these officers to be second-guessing what
government will do about it. | think that the lines are really being crossed.

Senator CONROY—I am happy to move on. Has anything concrete been implemented
with respect to the recommendati ons from the task force report?

Senator Coonan—The public positionisinthe pressrelease.

Senator CONROY—BY my reckoning, we have four that are still in the process of being
implemented, whether by drawing up guidelines or developing amendments; three that are
still being weighed up; and five that have just been flicked past, to be dealt with by a further
issues paper. According to my addition, that comes to a round zero that have actually been
implemented. Do my maths add up, Mr Carmody? Do you have any idea? Is that a policy
guestion?

Mr Carmody—The matter is outlined in the minister’s press release. That is the matter on
the public record.
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Senator CONROY —S0, six years down the track from when this process first started, we
still have zero implemented.

Mr Carmody—We have outlined a significant number of steps that we have taken to deal
with the issue. Our compliance approaches have been implemented, and you have already
noted—in fact, | think you congratulated us on it—the outcome of those. You related it back
to six years ago, which was when this issue was raised as a compliance issue. What | am
pointing out is that there have been significant steps taken and significant things achieved
over that six-year period. Matters that go to the law have been outlined in the minister’s press
release.

Senator CONROY—I repeat: of the 12 recommendations, six years down the track none
have actually been implemented yet.

Senator Coonan—T he substance of the matter is with the Attorney’s portfolio. Perhaps the
Attorney’s estimates would be an appropriate place to take up how this is progressing. From
this portfolio’s perspective, we can answer with respect to recommendations 1, 2 and 12.

Senator CONROY—Thank you for agreeing with me that you have successfully
impl emented none of these recommendations.

Senator Coonan—I have not agreed with you at al, Senator Conroy. | have referred you
to a process whereby you can obtain information about the substance of the lead portfolio in
relation to this report.

Senator CONROY—Has any action been taken by the government to combat the serial
failure to lodge a tax return by these people, as highlighted in some prominent cases in the
media, Senator Coonan?

Senator Coonan—We have just been dealing with that for about the last hour and a half.
Mr Car mody—I think we have outlined, in extensive terms, the actions that we take.

Senator Coonan—The government treats it as a very serious matter. Thereis no excuse for
people not complying with the tax law. The tax office’s task is to put in place procedures to
identify where there may be noncompliance and to remedy it. | think we have just had, for
about an hour and a half, particulars of where there have been significant milestones achieved
in doing just that.

Senator CONROY—I understand that you highlighted, in the same annual report, that
some form of withholding system might be required to tackle this issue. In fact, in a previous
estimates session, the ATO said:

There is provision within the new tax system legislation to introduce reporting or withholding
regulations or provisions. They have not been activated as yet.

Have you ever recommended that they be activated?
Mr Carmody—No, | do not believe so, but | do not—
Senator CONROY —Careful: that could be a policy question!

Mr Carmody—I probably overstepped the mark. | do not talk about policy issues. The
position is as | have stated in the annual report. But we believe that we are making significant
progress by the actions that we are taking.
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Senator CONROY —So nothing has been activated?

Mr Car mody—As a matter of public record, nothing has been activated, but alot of action
has occurred since then. It is because of the action—

Senator CONROY—There has been a lot of publicity—generated by Paul Barry, in the
main.
Mr Carmody—I just want to reiterate—

Senator CONROY —I forgot: you have issued an annual report. | am sure the tax punters
out there have read it faithfully.

Mr Car mody—The speech that | gavein this report—

CHAIR—Mr Carmody, what do you want to reiterate? You have the floor. Just keep
talking until you are finished.

Mr Carmody—I just want to reiterate that | had raised these in a speech and in my annual
report before then. It was not as though we were doing nothing before then; indeed, the
opposite.

Senator CONROY—You were then gagged on your main threat! You said you going to
name and shame, and then you did not.

Mr Carmody—' Gagged' is certainly an incorrect—
Senator CONROY —Legally gagged.

Mr Carmody—description of what occurred. We have been through that. | acted on legal
advice that | had at the time. As to the other issue you raised, the question of withholding
raises significant issues; but since then alot of water has passed under the bridge and alot has
been achieved, and we believe we will continue to work with our existing strategies.

Senator CONROY—I note that the task force report talks on page 18 about ‘an instruction
from the Attorney-General that procedures should be put in place to ensure that
Commonwealth departments and agencies do not engage the services of counsel who have
improperly become bankrupt’. | also note that the Attorney-General put in place an interim
measure to this effect back in March 2001. To your knowledge, has a permanent measure now
been put in place?

Mr Carmody—I| do not have that knowledge but | am conscious of the original
instruction.

Senator CONROY—Senator Coonan, has the Commonwealth engaged any counsel since
that time who have improperly become bankrupt—in other words, people who were not
previously but have become bankrupt?

Senator Coonan—I| am sure the Commonwealth would never improperly engage any
counsel.

Senator CONROY—Do you take any steps to keep an eye on this?

Mr Carmody—I do not know of the steps or procedures that were put in place to reflect
the Attorney-General’s interim announcement; | am not conscious of those. | am sure
appropriate steps were put in place.
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Senator CONROY—Presumably when you seek legal advice it is from a different
division to the one Mr Read isin charge of—is that right?

Mr Carmody—It generally goes through our ATO solicitor; | think that would be the
normal course for getting legal advice.

Senator CONROY —Isthe ATO solicitor allowed to call up the investigations unit to seek
advice from them?

Mr Car mody—For what purpose?
Senator CONROY —To see who they are not allowed to employ.

Mr Carmody—I am not fully aware of the procedures that have been put in place, so |
would have to take that on notice.

Senator CONROY—I presume there are Chinese walls to some degree—or do you
believe that in this instance you should not have a Chinese wall?

Mr Carmody—We obviously act in accordance with the law. What | am saying is that |
am not conscious of the particular procedures. | would have to take that on notice.

Senator CONROY—I was interested to note on page 14 of the task force report that the
Senate Economic References Committee discussed this issue in its report Operation of the
Australian Taxation Office dated 9 March 2000. | also note that the government did not
respond to this report. Minister, is the government going to respond?

Senator Coonan—I| am not aware of that.
Senator CONROY—Will you take that on notice.
Senator Coonan—Yes.

Senator CONROY—I aso understand that my colleague John Murphy has placed no
fewer than 66 questions on the House of Representatives Notice Paper about this issue to the
Attorney-General or the Treasury ministers or both, and that in return he has had a grand total
of three answers. Have these questions on notice been reaching the tax office?

Mr Car mody—Questions to the Attorney-General ?
Senator CONROY —To Treasury ministers as well.

Mr Carmody—If questions on notice were put to Treasury ministers they would, as a
natural course, go to the Treasury or the tax office as appropriate.

Senator CONROY—I understand that parliamentary procedures require that such
questions be answered within 60 days. Has the tax office met the deadline on these ones? | am
happy for you to take it on notice, Mr Carmody.

Mr Carmody—I do not know about all of these questions. | will take it on notice and see
what is possible.

Senator CONROY—Minister, are you aware of whether or not you have had a chance to
answer any of those questions from my colleague Mr Murphy?

Senator Coonan—There are many questions on notice, Senator Conroy. | will have to
check whether or not any relating to Mr Murphy have come to me.
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Senator SHERRY—I have some questions about the proposed surcharge tax rate
reduction and the details contained in the explanatory memorandum to the bill. Could it be
confirmed that the costings under the charter of budget honesty at the last election and the
budget figure for 2002-03 show that the proposed cost of the measure for tax reduction was
$370 million over three years?

Mr Gallagher—The number sounds familiar. Certainly, there is a revision in the cost
estimates.

Senator SHERRY—I am getting to that. | just want confirmation that the original costing,
prior to the eection, under the charter of budget honesty and then in the 2002-03 budget was a
total of $370 million for the tax cut.

Mr Gallagher—The surcharge rate reduction went: minus $50 million, minus $120
million, minus $200 million.

Senator SHERRY —So it was $370 million. Isthat correct, Mr Gallagher?
Mr Gallagher—Yes. It was $370 million over the three years up to 2005-06.

Senator SHERRY—The recently released explanatory memorandum shows that the cost
of this has blown out to $525 million over three years. Isthe EM correct?

Mr Gallagher—That is the revised estimate. The surcharge revenue collection has been
higher than originally expected—

Senator SHERRY—I am going to get to that. There are couple of issues there that | want
to explore. Arethe costingsinthe EM in cash, accrual terms or both?

Mr Gallagher—They arein cash.

Senator SHERRY —You started to touch on the change to assumptions. Could you explain
why there has been such a substantial increase in the cost of this measure? According to my
calculations, it isjust over 40 per cent.

Mr Gallagher—There has been a significant upward revision of surcharge revenue since
the original election costings. Those costings were done in September 2001. It has been
apparent that collections have been growing, and there has been a revision of estimates to
reflect the growth in surcharge revenue collection. That growth is also reflected in the budget
papers.

Senator SHERRY—I assumed that you would identify that issue—the increase in
surcharge tax revenue collection. The increase in surcharge tax revenue collection for 2003-
04, 2004-05 and 2005-06 is 19 per cent, 20 per cent and 21 per cent. It is approximately 20
per cent over the three years. Yet the increase in the cost of the measure is approximately 40
per cent. So, in part, you are right about the increase in the revenue that you are projecting.
But there must be another reason there has been a revision to the costing.

Mr Gallagher—I would have to check the numbers. As far as | am concerned, the major
reason is an increase in the revenue.

Senator SHERRY —Looking at the increase in the revenue—you are right; it is a reason
and | have no argument about that—it seems to explain about half of the increase in the
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additional cost of the measure. | am looking for an explanation as to the other factor. There
must be some other factor. Have you changed an assumption?

Mr Gallagher—Not that | am aware of. As | have said, | will take that on notice and
recheck the figures, but | am sure that most of this revision is about a change in revenue
estimates.

Senator SHERRY—I could understand if it was relatively modest. But when this is
subjected to a charter of budget honesty election promise and thereis a 40 per cent increasein
the cost, it isaworry. Have you anything to add?

Mr Gallagher—Nothing to add.

Senator SHERRY—The EM does not give the cost for the year 2006-07. Our forward
estimates include figures for 2006-07. What is the estimated cost of the surcharge tax
reduction in that year?

Mr Gallagher—It is an unpublished number. | will take that on notice.
Senator SHERRY—You say that it is unpublished, but you have a figure?
Mr Gallagher—There will be afigure, yes.

Senator SHERRY —The estimates give us figures for 2006-07. Why can't you give me the
figure now? It is a matter of fact. The estimates give these figures for that particular year. | do
not understand what the problemiis.

Mr Gallagher—I will take that question on notice.
Senator SHERRY—Moving to the cost of the low-income co-contribution measure, again

| had a look at the EM and again there has been a significant upward revision to the cost of
this measure. Firstly, are the costings in cash or accrual terms or both?

Mr Gallagher—Cash.

Senator SHERRY —Can you confirm that the charter of budget honesty costing prior to
the election was a total of $337 million over four years?

Mr Gallagher—The co-contribution itself?

Senator SHERRY —Yes, the charter of budget honesty el ection costing.

Mr Gallagher—That $337 million may include three years of the low-income measure. |

would have thought the costing went minus $95 million, minus $100 million, minus $105
million for the co-contribution itself, but | can check the charter of budget honesty costing.

Senator SHERRY—In the 2002-03 budget figures, the three-year costing for 2003-04,
2004-05 and 2005-06 is a total of $270 million. Isthat correct? That is in the budget for 2002-
03.

Mr Gallagher—Yes, that sounds correct. That is the $300 million | had minus the $30
million, which is the low-income rebate offset.

Senator SHERRY—Yet the explanatory memorandum shows a cost of $355 million over
those three years. That is a 30 per cent increase. Can you give us the reasons why there has
been such a significant increase again?
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Mr Gallagher—The costs of the co-contribution have been re-estimated on the basis of
data associated with the superannuation surcharge. The re-estimation led to a higher cost than
was available from an estimate based on the original low-income superannuation rebate data.
Soit isaswitch of data. Thereisalso an increased all owance for take-up in the costing.

Senator SHERRY—What is the increased allowance for the take-up in the costing—
approximately?

Mr Gallagher—It varies from year to year, but there is a behavioural impact as the years
go by in terms of the increased take-up of the co-contribution in the numbers.

Senator SHERRY —S0 the behavioural impact that you are now predicting has changed
from the behavioural impact that you would have predicted in the original costing?

Mr Gallagher—The election costing was done in a very short period of time and, as | said,
it was done off the low-income superannuation rebate data set or data. It did not have a
significant allowance for behavioural change in it. We have re-examined the costing, and we
have re-examined the data on which the costing is based.

Senator SHERRY—You made some incorrect assumptions in the original costing, or you
have changed the assumptions?

Mr Gallagher—We have changed the assumptions, yes.

Senator SHERRY —That is given as a different figure.

Mr Gallagher—There was a reasonable static costing from that particular data source.
Senator SHERRY —It has given us a significantly new figure.

Mr Gallagher—It isasignificantly new figure.

Senator SHERRY—The EM does not provide a cost for the year 2006-07, and that is
within the forward estimate period. What is the cost in that year?

Mr Gallagher—Again, that is an unpublished number and | will take the question on
notice.

Senator SHERRY—Again, | cannot see the problem. It is in the forward estimate period;
why wouldn't that figure be given, as you know it? Minister, can you add anything as to why
it isaproblem to provide that figure? It isin the published forward estimates.

Senator Coonan—The answer is that we will take it on notice, because it is not a
published figure. It may be appropriate to give it to you, but we would prefer to take it on
notice.

Senator SHERRY —We have not yet seen the legislation relating to contribution splitting
for couples. However, there are some costings in the 2002-03 budget on this proposal. | want
to clear up firstly whether there is a revised start date for this proposa—or are we still
working on the existing starting date?

Mr Brake—There have been no announced changes to the start date, and the budget last
year reflected a 1 July 2003 start date.

Senator SHERRY—S0, as a conseguence, there are no revised costings?
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Mr Gallagher—That is correct.

Senator SHERRY —There could be?

Mr Gallagher—There could be but, in actual fact, we have not revised—
Senator SHERRY—Thereis no revision of the costings at this point?

Mr Gallagher—No. It is quite a small costing. It is not of the order of magnitude of the
other revisions.

Senator SHERRY —What is the current RBL limit—approximately?

Mr Brake—For lump sums or pensions?

Senator SHERRY—Both.

Mr Brake—For the 2002-03 income year, they are $562,195 for lump sum payments and
$1,124,384 for pensions.

Senator SHERRY—lIsiit likely that it is higher income earners who would get close to or
breach the RBL limit—inadvertently, presumably? We are dealing with high-income earners
interms of—

Mr Gallagher—It is avery high level of superannuation accumulation, and that suggests a
significant level of remuneration. It islikely that people who arein excess of their reasonable
benefit limit would be higher income earners.

Senator SHERRY—Perhaps | could just give you a figure and you may be able to
comment, Mr Gallagher: from the figures that | have been given and that | have looked at in
an actuary’s report, a person on an $80,000 income throughout their career and contributing
for 40 years, would get alump sum of $461,500.

Mr Gallagher—We would need to check that calculation. It is unlikely that somebody on
$80,000 would in actual fact only have SG.

Senator SHERRY —If you doubled the contribution, say, 18 per cent, a person on $80,000
would come close to $1 million if they had 40 years of contributions.

Mr Gallagher—Isthat in real or nominal terms?

Senator SHERRY —Real terms. | do not deal in nominal terms, unlike some others.
Mr Brake—I am sorry; when you say ‘real’—

Senator SHERRY—Today’s dollar terms.

Mr Brake—Just to clarify, the RBLs are actually indexed to AWOTE, not to prices. So is
thisreal in terms of being deflated by the wages or prices?

Senator SHERRY—Mr Gallagher, do you have a figure available at the moment of the
level of contributions and income that would be required to get close to $1 million in total
superannuation accrual ?

Mr Gallagher—I do not have that number with me at the moment. There are significant
tables in Treasury’s submission to the superannuation inquiry into adequacy. | imagine if you
double the contribution rate, you might get close.
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Senator SHERRY —BLUt it is high-income earners we are talking about overwhel mingly?
Mr Gallagher—I would expect so.

Senator SHERRY—Unless a person of modest income was in an extraordinarily
generously defined benefit fund.

Mr Gallagher—It is possible, but it is generally high-income earners.
Senator SHERRY—Itisvery unlikely.
Mr Gallagher—Yes. That is a very large amount.

Senator SHERRY—Do we have any statistics on the number of people who have come
within, say, $50,000 of the RBL in thelast year?

Mr Gallagher—No. In taxation statistics, | think the number published is the number of
people with an excessive component. It does not give any estimate of the people whose
component was nearly excessive.

Senator SHERRY —Isit possible to get figures?

Mr Gallagher—That is a small sampleissue. It isreally a question for the Taxation Office
as to whether such estimates are derivable.

Senator SHERRY —The tax officeis till with us.
Mr Jackson—I can pull out some statistics, although this is probably not strictly my area.

We would have to look to see what sort of information we have to see whether we could get
that sort of stratified sample of data. | am not sure, to be honest.

Senator SHERRY —I would have been surprised if you had it with you here today. Please
take that on notice. Mr Gallagher, you mentioned that a number of people exceed the RBL.
Do you have that figure?

Mr Gallagher—No, | do not have a copy of the tax stats with me and unfortunately the
commissioner said that he did not have one either. | recall that it is of the order of 100,000
peoplein ayear, but | would have to take the number on notice.

Senator SHERRY —The number of people who exceed the RBL?
Mr Gallagher—I think so.

Senator SHERRY —With $100,000 a year?

Mr Gallagher—With an excessive component.

Senator SHERRY —Please take that on notice.

Mr Gallagher—Yes. There might be 50,000.

Senator SHERRY —Mr Gallagher, at the last estimates we spent a reasonable amount of
time analysing the overseas residents measure. That is the measure that relates to transferring
your superannuation offshore if you are a temporary resident, and the tax office collects some
tax from that transfer of moneys. Have you got an approximate figure for the amount of
superannuation payments by overseas residents in a financial year? You went into a fair
amount of detail last time in analysing various visa classes to work out payments into
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superannuation by temporary residents and added it to the existing bank. Do you have an
approximate figure for the amount of superannuation paid?

Mr Gallagher—The original costings did come up with an estimate of the number. | do
not have that number with me.

Senator SHERRY —You do not know approximately what it was?
Mr Gallagher—I cannot recall. These are costings we did in 2001.

Senator SHERRY—This measure has now been in place for aimost a year. Can | have the
year-to-date revenue collection?

Mr Gallagher—There are two issues. Firstly, | do not think that is a published number
and, secondly, | do not think | amtotally up to date on what the revenue collectioniis.

Senator SHERRY —Why isn’t the figure published?

Mr Gallagher—I think you would need to wait until the end of the year.
Senator SHERRY—Do you have the year-to-date figure though?

Mr Gallagher—No, | do not have the year-to-date figure.

Senator SHERRY—Is it correct that the published figure for 2002-03 was $70 million?
That was the projection.

Mr Gallagher—Thiswas in the original election costings?

Senator SHERRY—In the budget. | think it might have been the same figure in the
election costings.

Mr Gallagher—The original number was $70 million for 2002-03.

Senator SHERRY —The figures | have are a total of $325 million in the el ection costing,
under the charter of budget honesty, and the same figure in the 2003-03 budget papers—a
total of $325 million. That is correct, isn't it?

Mr Gallagher—Over what period did you get $325 million?
Senator SHERRY —From 2002-03 to 2005-06—a total of $325 million.
Mr Gallagher—Yes.

Senator SHERRY—That $325 million is the figure in both the election commitment
costings—the charter of budget honesty—and the 2002-03 budget. That is correct, isn't it?

Mr Gallagher—VYes.

Senator SHERRY—For the first year, 2002-03, $70 million was the projected revenue
figure. Isthat correct?

Mr Gallagher—VYes.

Senator SHERRY—Who in the tax office has been overseeing or has knowledge of the
collection of revenue in this area? Mr Jackson, do you have knowledge of this revenue
collection area?

Mr Jackson—Yes, | do.
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Senator SHERRY —Can you give me the year-to-date figure?

Mr Jackson—I| would not have any information on that yet. Funds are not required to
report to us until 31 October, so we will not have information of that nature until then.

Senator SHERRY —Have they reported anything yet?
Mr Jackson—No, not yet.

Senator SHERRY —Have you had any communication from superannuation funds on this
matter?

Mr Jackson—We have spoken to funds extensively about the whol e issue of the departing
non-residents, but we do not have information. We have not talked to them specifically about
the amount of money they are remitting back to the—

Senator SHERRY—My next question is. what have they indicated about the take-up and
transfer out of the fund overseas by overseas residents?

Mr Jackson—They have not given us any indication on that, at this stage.
Senator SHERRY—Nothing at all?
Mr Jackson—Not that | am aware of.

Senator SHERRY —Are you the one who has handled this communication directly with
the funds, or have other officers done that?

Mr Jackson—A number of people in the office speak to funds and we have key client
managers—people who deal with them—but generally anything of that nature would come to
my attention, and | am not aware of anything at this stage.

Senator SHERRY —Have they given any indication of the identified number of overseas
residents who have taken up the offer to transfer it out of the country?

Mr Jackson—No, | do not have any of that sort of information.

Senator SHERRY—So it will be reported by the funds at the end of the financial year.
When would you get the figure from the different superannuation funds?

Mr Jackson—We would expect 31 October; | think that is the reporting date.

Senator SHERRY—You may be aware that there was some discussion in the migration
estimates about this particular issue. | understand that there were some discussions between
the tax office and migration about some changes in order to improve the potential
collection—identification of these people, communication to them. Can you just confirm—

Mr Jackson—Is this the box on the departure card asking for an email address and the
like?

Senator SHERRY—Yes. That isa new initiative, isn't it? It has not been in place over this
financial year?

Mr Jackson—No, it has not been.
Senator SHERRY—Itisto be put in place but | was not given adate. Do you have a date?
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Mr Jackson—I would have to check, but | understand it will be for the reprint of the cards,
whichisin July. | would have to check on that.

Senator SHERRY —So the cards are reprinted—| understand there was a bit of a tusse
about who would pay for it—and then they will be distributed on some date after July?

Mr Jackson—That isright, yes. | understand that we are paying for it.

Senator SHERRY —Yes, | understand that that tussle was settled. You wanted to try to get
the revenue; they insisted that you pay. | understand that this was an approach from the tax
office to migration to request that the information be put on these cards?

Mr Jackson—We have talked to a number of people. We have talked to Customs as well
as DIMIA. There has been an ongoing series of discussions that goes back to 2001—I think
there were some preliminary discussions. | guess | should point out that, in dealing with this
issue of departing workers, we have a strategy in three parts. The first part is to look at those
who have already left the country, because there is an issue for us about the validity of an
address that we might have for them. So, with people who have already left and gone off to
South Africa or wherever, or who are on a working holiday around the world, the further they
move onintime, the less likely we are to be able to contact them.

Senator SHERRY—I accept that. With people who have left, we are dealing with the
existing bank of moneys within superannuation fundsin the country, aren’t we?

Mr Jackson—That is right. We had a whole range of strategies around that, and our first
focus was to get that under way. We are moving on now—

Senator SHERRY—Just before you move on to the next aspect of the focus and the
strategy, how have you been tracking down these people to inform them about the bank of the
money?

Mr Jackson—There are a number of things. | can run quickly through some of the things
we have done, if that would help.

Senator SHERRY—Yes.

Mr Jackson—First of all, we have set up aweb site where temporary residents can log on
and go through the process of filling out an el ectronic form and sending that off to us.

Senator SHERRY —Are we talking here about those who have | eft?

Mr Jackson—Those who have l€ft, yes. They have to have left and to have permanently
departed to be able to make the claim.

Senator SHERRY—To claim the money.

Mr Jackson—Yes. We have liaised with DIMIA on that and set up a direct link, because
one thing that needs to happen is that DIMIA need to certify that the person has left the
country permanently. Once that is done, there is a transfer to the fund and the fund then has
the information which enables it to make the payment and the withholding which was talked
about earlier for October. The second thing is that we have done a range of international
advertising, including in things like Qantas's I nflight and some key travel guides.
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Senator SHERRY—I have a number of questions on this issue and the answers will
probably involve afair amount of detail, on which | will probably ask questions as we go on.

Proceedings suspended from 6.30 p.m. to 8.00 p.m.
Senator SHERRY—Perhaps if we just take two steps back: | think we started with the
web site. Isthat a Treasury web site?
Mr Jackson—No, that is Tax web site.
Senator SHERRY—Just before we go into this, we are talking here about measures to
communicate to hundreds of thousands of people who have already | €ft the country, who have

aready got the bank of superannuation contributions in the country. Can you tell me
approximatel y when the web site got up and going?

Mr Jackson—I cannot tell you precisdy, but it has been running for some time—certainly
from the start of this calendar year or earlier.

Senator SHERRY —What has been the response to that web site? How many hits are you
getting, inquiries?

Mr Jackson—We have had some thousands a month. | think the last month it was 5,246.

Senator SHERRY —Roughly.

Mr Jackson—Roughly.

Senator SHERRY —Surprisingly accurate!

Mr Jackson—There are a couple of issues around that. First of al, all our research tells us

that the group of clients we are seeking to target here are very familiar and comfortable with
and prefer to deal with us e ectronically, through web sites, email and the like.

Senator SHERRY —Yes.

Mr Jackson—The second thing is that industry was fairly keen for us to complete the link
that we had with DIMIA to avoid getting into a paper shuffling war and they would have to
rework and send bits of paper back to people, so part of that process was getting all that up
and running together. That is all working. When a form is submitted by someone who is
making a claim over the 5,000, whatever the amount is, that automatically goesto DIMIA for
clearance that they have permanently departed before going over to the fund for the payment
to be made. Part of the process of getting that up was making those things all happen at once
rather than us just put a web site up and then end up effectively printing stuff out and sending
it round the countryside.

Senator SHERRY —Right.
Mr Jackson—There were some other things | was just going to go through there with you.
Senator SHERRY —Yes.

Mr Jackson—There is an international advertising campaign, which includes Qantas
magazines, key travel guides, fact sheets and forms displayed at the tourist refund scheme
offices.

Senator SHERRY —Have you had any evaluation of the advertising campaign?
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Mr Jackson—We have not as yet, but we will be looking at that shortly. We have linked
the web site to a range of other web sites, again just in line with our view that people were
very keen to deal with us eectronically. So when they log on to the DIMIA web site, the
Customs web site or any of those sorts of sites, they will see alink to our web site to make the
claims. We have had a direct mail-out to all people who we believe are affected here who
have |eft the country, so nonresidents who have permanently departed were sent the | etter.

Senator SHERRY—That is a lot of people. There must be well over a million
nonresidents in the last 10 years. What are we talking about in terms of a mail-out?

Mr Jackson—The ones we have been able to identify. | do not have a number for the mail-
out, but | can get that for you.

Senator SHERRY —Isn't there a fair chance when you are mailing out to these people that
they have moved?

Mr Jackson—That is one of the issues. That is what | was saying to you when we started
and you asked about the departure card. The key issue for usisto try to get this part of the
process under way as quickly as possible before those people move any further than they
already have, and of course a number of the people we have written to here will have | eft and
we will not make contact with them, but the more we can get to quickly, the better chance we
have. We are writing to all those we have been able to identify.

Senator SHERRY —You do not have any idea what proportion that is.

Mr Jackson—Proportion of?

Senator SHERRY —Yes, those you have been able to identify to write to?

Mr Jackson—Yes, as a proportion of what, the total number of visitors?

Senator SHERRY —Say of temporary residents who have left in the last five years.
Mr Jackson—I do not believe | would be able to get that but | will seeif we can.
Senator SHERRY —Do you know what the response has been to the direct mail-out?

Mr Jackson—Again, | do not have that figure to hand. | suspect it will not be high. The
mail-out has not gone that long ago. We have also been working with the recruitment agency
peak body to distribute information through their recruitment agencies. A number of those
recruitment agencies maintain contact with the departed temporary residents, particularly
where they areinindustries like I T and they are on a sort of round-the-world placement from
time to time. We are obviously working with superannuation funds through their newsdl etters,
web sites and member statements to provide information. DIMIA have leaflets in their
overseas business centres. The minister issued a press release a little while ago.

Senator SHERRY —I saw that but, realistically, how many temporary residents who have
departed the country would have read it?

Mr Jackson—I| am not sure, Senator. It could well get reported.

Senator SHERRY —I can understand why the minister issued a press release but | think
realistically the hundreds of thousands who have |eft the country—

Mr Carmody—Itisall just part of the broader scenario.
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Senator SHERRY —Yes, it could be as successful as the children’s accounts for super but,
anyway, that is another issue.

Senator Coonan—But then you would not know how many, would you?

Senator SHERRY—We know it is one, unless you tell me otherwise, but | will be
interested in an update. Sorry, Mr Jackson.

Mr Jackson—I guess it is the range of things that we have put in place to try to contact
and make aware those people who have already left the country. For those who are here—and
obviously a number of these things overlap—there is the web site. We have used Tax Time
2002. There was a satellite seminar, a broadcast, an e-link to the web site and information in
TaxPack, so we were partially targeting agents who might well be preparing tax returns for
those who are preparing a final return for departure.

We did trial a booth at the Sydney Airport to see if we could actually catch people as they
cleared Customs. We trialled it for about six or eight weeks and it was not terribly effective.
The issue that we run into there is that Customs are struggling with the airline departure times
to get people clear of the border to allow them to get to their aircraft. By the time people did
their duty-free shopping and got through Customs, they did not have alot of spare time to fill
out their superannuation forms on the way past, so we have discontinued that. But we did give
that atry.

Customs have been distributing fact sheets and answering inquiries there. Again, there are
the links to the various web sites, the DIMIA employers handbook, Don't give a job to an
illegal worker. We have an updated reference there. We have done a number of seminars at
various locations and various times to people who may be affected by this. Again we have
contacted the recruitment service agencies and had superannuation funds distributing letters.
We have had some education campaigns on SBS radio in various languages and at various
times. There has been a media release, the government’s education newsl etter, a booklet from
Industry and Tourism entitled Getting down to business. temporary residents—and various
ATO publications. We have had a domestic public education campaign fairly recently, and
then the outgoing passenger card will come into effect, | understand, in July. They are the
sorts of things for people who are here at the moment.

| have a similar list for those who are not yet here but they would again include the web
site; whilst it was running, the trial of the booth at the airport; the DIMIA booklet entitled
Sponsoring a temporary overseas employee to Australia; the web site links; the DIMIA
booklet on the working holiday maker program; DIMIA fact sheets; recruitment agency;
advertising campaign in Qantas magazine and key travel guides; DIMIA leaflets in various
overseas—

Senator SHERRY —Mr Jackson, similar types of things?

Mr Jackson—Several things of that nature. It is a fairly extensive campaign right across a
range of—

Senator SHERRY —The ballpark figure on the costs of this operation so far?

Mr Jackson—I think we should probably have that to hand. The mail-out that | mentioned
earlier has gone out to 100,000 people or thereabouts.
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Senator SHERRY —Out of a potential number?
Mr Jackson—That is difficult to say.

Senator SHERRY—Mr Gallagher said there were 275,000 people by this measure in a
single year and 180,000 would have superannuation coverage, in a single year. That is from
the Hansard of March. That mail-out was to people who had already left the country, and
there must be millions who have got super in Australia. Goodness knows what the figureis.

Mr Jackson—Yes, it could be difficult to know.

Senator SHERRY—So 100,000 letters have gone out to those people, whatever the
response is. Mr Gallagher, do you still hold the assumptions that you made in respect of
costing this measure, the revenue to be raised?

Mr Gallagher—We have had a closer look at the take-up assumptions and at the moment
we have downgraded our take-up assumption on this costing.

Senator SHERRY —From what to what?

Mr Gallagher—I cannot recall exactly.

Senator SHERRY —You said 80 per cent take-up rate on this measure at the last estimates.
Mr Gallagher—Yes.

Senator SHERRY—What has it been downgraded to? You must have some idea.

Mr Gallagher—No, | cannot recall. It was very detailed analysis. | will take it on notice,
Senator.

Senator SHERRY—I have actually asked a number of the superannuation funds about
what has been happening and they gave me a figure of around 10 per cent. Would that figure
surprise you?

Mr Gallagher—It depends when the figure relates to.

Senator SHERRY—This financial year to date.

Mr Gallagher—There has been a lot of recent activity promoting this measure, to give
people the opportunity to take their money out of Australian superannuation accounts when
they leave the country. If you have a number from February, it may have been alow take-up
number—

Senator SHERRY —Mr Gallagher, you gave me the take-up rates. We spent a fair amount
of time at the last estimates. You gave me good, accurate figures that you had at the time. You
have now told me it has been downgraded, but you cannot tell me what the take-up rate has
been downgraded to.

Mr Gallagher—No.
Senator SHERRY —You could tell me last time. Why can’t you tell me now?

Mr Gallagher—I have not come prepared for that question but also, | think, initially the
long discussion reflected the material published in the election 2001 costings, so it was
already published information.
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Senator SHERRY —I sent a letter to the committee, which | assume was passed on. | did
the courtesy of notifying well in advance that | would be asking detailed questions. The third
point in my letter states:

... assumptions used in costing measures relating to child superannuation accounts, overseas residents,
deductible contributions by the self-employed and any revision to these assumptions following the
implementation of these measures ...

Even though | have given advance notice in writing, you cannot give me the new assumption?
Mr Gallagher—No, | cannot, Senator.

Senator SHERRY—If the figure is 10 per cent, and not 80 per cent as you indicated, that
would mean a substantial |oss to the projected revenue from this measure, wouldn't it?

Mr Gallagher—Yes. That is a hypothetical question, Senator.
Senator SHERRY—You have admitted you have downgraded it.
Mr Gallagher—VYes.

Senator SHERRY—You cannot tell me, despite my giving you a week’s notice in writing,
about any new assumptions? You cannot tell me today. If it is 10 per cent—Iet us assume it
goes up to 20 per cent over time, but | am told at the moment it is 10 per cent—you are facing
apotential shortfall of a couple of hundred million dollars over four years.

ACTING CHAIR (Senator Watson)—Senator Sherry, does that 10 per cent include the
200,000 do-it-yourself super funds?

Senator SHERRY —No.
ACTING CHAIR—That could be another factor.

Mr Gallagher—Any revision to the estimates will aready be reflected in the budget
estimates of revenue.

Senator SHERRY—I suggest to you that you have not come here with the figures today
quite deliberately so that you do not have to admit to me what the new assumptions are and
what the loss of revenueis. Could | suggest that to you?

Mr Gallagher—You have.

Senator SHERRY —Yes. Do you agree or not?

Mr Gallagher—No.

Senator SHERRY —I gave you aweek’s notice in writing.
Mr Gallagher—VYes.

Senator SHERRY —That isan unusual step, | think, for any senator to take. Mr Gallagher,
let usjust have a quick overview of the areas | have asked questions about. | have not gone to
super contributions for children yet, but we have had a major revision of the take-up rate from
the election package, which you were involved in making the assumptions for through to the
budget last year.

Mr Gallagher—VYes.
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Senator SHERRY—There is a major revision down. That's correct, isn't it? | am not
going to a current take-up rate. There is a major revision down in the take-up rate of the
children’s accounts as part of the government’s el ection package.

Mr Gallagher—Yes, we revised that down.

Senator SHERRY —And a massive revision down of last year’s budget.

Mr Gallagher—Yes. Take-up is avery hard thing to anticipate.

Senator SHERRY —But that is a matter of fact, isn't it?

Mr Gallagher—VYes.

Senator SHERRY—In the low-income earners' co-contribution we have had a significant
revision upwards.

Mr Gallagher—Yes.

Senator SHERRY —Phased reduction in the superannuation surcharge tax cut—a massive
revision upwards in the cost, from $370 million to $525 million. There is another significant
variation, isn't there?

Mr Gallagher—VYes.

Senator SHERRY—You have admitted the downward revision in assumptions on the
revenue to be raised from the nonresidents who permanently depart Australia—yet another
significant change—but you cannot give me the detail. Mr Gallagher, here are four very
substantial matters. It is not one; it is four very substantial matters in terms of the costing of

the government’s package prior to the election through to this point in time. There have been
major changesin four of those elements. That is correct, isn't it?

Mr Gallagher—There have been changesin four of those elements.

Senator SHERRY—Yes, major changes. We are not talking about five per cent or
10 per cent. | could accept that as par for the course, but we are looking at major changes,
aren't we?

Mr Gallagher—Intotal, yes.

Senator SHERRY—And the nonresidents who depart Australia is not the only revenue
measure, but in terms of the government’s election package and the funding of the
government’s superannuation package initiatives, it is about one-third or two-fifths,
approximately, of the money needed to fund the package, isn't it—the projected revenue,
$325 million?

Mr Gallagher—The revenue from the temporary residents' superannuation was part of the
costing offset in the original package.

Senator SHERRY —Yes. $325 million, wasn't it?
Mr Gallagher—I will have to check.

Senator SHERRY—You have already confirmed that. There is no argument about that.
The only other net addition to revenue was the $9.4 million from the quarterly superannuation
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guarantee contributions. How can we believe your assumptions when you make such major
errorsin the four major components of the government’s superannuation package?

Mr Gallagher—These are very new things, Senator. We did not have a history on which to
make assumptions about what would occur and what would not occur. We made the best
assumptions we could in the short period of time we had to do so during the election
campaign.

Senator SHERRY —But under the Charter of Budget Honesty, at least in this area, werely
on you for costings.

Mr Gallagher—VYes.

Senator SHERRY—There are four major revisions of the government’s package, al to
their detriment—significantly so. Why should we believe you in terms of future costings in
thisarea?

Mr G. Smith—Senator, the costings were the best costings available to the Treasury at the
time. They are revised, but rarely published, subsequently. They are the best costings
available at the time. | think we have aready indicated that there has been a significant
growth of revenue in some of these heads which was not anticipated at the time, and that
underlies some of these changes.

Senator SHERRY—Thanks, Mr Smith. | do not want to be overly personal about this,
Mr Gallagher.

Mr G. Smith—You are impugning the reputation of the Treasury, Senator.
Senator SHERRY—No. Can | just get my next question in, and you might understand.
Mr G. Smith—You can speak to me if you wish, Senator.

Senator SHERRY—What | have done, Mr Smith, is to go through and highlight in four
areas where substantially it was wrong.

Mr G. Smith—Yes, it was wrong. It is quite common for our costings to be proven to be
wrong. That has happened all through history. We provide the best possible costing at the
time. These are certainly not the worst ones we have done. We have done much worse than
this, like the capital gains tax and many others in history. That is the nature of some costing
exercises, but it does not assist to impugn the reputation. It was the best available information
and it was published at the time.

Senator SHERRY—Mr Smith, what conclusion should | draw when | give notice in
writing that | am going to ask for these sorts of figures in detail—which is a reasonable
courtesy, | thought, to extend to you and to Mr Gallagher—and he does not come with the
figures?

Mr G. Smith—He does not come with the figures because what you are asking for is
material that the government has not published and has never published in the past.

Senator SHERRY—But Mr Gallagher gave me these figures on the last occasion.
Mr G. Smith—What he gave you were the published figures.
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Senator SHERRY—He gave me the assumptions on the last occasion, no problem.
Because things have turned out fairly bad, | do not get the figures this time, even though |
have asked in writing.

Mr G. Smith—We are not denying you the figures—
Senator SHERRY —You are denying me the figures.
Mr G. Smith—We are denying you nothing.

Senator SHERRY—Rubbish!

Mr G. Smith—We took the question on notice. That is what we are required to do and that
iswhat we are doing.

Senator SHERRY—Mr Gallagher, with the problems that you have had in this area in
terms of costing, don't they highlight how difficult it is to make assumptions in these types of
areas? It is not easy to make assumptions, isit?

Mr Gallagher—The issue has been the behavioural assumptions concerning take-up and
to produce costings well in advance of any legidlation or administration of a policy, such that
you do not know what effect the administration or the legislation will have on actual
behaviour. There is a variety of issues here. It is also the case that, in terms of total
superannuation revenue, the increase in surcharge revenue and other revenue has more than
covered the variations in the costings in the package, | think.

Senator SHERRY —We do rely on your best efforts, don’t we, in terms of costing el ection
commitments?

Mr Gallagher—VYes.
Senator SHERRY—And you put your best effort into it, didn’t you?
Mr G. Smith—And they were signed by the Secretary of the Treasury as a resuilt.

Senator SHERRY—Yes, of course. Senator Coonan, the extra cost of this exclusive tax
cut for high-income earners has now gone up by 40 per cent from $370 million to just over
$500,000. The extra cost of the low-income earners co--contribution has gone up from
$270 million to $355 million. That is an extra 31 per cent. | accept that the lack of success of
superannuation accounts for children is an offset. There is a risk that the overwhelming
revenue measure—the $325 million tax collected from nonresidents—is going to fall
significantly short, because the assumptions have been downgraded, so how do you pay for
your election promises?

Senator Coonan—Senator Sherry, you prefaced your question with a statement that |
certainly do not agree with, and that is that there is an exclusive tax cut for high-income
earners. | did not want that to stay on the record unchallenged. It might be a good rhetorical
flourish, but it does not have much substance to it. Obviously, there are higher revenue heads,
in effect, that are going to pay for these matters. | reiterate what has already been said, that
you can hardly be surprised that assumptions made in the way in which the costings are put
together are sometimes not correct and we have to accommodate that.
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Senator SHERRY —In relation to an update on the children’s superannuati on accounts, we
managed to identify one which we had a discussion about at last estimates. Do we have an
updated figure?

Senator Coonan—I have not got an updated figure. | can say, however, that | have
personally had several letters from people who have been looking at how they can access a
child account. | am not in a position to give you a definitive figure. | would say, however,
without canvassing the issue exhaustively, that it is a voluntary initiative and it is there for
people to take up if they wish. Thereis no compulsion attached to it.

Senator SHERRY —When will we have some updated figures?

Senator Coonan—It has not beenin for ayear yet, so certainly not for alittle while.

Senator SHERRY—But when will we have it? When will the tax office get the data on
this?

Mr Jackson—It will be the surcharge run, which | think is November, Senator. That would
be the first time that we would have any information. We would have to look there to dates of
birth.

Senator SHERRY—MTr Gallagher, are you confident you will make the 47,000
assumption? Have you considered reviewing your assumptions in this area as well?

Mr Gallagher—I think thisis a very small revenue consequence. We will have to wait and
see how we go against the 47,000.

Senator SHERRY—It is not the revenue issue that | am questioning here. It is 470,000
costed prior to the election, which | understand you made or contributed to the making of the
assumptions on—470,000 down to 47,000 in the budget last year. | hope the take-up is more
than one. Are you not willing to concede that you might have been a touch optimistic on the
assumptions?

Mr Gallagher—I have already conceded that | have been a touch optimistic by revising
downwards before.
Senator SHERRY —Another revision down by 90 per cent?

Mr Gallagher—I think we will wait for the information. As | said, there is a very small
amount of revenue involved.

Senator SHERRY —It is not the revenue issue that | am going to. It is the ‘470,000
children’s accounts’ blazing headlines before the election—the wonders of compound interest.
| canrecall all the quotes from the Prime Minister.

Mr Gallagher—I do not recall the numbers being used in any advertising prior to the
dection. | do not recall that assumption being used. There was some emphasis on the
accounts, but not on any particular numbersin the Treasury costing.

Senator SHERRY—You stand by 47,000 then?

Mr Gallagher—It has not changed.

Senator SHERRY —Do you stand by the figure though?

Mr G. Smith—The figure in the current estimatesis based on 47,000.
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Senator SHERRY—Would you accept my suggestion that it perhaps should be revised
down by about 90 per cent to, say, 4,700? Would you accept that?

Mr Gallagher—I will talk to a number of people about what numbers we should use.
Mr G. Smith—The next revision will be from MY EFO.

Senator SHERRY —Time will tell whoisright!

Mr Gallagher—Can | add to an answer | gave previously concerning RBLS?
Senator SHERRY —Yes.

Mr Gallagher—You asked me previously about the number of people with excessive
ETPs. In 2000-01, the number was 598, reflecting an amount of $27,149,222. Over time it has
varied, but since 1997-98 the numbers have been around 600 in terms of people with
excessive ETPs.

Senator SHERRY —Thank you for that, Mr Gallagher.

Mr Jackson—Senator, you asked me before about the amount of money we had spent on
the departing superannuation. We have $3 million allocated to that and, whilst we have not
quite finished our campaigns and our work there, we have spent a good part of that in the
process.

Senator SHERRY —Thank you, Mr Jackson.

Senator BARTLETT—I have a few questions on the expense estimates for the baby
bonus. The budget statements Treasury estimates last year estimated the expense for the
current year at $85 million and for the forthcoming year at $250 million. This year that has
been revised down to $60 million and $170 million respectively, so around about 30 per cent
for both this financial year and next financial year. Why has that occurred? Has there been
less take up of it?

Mr Gallagher—We have revised our estimate down to a 70 per cent take-up by new
mothers in 2002-03. In the original election costing we said that actual costs may well be
lower than estimated because take-up may not be 100 per cent and actual incomes may well
recover in the preschool years, more than is apparent from the cumulative income
distributions used. We noted in our e ection costing that we had used the maximum possible
take-up and that take-up may actually be smaller than that. That is what in fact has transpired.

Senator BARTLETT—Last year’s Budget Paper No. 2 had forward estimates for 2004-05
of $390 million and the following year of $510 million. Are they revised down as well now?

Mr Gallagher—The forward estimates have been revised down. Page 171 of the Treasury
portfolio budget statement is where the revised estimates occur.

Senator BARTLETT—Is it solely because of a smaller percentage of take-up or also the
percentage of women returning to work within 12 months?

Mr Gallagher—We are unsure of that. We hope to undertake an investigation of the data
to have a look at the characteristics of mothers claiming the payment, such as their labour
force behaviour and their income distributions. When we originally costed it we said that both
of these factors were uncertain. We will attempt to use the data that has been collected to date
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to get a better idea. As we said at the time, there was no longitudinal data from which the
costing could be done. There was no data which said, ‘Mother’s earnings ook like this. Then
they have a child and then their earnings look like this. Then they return to work.” There was
nothing we could base it on which was a longitudinal time series. We have attempted to
estimate the longitudinal data using cross-sectional data from income surveys.

Senator BARTLETT—Have you done any research on why there is a lower than
optimum take-up?

Mr Gallagher—Not as yet. The datais only becoming available for the program now.

Senator BARTLETT—In those initial estimations, the costings, how much did you take
into account the percentage of women who returned to work within the first year of having a
child?

Mr Gallagher—I cannot recall, Senator. | will need to take that on notice.

Senator BARTLETT—Thanks. Have you done any evaluation of the efficiency and
effectiveness of the scheme in terms of its target group and whether it is achieving its policy
goal?

Mr Gallagher—In Treasury we have not. | do not know what activity has been undertaken
in the tax office on that subject. We hope to understand it a bit more. It is a very interesting
area where we have had no data like this before and it has a number of ramifications for
public policy.

Senator BARTLETT—Some of these you may have to take on notice but if | could just
run through them. Firstly, how many families did you estimate would receive the baby bonus
and how many have received it so far?

Mr Gallagher—In the eection costing we estimated 245,000 births would be digible. In
the initial years of the payment it was not only for first children but it was for first and
subsequent children. We estimated the full cohort of women who would have an eligibility. |
suppose our estimate of a 70 per cent take-up says that we expect that eventually we will have
70 per cent of the cohort taking up initially. We will monitor that because obviously, as people
become more familiar with the payment and the method for claiming it, we might expect the
take-up would go up.

Senator BARTLETT—Are you able to give us the average payment families have
received from the baby bonus to date?

Mr Gallagher—It is very important to remember that the first year was a half year and the
election costing was based on an amount of $346. | think we are coming fairly closeto that in
terms of take-up viathe ATO so far.

Senator BARTLETT—Are you able to give us the median, minimum and maximum
payments families have received?

Mr Gallagher—No. | am not able to do that, Senator. |, or maybe the tax office, could take
that on notice.

ECONOMICS



Tuesday, 3 June 2003 Senate—L egidation E 325

Senator BARTLETT—If you could take it on notice, thank you. Also—and this will
probably be on notice as well—the average base year taxable income and the average claim
year incomes would be handy.

Mr Gallagher—I will take those on notice.

Senator BARTLETT—And could you give us a breakdown of recipient numbers in terms
of the baby bonus payment for the base year taxable income?

Mr Gallagher—There is another issue in terms of the uncertainty we have. We are not
certain about how many women have used 2001-02 as their base year and, therefore, will not
receive payment until 2003-04. Base year is one of the factors which might beinvolved in this
take-up. If you use as your base year the year in which you have the child, it will impact on
the apparent take-up so far.

Senator BARTLETT—If you could as much as possible, | guess, provide a breakdown of
the recipient numbers in terms of the payments, base year taxable income and claim year
income. | think you would be able to get some data now on the number or percentage of
mothers who received the baby bonus on their 2001-02 tax return and who have returned to
work. At this stage you are working on that 70 per cent rate, extending out into the future
years?

Mr Gallagher—That is the nature of the revision at this point. As | said, it may vary as we
have future claims information.

Senator BARTLETT—Thank you for that.

Senator MURRAY —I have some questions on mass marketed tax effective schemes.
Mr Carmody, the situation when the select committees were looking at the issue and
discussing the matter with you was essentially that the tax office knew what tax claims were
out there and what the penalties and interest attached to them were, but had no idea at that
time what the likely settlement outcome would be and how the revenue flow would look. |
assume that, as a result of the settlement action taken by the ATO and the resol ution of a high
number of taxpayer cases, you have a clear picture as to the outcome of that. | wonder if, for
the record, you could bring us up to date.

Mr Carmody—I do not think we have that figure available but we will take it on notice
and see what we can provide.

Senator MURRAY—I am not after exact figures because that might involve too much
digging for you. Essentially, | would like the original number of taxpayers affected, the
number who have settled, the number who are outstanding or in dispute, the time frame under
which those who are outstanding and in dispute might be resolved—on average, obvioudly,
not every single case—and the total recovered and settled as aresult of actions.

Mr Car mody—I think we do have the answers to some of those questions.

Senator MURRAY —If you would prefer to bring it back to me in awhole package so it is
easy to read and understand, | do not mind receiving it on that basis.

Mr Fitzpatrick—Perhaps we can deal with some of them, Senator, if you wish.
Senator MURRAY —Certainly.
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Mr Fitzpatrick—We have received settlement offers from around 87 per cent of those
who entered into the mass marketed investment schemes. Most of those now have been
finalised by way of amended assessments. There are some still outstanding, largely because
we are still clarifying the information to enable us to give effect to the settlement offer. About
37,000 taxpayers have settled. Of the 13 per cent who have not, which is around 5,000
taxpayers | believe, we are in the process now of deciding objections by those taxpayers
against their assessments which means the taxpayers will have the opportunity to decide
whether to pursue the dispute through the courts or the Administrative Appeals Tribunal.
There are some cases already at the court or AAT with arange of schemes. We are looking to
work with the AAT, particularly where most of them are—and perhaps where most of the
future ones will go—to seek to have cases progressed to hearing largely in accordance with
where most of the numbers are in a particular scheme type.

I do not know how long it will take to resolve these approximately 5,000 cases. | do not
think it will be done very quickly, assuming most of those will lodge appeals to the AAT or to
the court. With further cases heard and decided by the court there are a couple awaiting
decision, which have been heard even though we have had some decisions already. That
might resolve those unsettled cases. The time frame for resolving them all is such that it will
not be done quickly with 5,000 cases. In relation to the taxes collected, | do not have figures
for the amounts collected as a result of amending those assessments where we have effected
settlements. We can try to get those figures for you.

Senator MURRAY—In my head | have about $1.5 billion.

Mr Car mody—We will have to ook at what we can provide. Asto collections, you would
remember that part of the arrangement was that there was a payment period over which they
could pay it off.

Senator MURRAY —That was to be one of my questions: of the 87 per cent, how many of
them have availed themsel ves of the two-year time frame?

Mr Fitzpatrick—We can make some inquiries about that. Some of those have already
paid. | am not sure how many.

Senator MURRAY—I don’t want to put you to excess work. If it is easier for you to take a
snapshot and say, ‘We have examined 500 and this is how it looks,” that is easy enough for
me, because you can extrapolate it out.

Mr Fitzpatrick—Thank you. | think that answers most of your questions but not the tax
collection figures.

Senator MURRAY—Would | beright in thinking that from precedent with other cases, for
unsettled claims before the AAT and the courts if they go to appeal and so on, you can look at
afive- to seven-year time span beforeit is settled?

Mr Fitzpatrick—I am not sureit takes that long.

Senator MURRAY—I am thinking of back to the date when the settlement offer was
made.

Mr Fitzpatrick—Last year. | would be hopeful it would be much quicker than that. It does
depend on whether there are appeals against first-instance decisions. That obvioudy takes
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longer to resolve a matter. We are certainly intending to work with the AAT, and | know they
are interested in doing so, to have an effective program for these outstanding cases to try to
get cases heard. As | said, there are a number of cases in a particular scheme type which are
still unresolved. We want to try to progress those and that might help resolve all of those other
cases.

Senator MURRAY—Mr Fitzpatrick, on a back of a cigarette box kind of estimation—and
| don’t smoke, so that might put at risk my calculation—I have had in my head that about
$500 million iswhat is at stake with those who have not settled.

Mr Fitzpatrick—Half abillion dollars in outstanding taxes?
Senator MURRAY —Yes.
Mr Fitzpatrick—I do not know.

Senator MURRAY—Can you give me a guesstimate? | am not looking for you to work
through several thousand cases; | would like a guesstimate just so that | can get a feel for the
figures.

Mr Fitzpatrick—We will do our best there, Senator.

Senator MURRAY —The issue of mass marketed tax effective schemes will never go
away for as long as there are entrepreneurs and companies who want to make money out of
peopl€'s need to minimise tax. | am getting afair bit of mail on empl oyee benefit schemes and
those sorts of things. Are you finding it as difficult to manage, as an issue, as you did in the
early days of agricultural and other schemes which were at the heart of the Senate inquiry, or
have you found yoursel ves better equipped through that experience of dealing with aggressive
tax planning? Attached to that question, do you think you will need to talk to the government
about policy changes as aresult of what you are seeing on that front?

Mr Fitzpatrick—I will answer the last question first. The government did make an
amendment to the law from July 2000 to deal with contributions to non-complying
superannuation funds. As a result of our advice to government at the time and despite our
views about these particular schemes not being tax effective—in other words, they did not
work in our viewv—because of the ongoing marketing by some of those particular
arrangements, the parliament passed an amendment of the law to deal with those
contributions. There has been some change in the law since we have been examining these
types of employee benefit schemes. The numbers we are talking about in employee benefit
schemes, covering superannuation schemes and employee benefit trusts mainly, are much
less. We have identified about 7,800 taxpayers involved in these types of arrangements, so it
issignificantly fewer in total numbers of taxpayers affected.

Senator MURRAY —It is still alot to write letters to.

Mr Fitzpatrick—Yes. We have been looking at these now for a few years and there have
been some decided cases now in the courts. In the controlling interest superannuation area
there are about 3,500 taxpayers involved. Whilst there is an outstanding case still awaiting
decision by the full Federal Court, there has been a full Federal Court decision in relation to
that type of arrangement. Most taxpayers have accepted the decision. We announced in March
that penalties in relation to those arrangements would be excised in the light of the Federal
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Court’s decision in one particular case on penalties. We also announced reduction of the
general interest charge up to a certain period and it is my understanding that many taxpayers
are agreeing to finalise their involvement in that particular arrangement.

There have been two decisions involving empl oyee benefit trust cases to date. In both cases
the court held that the deductions were not alowable. Some taxpayers have settled their
arrangements;, others still have outstanding objections. | expect we will have further litigation
inthat area. It is fair to say we have learned from our experience in mass marketed schemes—
how to manage these, in communicating better with taxpayers and in trying to have cases
progress through the courts or AAT in a reasonable time frame. That is not particularly easy.
They do taketime. | imagine that these matters will not be resolved quickly.

The other point about employee benefit schemes is that they do vary a lot on their facts.
Taxpayers tell us their facts are different to the case of Essenbourne which was decided a few
months ago, and they wish to pursue. Some of them certainly have said that to us. They
believe they can differentiate their case from the decided case. They are not straightforward,
but we are progressing through them. | expect further cases to be heard in the courts over the
coming 12 months when we get further clarification of the law in relation to both income tax
and fringe benefits tax.

Senator MURRAY —I will preface my next question by remarking that | am not one of
those who automatically think that every court case they have ever read is written in plain or
clear English. It is often extremely obtuse and how some of those people determine what the
meaning is within a complex judgment is beyond me. It reminds me of the days when law was
not written in plain English, as they now try to do. Having said that, | have not read this case
and, therefore, | do not cast any aspersions on the judgment. Are you familiar with an editorial
by Peter McDonald, the National Director of Taxpayers Australia? The editorial of 28 April
2003 says:

The ATO, however, has chosen to accept that part of the Essenbourne case that it likes and has rejected
those parts that it does not like.

It goes on to quote the tax commissioner. The end of the editorial says:

The position adopted by the ATO has identified a fatal flaw in tax law and a fatal flaw in administration
of the law.

They then say that either the parliament must inquire into it or it should go off to the
Inspector-General. Parliament does not like to get involved in these sorts of issues until they
become mass community issues which they should attend to, because they are often very
complicated and technical and you end up taking sides. The question | want to poseto you is,
do you respond to these kinds of allegations made about you—and | do not mean by the man
inthe street, asit were, but by professional associations—in aformal way and rebut them? Do
you deal with them in any way? Is the explicit statement fair—that you are cherry-picking
your way through these cases?

Mr Fitzpatrick—Senator, | am aware of that article and | have formally responded to
Mr McDonald. If necessary, | can provide my formal response to you or to the committee.

Senator MURRAY —If you could do that and also provide a copy of the editorial, because
| have not given this to the committee, and they will then have the two together.
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Mr Fitzpatrick—Yes, | can certainly do that. | am not sure whether Mr McDonald has
published my formal response in his magazine.

Senator MURRAY —I have not seenit.

Mr Fitzpatrick—Hopefully he will. In my formal response, | did address the points raised
in the editorial. | said in my response that | think there was clearly a misunderstanding of the
tax office's position, and | believe he has misunderstood the position. In our announcement in
March this year about our paosition on employee benefit trusts—which is what he is talking
about there and which is one of the schemes we are talking about under employee benefit
scheme arrangements—we did express our position following the decided case in
Essenbourne by the Federal Court where, as | indicated earlier, the court held that deductions
claimed were not allowable. In that case it went on to say that it did not believe that fringe
benefits tax was payable. Effectively, the court held that the scheme based on evidence in that
case was not tax effective—it did not work, in other words. We did not appeal that decision on
FBT essentially because the scheme did not work when deductions were held not to be
alowable.

Senator MURRAY —Does that mean, therefore, you took the view that, if the main caseis
proven, you certainly do not have to deal with the subordinate issue?

Mr Fitzpatrick—That is correct. We did say in the announcement in March this year that
that was the reason we did not appeal. We have now announced that in cases like the
Essenbourne case—in our view, most of the employee benefit trust cases are similar—we will
maintain disallowance on deductions and decide objections which are outstanding. We have
also decided to settle cases on appropriate terms, if taxpayers wish to do so. We also
mentioned that, because in some of those cases we had issued FBT assessments as well, we
would not decide objections against FBT. We will |eave those outstanding.

We indicated that the question of FBT applying in any of these types of cases still needs
further clarification and it will vary depending on the facts as to what the court might find, in
our view. It may well be that in some cases involving arms-length employees, as distinct from
non-arms-length employees as was the Essenbourne case, deductions are allowable but FBT
does apply. We will be looking to clarify the position of the FBT law in appropriate cases
before the courts in the future.

We are not disregarding the decision of the court in Essenbourne. Our position is clearly
that we will maintain disallowance of deductions and decide objections accordingly. If
taxpayers wish to settle, we will settle on terms which we believe are reasonable, which is a
small rate of penalty and the general interest charge, as well as a disallowed deduction but no
FBT. If taxpayers wish to pursue their case in the courts or AAT, we will do that. As | said, |
think Mr McDonald misunderstood what we said in March. Our position is clearly consistent
with the decided court decisionsto date.

Senator MURRAY —Because of the kinds of inferences that come through so much that
you have to deal with in this area, are you taking a proactive stance of giving informed and
detailed briefings to specialist writers, editorialists, associations et cetera, which deal in these
areas?
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Mr Fitzpatrick—Senator, we did issue a detailed information sheet in March when we
made that announcement. | think the commissioner gave a speech at that time, indicating our
position, and at the same time we published a fairly detailed information sheet for people to
understand our position and the reasons for our position. | am not aware of other people
misunderstanding that position. Clearly in my view, Mr McDonald has. | have received a
small number of representations from others and | either have responded or will be
responding to those. | do not see a need at this point in time to go further than that.

Senator MURRAY —Either they are publicising what they are doing far more or they are
doing far more—I think the latter—but ASIC is very busy having a look at prospectuses,
validating exaggerated claims and all that sort of thing. Have you found there has been a run-
on effect to the matters you have to deal with from the tax office—in other words, there is a
slowing down of problems with respect to schemes—or isit too early to tell?

Mr Carmody—The general position is that we are not seeing the sort of mass marketed
evidence of the past. | think you started this period of questioning by saying there will always
be those who will promote and provide schemes to people who want to try to reduce their tax,
and so | think it is fair to say that we continue to see a significant number of what you might
call more tailored or more boutique—however you want to describe them—schemes. We are
not seeing the same sorts of issues like the mass marketed schemes, though.

Mr Fitzpatrick—That is correct, Senator. Certainly in the area of investment schemes,
which was the issue with these mass marketed schemes, all the intelligence tells us that it is
almost impossible for promoters or project managers to sell investments in those types of
schemes or arrangements without a product ruling from the tax office giving clearance on the
tax position. The product ruling initiative, | think, has been one which has made a significant
difference to the marketing of these types of arrangements, as well as the action taken by the
tax office and the court decisions subsequently.

Senator MURRAY—I am not sure that | should give this letter out, because | do not know
its status, but | would let you know that an accountant in my own state did a sample of his
clients and the debt of 10 clients before the Senate committee recommendations was $559,556
average and the debt after taking up the offers was $239,143, so well less than half the
original. He was concerned about the real hardship and pain for people, including issues of
suicide. He says unequivocally that the outcome has been very beneficial. He says:

In the media the impression has been given that most taxpayers are not happy with the settlement. In
my personal opinion, this is not the case. | believe that over 95 per cent of people are happy with the
decision.

He has a large number of clients. Would you regard that as relatively typical of those who
have accepted the settlement? Obvioudly, those who have not would not be happy.

Mr Fitzpatrick—I think most people believed the settlement offer we made was fair and
reasonable. There are a small number of people who have indicated otherwise and seek to
make representations, but | believe they are very much in the minority. Certainly, some
taxpayers are not happy, but believe that the settlement offer was fair and reasonable in all the
circumstances. | think that those who understand the court decisions since the offer was made
and accepted by so many, would believe they made the right decision to settle.
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Senator MURRAY —The last area | want to cover tonight in this broad area concerns a
response to Senator Conroy. The question was E247/248 and referred to promoters of foreign
tax havens. | am not going to go into detail, so you do not need to get any nuts and bolts
people to deal with this. The types of arrangements and schemes that were identified as
presently being under examination included—and there were six schemes named—asset
stripping, boat charter schemes, investments in foreign life insurance policies, employee
wefare fund/benefit arrangements, Internet marketing expenses schemes and offshore round-
robin profit shifting, including the use of debit cards. Of those six areasthat you indicated as a
concern, which is the most serious or which would occasion you the most concern presently?

Mr Fitzpatrick—Certainly asset stripping is an area of concern when peopl e take steps to
strip assets out of a company. | am not aware of the number of participants we have identified
in each of those schemes, so | cannot really answer your question at the moment. We are
investigating all of them of course. In at least two cases, we have issued either ataxpayer alert
or a tax determination. In all of them we are still undertaking investigations. | do not have
information which would indicate whether one or more are more prevalent in the way they
have been marketed or implemented.

Senator MURRAY—Your brief note attached to your question on asset stripping does not
say much, but it seems to indicate that asset stripping is from an entity to a person, not from
an entity to an entity. You say:

Company assets are transferred in a tax-free form to Australian directors or shareholders.

It is not shifting it from one vehicleto ancther; it isrealising it in the hands of a person. Is that
right?

Mr Fitzpatrick—That is my understanding, Senator, but | am not familiar enough with the
whole detail of that arrangement to give you a complete answer.

Senator MURRAY—Mr Carmody, these matters are not capable of being exposed in any
real sense in the budget papers. | would ask that you consider having a good section on the
whole mass marketed tax effective area in your annual report later this year. That would be
very useful.

Mr Car mody—I will take that on board.
Senator MURRAY —Thank you.
Proceedings suspended from 9.12 p.m. t0 9.24 p.m.

Senator McLUCAS—I want to ask some questions about the application of the GST on
the environment management charge, commonly known as the reef tax, in North Queensland.
Last week | spoke in estimates on the Environment and Heritage portfolio about the Great
Barrier Reef Marine Park Authority. During that time Senator Hill said he recollected that the
government policy was that the GST would not be applied to the environment management
charge. Isthat the recollection of the minister or the office?

Mr Russell—I cannot answer the question on what undertakings were given. | can give
you an outline of how the GST applies in that situation. The environment charge is levied
between the authority and the tourist operators et cetera. That is not subject to GST, as |
understand. | think a division 81 determination has been made, so GST is not applied to that.

ECONOMICS



E 332 Senate—L egislation Tuesday, 3 June 2003

However, when the operators sell their tickets to the tourists, the charge becomes just another
cost in their overall cost envelope and forms a part of their retail price. GST is applied to the
retail price of the tickets. The undertaking in the sense of not applying GST to the charge
itself is correct. The way the transactions play out in terms of the retail end of that isthat it is
another cost that is picked up in the actual charge to the customers.

Senator McLUCAS—The history of the EMC, essentially an agreement between the
government of the day and the marine park industry, was that in good faith the industry agreed
to callect the environment management charge, given that the cost to government of levying
that charge would basically negate its effect. It was on the basis of that agreement that this
charge is applied to visitors to the Great Barrier Reef. Essentially the industry collects it on
behalf of the government for nothing. You said that it is another cost in the ticket to go to the
reef. It is not the way it is shown on that ticket. It is shown as a separate charge collected on
behalf of the government, not the authority, as an additional chargeto visit the reef.

Mr Colmer—There is a whole swag of government charges and | am not referring to the
Great Barrier Reef Marine Park situation here. Under what is called division 81 of the GST
Act there is a whole series of government charges which are GST free. Those charges are
included in that on the basis of a ministerial determination which is made every six months.
The environmental management charge for the Great Barrier Reef Marine Park is one of those
items. | am not familiar with the detail of how it is dealt with in ticketing and how it is
actually shown on the ticket but thereis a variety of other chargesin a similar situation. They
are usually included in theticket. | can have alook at it and get back to you.

If you have any further information, | would appreciate that so that we can give you a
detailed answer. It may well be that the issue around the way the charge is dealt with on the
ticket is something between the operators and the consumer; | really do not know. As a
general principle, that sort of charge is subsumed into the price of the ticket.

Senator McLUCAS—Isit relevant how that is shown on the ticket? If you pay $100 to go
to the reef, the price of that goes onto your docket and then GST is applied to that, plus a $4
EMC—atotal of $115 to go to the reef.

Mr Colmer—In terms of the operation of the GST, it is probably not. In terms of the
perceptions people might be trying to create, it may be. There are a number of other taxes—
for exampl e, excise—subject to GST. Some people might like it but no-one has suggested that
you should pay your excise separately and the GST on the excise-free price just by putting
that on an invoice. That is not the way the system generally operates. To my knowledge, there
are not any unique circumstances around this environmental management charge but | am
aware that it has been an issue. | just do not have the details with me tonight, so we are happy
tolook at that.

Senator McLUCAS—Do you concede that essentially the EMC is collected by the
industry on behalf of government?

Mr Colmer—That is almost certainly the case. Thereis alarge number of similar charges.
Senator McLUCAS—ALt no cost to government?
Mr Colmer—It varies on the sorts of charges.
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Mr Smith—I would assume the legal incidence of the charge is on the operators, not the
customers.

Senator McLUCAS—Yes. The operator has to collect that EMC.

Mr Smith—They are not collecting it on behalf of anyone; they are paying it. They pay
charge to the—

Senator M cLUCAS—I think they would beg to differ with you, to be frank.

Mr Smith—But there is a question of law. The law imposes the charge. The law has been
exempted under division 81 from application of the GST. The question is: what is the law? We
will need to check that but it is our understanding that this charge is imposed on the operators,
just as an excise isimposed on a producer of alcohol or whatever. If they are representing that
as legally imposed on the customer, that is not the reality as the law would haveit.

Senator McLUCAS—Is there a difference in law between a charge imposed on the
operator and a collection activity by the operator on behalf of government?

Mr Smith—Yes, atotal difference.
Senator M cLUCAS—AnNd how would you ascertain which law is in effect here?

Mr Smith—The Great Barrier Reef Marine charge has been found to be a tax, hence it is
listed under division 81.

Senator McLUCAS—Itisatax?
Mr Smith—Division 81 isintended to be in respect of state taxes.

Senator M cLUCAS—Is division 81 where Determination 2000 (No. 2) would have come
from? Isthat that sort of document?

Mr Smith—There has been a number of determinations.

Mr Colmer—That looks like the one, Senator, although you only have the cover page
there. The full document is almost two inches thick.

Senator McLUCAS—It listsat 6.1 the EMC being exempt—

Mr Colmer—That is right, Senator, and that is exempt from the GST at the point at which
the operator remitsit.

Senator McLUCAS—Yes, | understand the point you are making.

Mr Colmer—The question as to the exact nature of the EMC is one that we will ook at
and clarify. | suspect it will largely revolve around the law which applies that and the way that
feeiscalculated, but we can look at that and get back to you.

Senator M cLUCAS—It would be handy if you could do that. There have been a number
of decisions that, to my way of reading it, are essentially telling operators that they have to
now repay the GST on all of the EMC that they have charged since the instigation of the GST.

Mr Colmer—Decisions made by whom?

Senator McLUCAS—The tax office. | am not positive about that. The documents | have
are not complete.
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Mr Russell—If you could provide those documents to us, we could look into that for you,
Senator. | would assume, though, that they would relate to if operators have not paid the full
amount of GST on the retail price of the ticket and if they have, in error, excluded the value of
the marine charge.

Senator McLUCAS—If it isatax, then we are levying the GST—a tax—on that tax.

Mr Smith—No, the GST is not levied on a tax. The GST may be levied on a price which
has been influenced by taxes and other charges as costs in the supply of an item. Take alcohal:
there is GST on alcohol and also excise on certain types of alcohol and the excise is a cost.
Hence, when the GST ultimately is paid by a consumer at the point of retail, the excise is
incorporated within the cost structure of the price upon which the GST is levied. It happensin
all sorts of places.

Senator M cLUCAS—I understand what you are saying, but my concern is that there was
a clear understanding by the industry at the beginning of the GST that the EMC would not
attract the GST. That was broadly canvassed in Queensland. It was Senator Hill’s recollection
of what the discussions had been that the government are going back on an agreement that
they made with the industry at that time. | have correspondence from government members
which states ‘... seeks intervention with the ATO to honour a government commitment to the
marine tourism industry to exempt the Great Barrier Reef Marine Park environment
management service charge from the goods and services tax’. Firstly, we are going back on
that commitment by government; secondly, we are going back on a good faith agreement that
started when the EMC was negotiated with the marine park industry that that would be
collected on behalf of government at no charge to government.

Mr Smith—The implication of that is that the charge is not in fact levied on the operators,
whereas it is our understanding that it is, which is something we are happy to check. It isalso
the case, as | think you have acknowledged, that the GST is listed as not applying to this
charge when levied on the operators.

Mr Colmer—That is right.

Senator McLUCAS—What consultation or awareness raising does the ATO undertake
with various sectors of industry when we can go this far down the line and find that,
retrospectively, there is an enormous amount of money that is going to have to berepaid if the
ruling is upheld that the GST does apply to the EMC? What consultation do you have with
industry to tell them that this is not going to happen, that what they are doing isn't in fact
complying with law?

Mr Russell—We have a range of consultation processes. The principal one would be
through our tourism industry partnership—and | do understand that this has been traversed.
The consultation around the actual policy would not be a tax office undertaking. Our
consultation would be around the administration and the i nterpretation of therules.

Senator M cL UCA S—Who does the explanation to industry, whatever sector?

Mr Russell—Once a policy is set, the explanation of how we would administer it and what
the interpretation is would be an ATO responsibility.
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Senator McLUCAS—What consultation was undertaken with the marine park tourism
operators?

Mr Russell—I would need to take that on notice, Senator, and go back and check exactly
the details.

Senator McLUCAS—I would appreciate that. | have a series of |etters from senior people
in the industry, writing to each other, saying, ‘As a result of this determination, we are now
exempt'—almost celebratory that they have been successful in ensuring that a tax would not
be levied on their tax that they were callecting on behalf of government. Now we are three
years down the track and we find that that is not the case. Is there any opportunity for there to
be areview of theruling, of the changed position?

Mr Russell—We will look at the actual ruling, but it sounds to me, on the description we
have given you, that that is a correct interpretation of the law as it stands. If that is the case, it
would need a policy change to change that.

Senator M cLUCAS—Government can make a discrete ruling that the EMC will not
attract aGST?

Mr Russell—No, alegislative change.
Senator M cLUCAS—A legidative changeto that effect?
Mr Russell—Yes.

Mr Smith—The government has aready, through division 81—along with | am not sure
how many thousands of other examples of this kind—determined that it is exempt from GST
when charged under division 81. That is the provision that was put in to enable various
governments to get a clear determination as to what was and what was not a tax for the
purposes of the GST exemption from taxes. There are thousands and thousands of these; | do
not know how many, but | think it really is in the thousands. There have been a number of
determinations. There have been hundreds of millions of dollars spent on educating people as
to what that means. If there has been a misunderstanding in this industry, that is something
that we will have to have alook at.

Senator McLUCAS—AnNd it is possible to make that ruling retrospective to the beginning
of the GST?

Mr Smith—I will have to check when the determination under division 81 was applied.
Mr Colmer—I am not sure when it applied. It has probably been in there since the start.
Mr Smith—The original division 81.

Mr Colmer—But | do not know that for sure. | think, though, that while it may or may not
be possible to do something at the other end, whether or not it is a good policy is a different
question and whether or not it is practical from an administrative perspective is another issue
that would need to be looked at. | think that division 81 does make it clear that in the hands of
the final recipient there is no GST levied on it and it may boil down to a pricing issue for the
individual operators in terms of how they have chosen to pass that on to their consumers. We
need to look at it, sowewill.
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Senator McLUCAS—I need to make that very clear. | understand that the authority is not
levied a GST. | am asking whether it is possible for the government through legislation or the
tax office through another process to ensure that the collection by the operators does not
attract GST.

Mr Smith—That is not provided for. If we have understood this tax properly, if the legal
incidence of the tax is on the operators who are merely passing it on as one of their costs in
the pricing that they charge to their clients—if that is what is happening, which is what tends
to happen in nearly all of these cases—there is no current provision in law that would lead to
an exemption for the supply of tourist services on the Great Barrier Reef in respect of that tax
cost—its incorporation within their pricing structure. There is no such provision. That would
not be something that the tax office could deal with. It would have to be a policy change and a
legislative change.

Senator McLUCAS—Isit possible legislatively to do that?

Mr Smith—As a matter of technical reality, there are a number of GST exempt suppliers,
of which food is perhaps one of the more famous—or certain types of food, anyway.

Senator M cL UCAS—We can have the reef and food.

Mr Smith—I am not aware of any example where a part of a price is exempt from GST.
That would be unprecedented.

Senator McLUCAS—You can understand the frustration of these operators. They have
been working for three years with a very clear view of what their responsibilities are.

Mr Smith—We only have your information on that. | am afraid | am not across that at all.
If we could have some of that, it would save time, but it is up to you.

Senator McLUCAS—I will provideit to you in a different form.

Senator CONROY —Commissioner, | want to have a chat about tax havens. Don't ook so
pleased, Mr Carmody! We did talk about this at some length at the last estimates and | wanted
to follow up with some questions. What action are you taking to identify tax agents and tax
advisers who may be marketing tax schemes using offshore tax havens?

Mr Fitzpatrick—Senator, we are examining a number of arrangements, as we have
already spoken about, which are promoted into various tax havens. Vanuatu is one significant
area where there are a number of schemes under examination and which we discussed a few
minutes ago with Senator Murray. Through our normal intelligence sources, we seek to
identify what may be being promoted in various seminars called, | think, wealth creation. We
have identified certain arrangements being promoted involving the use of some tax havens.
We obviously examine the higher risk promoters we identify in this area to see what they are
doing, and will continue doing that.

Senator CONROY—How many tax agents or tax advisers operating in Australia have
been identified as marketing schemes using tax havens?

Mr Carmody—I do not know about tax havens, but we have focused on promoters. | think
we gave you some details at the last estimates. In Vanuatu we had seven promoters under
examination and two of those were examining possible criminal action. Overal of the
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promoters we have identified, there are something like 12 promoters we are examining at the
moment that seem to be involved in the use of tax havens.

Senator CONROY —How are we going with those two where you were considering legal
charges? It was four or five months ago. |s there any update?

Mr Carmody—I think on one of them we have already worked with AFP and DPP. One of
them has progressed to that stage and | think the other is progressing towards that stage.

Senator CONROY—Have you identified individuals or companies wholesaling these
schemes to tax agents and tax advisers?

Mr Fitzpatrick—There are various forms of promotion, Senator.

Senator CONROY—This is the wholesaling. This is a step back—the people who design
them and then pass them on to the promoters.

Mr Fitzpatrick—l am not familiar with how the ones we have under examination
presently have gone about promoting them, other than through the seminars | mentioned. | am
not able to answer to what extent they onsell them through tax advisers. It would vary,
depending on the particular type of scheme being promoted, who might get involved.

Senator CONROY—I am trying to get to the people who design the schemes and then
pass them on to the promoters. The promoters are good, slick salespeople but they are not the
brainsin the design.

Mr Fitzpatrick—It depends. Our understanding is that promoters involve people who
design and/or market aggressive tax planning arrangements, tax schemes.

Senator CONROY—Sorry?

Mr Fitzpatrick—As we understand the term and use the term, those who design and/or
market tax planning arrangements or schemes. Some of them design and market directly
themselves; others market them through others. They are not all done in the same way and
they are not all done in the same way as maybe you are thinking of mass marketed schemes
over the last few years. Some of those were certainly sold through salesmen to various groups
of people. That is not necessarily the way all schemes are marketed, including those involving
tax havens. It varies.

Senator CONROY—I am not after the retail promoter. Do you have a fix on the people
behind that retail end?

Mr Fitzpatrick—We have a fix—using your term—on those who we see are the ones who
design and/or market arrangements which we believe do not comply with the tax law. We are
investigating those higher risk promoters, whether they are firms or individuals.

Senator CONROY —Are these people behind the promoters onshore or offshore?
Mr Fitzpatrick—Many of them are onshore—the ones we are looking at.

Senator CONROY—Is there a pattern in the way the wholesalers of these schemes
operate? Do people from overseas come to Australia at particular times of the year to promote
their schemes?
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Mr Fitzpatrick—I am not aware of any particular pattern involving promotion of tax
haven arrangements which we have concerns about.

Senator CONROY —No particular pattern?
Mr Fitzpatrick—Not that | am aware of.
Senator CONROY—Thereisn't asort of end of financial year?

Mr Fitzpatrick—I do not think necessarily in this area that is concentrated at the end of
the financial year. We see it happening through the course of a year.

Senator CONRQOY —It isn't confined to the last month?
Mr Fitzpatrick—No, | do not believe so.

Senator CONROY—InAustralia you suddenly see all the schemes—like the olive trees—
marketed in the last two weeks before the end of the financial year?

Mr Car mody—Increasingly we are seeing that pattern—
Senator CONROY—A hit more sophistication.

Mr Car mody—I don't know about sophistication, but to the extent that pattern was truein
the past, the sort of schemes and marketing that we are seeing now, the promotion we are
seeing now, is ayear-round affair.

Mr Fitzpatrick—At this time of the year there is alot of emphasis these days in various
journals and the media generally, warning people off end of the year schemes that are being
marketed. | think that is a very positive sign.

Senator CONROY—Say there are 20 promoters. How many agents are marketing their
products?

Mr Fitzpatrick—I am not aware of the answer to that. | said before that some market their
own arrangements in different ways. They do not necessarily market in the same way as the
mass marketed investment schemes are marketed. It would vary as to how arrangements are
marketed to people.

Senator CONROY—You are not aware of any pattern at all?
Mr Fitzpatrick—Involving tax haven arrangements? No, | am not.

Mr Carmody—I am not aware of patterns. | do not know the exact pattern getting through
this, but certainly with these promoters we are tracing through—and have progressively
traced through—to a number of schemes we have concerns about and a number of
participants or clients of those. | do not have in my head how those clients, if you want to call
them clients, were approached, but | do know that we have certainly identified a significant
number of people who have been enticed into these arrangements. At the moment | do not
have a pattern of how that is done.

Senator CONROY—When you say clients, are you talking of victims or the people who
areretailing?

Mr Carmody—I am talking about the participants. What | see from our examinations is
that we have been able to identify increasingly and progressively the participants in these
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schemes that are being promoted. What | do not have in my head at the moment is the chain
of distribution, if you want to call it that.

Senator CONROY—Yes, | amlooking for that chain of distribution.

Mr Carmody—I will take that on notice, because | know that we have identified a
significant number of people that have been involved in these arrangements. | think in the
Vanuatu cases we have identified something like 2,000 people as participating in the
arrangements that we believe are of concern. | will have to take on notice what the tracing
was through to that.

Senator CONROY—Are you looking to try and establish, to use your phrase, the chain of
distribution?

Mr Carmody—Certainly. If you look at how we increasingly approach this, we are doing
abit of direct marketing ourselves. Looking more broadly at scheme promotion, we get access
to participant or client listings through our access powers and increasingly what we are now
doing is writing directly to people that we have identified as potentially having been
approached, let alone whether they have actually participated. Where we are aware from our
information that they have been approached, we have embarked on a program of writing to
those peopl e explaining that we have some concerns.

Mr Fitzpatrick—That applies not just to tax haven promotion.
Mr Car mody—I am talking more generally, yes.

Mr Fitzpatrick—Perhaps one of the lessons learned from mass marketed schemes is to
have a more integrated approach—to not only concentrate on taxpayers investing in particular
schemes but also very much promoters and their associates—in the way the commissioner
outlined.

Senator CONROY —Are you checking tax agents and advisers to see whether they are
marketing for promoters?

Mr Carmody—Thisis not directly to your question, but it illustrates the sorts of things we
are doing. Where we have identified promoters and schemes that we believe, on the evidence
we have, do not pass muster, we have identified that tax agents have been approached by them
in one form or another. In those cases, we have commenced to take the early step of writing to
those tax agents and advising them that we are aware that they have been approached on
particular arrangements, and increasingly what we will be doing is specifying our concerns
about those.

Senator WATSON—BuUt you now have legislation to prosecute the promoters, haven't
you?

Mr Carmody—There is not specific legidation. There are issues around the Crimes Act
and others where fraud might be invol ved—that people can be prosecuted in respect of that.

Senator WAT SON—A-re you using those provisions?

Mr Carmody—We refer those to the Australian Federal Police or the Director of Public
Prosecutions.

Senator WAT SON—How many of these promoters have you put in to the police?
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Mr Fitzpatrick—There would be a range of them over the last few years involving
investigation by the Federal Police. Some have been referred on to the DPP.

Senator WAT SON—Could you giveit year by year, approximately? Is it one, two, a dozen
or hundreds?

Senator CONROY—What line do the promoters have to cross before they are referred to
the police?

Mr Fitzpatrick—If thereis potential fraud being committed.

Mr Carmody—For example, if asset stripping or something was involved in the
arrangements, that would clearly be referred to the police and the DPP,

Mr Fitzpatrick—There are a number of cases at various stages of progression. Some are
in the courts. Some are not. Some are under investigation.

Senator WATSON—My question was how many cases did you refer off to the DPP in
each of thelast, say, two or three years?

Mr Fitzpatrick—We will take that on notice and give you an accurate answer, Senator.
What number of years did you say?

Senator WATSON—Three or four years. That is the promoters and the tax agents.

Mr Fitzpatrick—These are promoters which have been referred on to either the Australian
Federal Police and the Australian Crime Commission, some of which have gone on to the
DPP, some of which have been charged and some of which are still under investigation.

Senator CONROY—What are the legal obligations of tax agents and tax advisers when
recommending the use of an offshore tax haven scheme to a taxpayer?

Mr Fitzpatrick—They have an obligation to advise their clients about how the law
operates. One would expect they should be advising them how to comply with the law. If a
scheme, in their view, does not comply with the law, they should be advising their clients
accordingly.

Senator CONROY—You would hardly expect them to devise a plan and then tell them
that it does not comply with the law.

Mr Fitzpatrick—They may not have designed it themselves. Many people might go to
their tax agent or tax adviser, having heard of something else being promoted, and | would
expect that tax advisers and agents would tell them how they saw the law applying.

Senator MURRAY —The difficulty with that response, as you will recall from the mass
marketed tax effective schemes, was that often schemes which were blatantly unacceptable—
not necessarily fraudulent, but unacceptable—had a QC's advice or something attached to
them. That is the difficulty with that sort of answer.

Mr Fitzpatrick—Tax advisers should know that under our system of self-assessment a
taxpayer can get a private binding ruling to protect his or her position, and that is when they
do get protection.

Senator MURRAY —That isright.
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Mr Fitzpatrick—They may well be able to tell them what the tax office has said about a
particular arrangement or features of an arrangement which would indicate the tax office's
view about a certain arrangement being considered. They might seek a product ruling, for
example.

Senator CONROY—Wheat action are you taking against these agents or advisers who are
enlisting taxpayers into non-tax compliant schemes?

Mr Fitzpatrick—We examine those who are marketing arrangements, as we have talked
about. We have an increasing focus on those who we call promoters, but might well include
tax advisers, who design and market particular arrangements we have concerns about or have
a view about. As the commissioner said, we increasingly provide warnings to tax agents and
advisers about concerns we have about particular arrangements or the features of them. They
are the sorts of actions we take in respect of tax agents and tax advisers. | should add that we
examine the affairs of those promoting such arrangements to see whether they comply.
History would tell us that many promoters of tax schemes are not very compliant in relation to
their own affairs.

Senator CONROY —Have you referred many off to the DPP at this stage?
Mr Fitzpatrick—I have taken that question on notice from Senator Watson.

Senator CONROY—Is there any other sort of action you take to discourage these
promoters? Do you advertise, go out in the trade journals? What are the sorts of things you
do?

Mr Carmody—Often these are arrangements where our view of the law might well be
contested and we have to face, when we start putting out alerts before we have concluded our
view, how appropriate it is for us to act before there is, firstly, a concluded view on our part
and, secondly, whatever court processes go through to determine the final position under the
law.

Senator CONROY—Say you saw an ad in the paper to come along to a seminar on a tax
scheme that you thought was a bit dodgy. Would you pop along, Mr Carmody, stand up at the
front and go, ‘Well, you know, fellas ..."?

Mr Fitzpatrick—Not me personally.
Mr Car mody—Not me personally.
Senator CONROY—What deterrent value that would have!

Mr Fitzpatrick—Some people do go aong to find out what is going on, and if we have
concerns we will try to provide early warnings of those concerns to the community.

Senator CONROY —Yes.
Mr Carmody—You see that increasingly through alerts, through the process | have talked

about, about writing to people we have seen who have been approached by promoters and so
on.

Senator CONROY—At the beginning you referred back to our Vanuatu conversation last
time. You mentioned you had a particular focus on offshore tax havens in Vanuatu.
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Mr Car mody—Yes.
Senator CONROY —Are there other high-risk jurisdictions you are now focused on?

Mr Carmody—Vanuatu probably arose out of the AUSTRAC data, but there are schemes
in other tax havens that we are concerned about and we have details of those.

Mr Fitzpatrick—Vanuatu is certainly the most prevalent of the ones we are looking at
presently involving particular arrangements being promoted or which have been promoted
over recent times. There is the occasional scheme in other places: British Virgin Islands,
Western Samoa. Vanuatu is the main haven.

Senator CONROY —It is certainly still up there as the |eader?
Mr Fitzpatrick—In relation to those under investigation, yes.

Senator CONROY —Sorry, you were just talking down while you were reading your list,
so | did not quite catch all the names.

Mr Fitzpatrick—I mentioned Western Samoa and | mentioned British Virgin Islands as
two other havens which we are looking at particular arrangementsin.

Senator CONROY—Are you able to just briefly outline the number of promoters,
schemes and taxpayers invol ved in Western Samoa and Virgin Islands?

Mr Carmody—What | haveisfour promoters, British Virgin Islands, one we are preparing
for referral to DPP | seem to have here, and a reasonable number of arrangements that we are
looking at on Virgin Islands. But that is the only information | have in front of me at the
moment.

Senator CONROY —Mr Fitzpatrick, have you nothing more to add?

Mr Fitzpatrick—Nothing more to add. The commissioner has answered accurately.
Senator CONROY—Any idea on the amount of revenue at risk in these two countries?
Mr Car mody—It istoo early to put a figure on that in the course of our investigations.

Senator CONROY—Other than the one you mentioned just then, are there any other
taxpayers or scheme promoters you are investigating with a view to prosecution?

Mr Carmody—I think we have taken on notice the question from Senator Watson that we
will go through the total picture.

Senator CONROY—That one was referrals to the DPP. Thisis the step earlier.

Mr Fitzpatrick—It depends on the stage of investigation. We will answer the ones which
Senator Watson has questioned on, the ones we have decided to refer to investigation by the
police or potential prosecution. | am sure there will be others in future where our
investigations reach the stage where we do refer.

Senator CONROY —How much of the ATO’s resources is being devoted to pursuing these
offshore tax havens?

Mr Fitzpatrick—We look at tax havens in different areas of the office. We have a
promoters task force which looks at higher risk promoters more generally, not just tax haven
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promoters. They are involved in some of the tax haven promoted schemes and promoters. But
there are other areas of the office also involved. We work across different areas to ensure—

Senator CONROY —How many staff would you have working in the office?

Mr Fitzpatrick—I would not have a number of actual staff working on particular tax
haven promoters. It would vary over a period of time. As | said, we have a special task force
of 55 people which looks across a range of promoters. There are others in the ATO who also
have a role to play, consistent with investigating promoters in different types of schemes,
consistent with our integrated approach at looking at tax planning arrangements. We look at
not just the scheme or the investors but also the promoters and their associates. They cross
different areas of the organisation, from large busi ness through to small business.

Senator CONROY —Mr Carmody answered my question about Western Samoa and the
Virgin Islands. Did you say you would take on notice to give us some more information on
the promoters, taxpayers, prosecutions and dollars for those two areas?

Mr Car mody—I have given you—
Senator CONROY—You have given me what you had available to you.

Mr Carmody—information on British Virgin Islands and | do not think we will have any
more.

Mr Fitzpatrick—The information we have provided on the British Virgin Islands is—
Senator CONROY—You did not have any dollars, for instance.

Mr Fitzpatrick—We are not in a position to give the dollars at the moment. The
investigations are ongoing.

Senator CONROY —Western Samoa?
Mr Fitzpatrick—The same would apply.

Senator CONROY—You are actually engaged in a prosecution of somebody but you do
not know how many dollars you might be losing?

Mr Car mody—No, | said that we are examining the affairs related to four promoters. With
one of those we are looking at the possihility of referral to the DPP.

Senator CONROY—That iswhat | said, looking at.

Mr Carmody—What | am saying is that at the stage of our investigations, we do not have
areliablefigure as yet as to what the total scheme revenue risk might be.

Senator CONROY —Have any new schemes come to light as aresult of your enforcement
activities?
Mr Car mody—Day by day, | think.

Senator CONROY—What is the general outline? Are there one or two big ones that are
preferred to others?

Mr Fitzpatrick—Are you talking now generally, broadly, not just tax havens?
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Senator CONROY —Any new schemes. You sort of laughed—which | am sure you do—
that they were probably variations on old ones, no doubt. Any favourites at the moment that
you have come across?

Mr Fitzpatrick—It depends. We look at features of arrangements which concern us. We
have published our view about those features of arrangements or schemes which certainly
concern us and we would be looking to examine and investigate. The schemes do vary but
some of them have common features and common patterns and trends. We have published
those at varying times as part of our warning to people about what to look out for. In the
compliance program we published last December and in the one about to be published in July
| have outlined and we will again outline the areas which caused us to have a close
examination. It is a way in which we are trying to be more open with the community about
those issues or those features of arrangements which we believe giveriseto arisk to revenue.

Mr Carmody—As Mr Fitzpatrick said, if you go to our web site you will find details of
the sorts of features and schemes we expressed concerns about. You will also find alerts about
the ones we are currently alerting the community to.

Senator CONROY—What have you established about the purposes of the very large
amount of funds—I think it was $2.5 billion we were talking about last time—flowing from
Australia to Bermuda?

Mr Carmody—Our investigations are continuing across Bermuda, Cayman Islands and
Vanuatu, as we have talked about. With Guernsey, we are continuing to refine our
understanding. It istoo early to have a complete picture of that. If you take Bermuda, | think |
mentioned at the last hearings that, of the $2.6 billion, about $2.2 billion related to financial
transactions through a large clearing house type of organisation in Bermuda. This is a global
picture but essentially what they relate to is broadly the spot market. They are generally about
achieving Australian dollars to fulfil export orders, other speculation or whatever. You can
trace almost all those funds to three substantial financial institutions. On the face of it, there
does not seem to be anything particularly—

Senator CONROY —Three herein Australia?

Mr Carmody—That are based here or have operations here; so we have been able to
access the bulk of that. We are alarge trading global organisation. The Australian dollar is one
of the most highly traded. | think it is about eighth or something like that.

Senator CONRQOY —Sixth, | think.

Mr Carmody—There is avery big spot market. If you are looking to purchase goods, you
will take a spot on the spot market to acquire Australian dollars and so on to meet your
commitments. Around about $2.2 billion of that from Bermuda, to the extent we have
examined it at the moment, appears to be transactions dealing with the spot market.

Senator CONROY —Who are the three companies?

Mr Carmody—You asked that before, and | do not propose in public hearing—
Senator CONROY —They are engaged in legitimate transactions—

Mr Car mody—Thereis nothing wrong with these.
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Senator CONROY —You have cleared them?

Mr Carmody—But | have a practice of not naming organisations here. | do not think it is
consistent with my responsibilities.

Senator CONROY—Which part of the Privacy Act would you be breaching by telling me
about three companies that are legitimately trading?

Mr Carmody—It is all about section 16 and issues about naming and things that go to the
taxation affairs of taxpayers.

Senator CONROY—I would have thought most companies would welcome the tax
commissioner saying, ‘ These companies are engaged in | egitimate behaviour.’

Mr Carmody—Whether it is legitimate or not, | do not name people. What | am
conveying to you is that we have examined these. Some of these are financial institutions that
have global operations and there will be questions about where the backroom operations
occur and to the extent that there is any percentage on the spot transaction or something that
might go to the financial institution that is approached. These have dealings that are clients of
them or other financial institutions. The money typically does not go to Bermuda. It isrelated
to legitimate transactions into other countries. The issues that go to the tax liabilities in
relation to that trading, in respect of over $900 million of that we have in fact examined their
financial tradings and we have in place advance pricing agreements. We are feeling pretty
confident on those issues too. So, as far as Bermuda goes, the vast bulk of it, on our
examinations to date, appears to be based on legitimate financial transactions mainly going to
the spot market to fulfil export orders or others.

Senator CONROY—The fact that only $250 million comes back should not be seen in
any way as odd?

Mr Carmody—No. As | said, my main focus has been on the outflows. | have not studied
in full the inflows.

Senator CONROY —There is not much to study as an inflow. About 10 per cent comes
back.

Mr Carmody—In Bermuda. But then in other countries—a lot of these dealings in the
Australian dollar or whatever do not necessarily require a correlation between where a spot
transaction is done by someone looking to fulfil an export order and someone performing
some other financial transaction. It may be from a range of countries, including from tax
havens. The point | am making is that we have been progressively working through, taking
the larger amounts. There is still a range of transactions we want to get further details on
before we will be satisfied.

In relation to the Cayman Islands, almost all of the amount recorded in there has to do with
an arrangement that we were examining, irrespective of the tax haven. It was redly the
financial side of it and the use of atax haven was irrelevant to us. That is an arrangement we
are looking at for other reasons. We need to continue to pursue that, and that takes care of
almost all of the outflow that went to the Cayman Islands.

As we go to Guernsey, we are getting into lower amounts now. It is around $216 million.
The bulk of that, getting towards 40 to 50 per cent, appears to be payments for package tours
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through Europe. | think this has something to do with the UK but it is just payments for tours
around Europe or whatever. We are progressively working through and dealing with them.
The picture emerging is that there are areas, as you would expect, where we have some
concerns. Some of them relate to the issue of whether it is a tax haven. In some of them, as |
pointed out in relation to the Cayman Islands, the issue of a tax haven is a bit irrelevant to the
issue we are concerned about.

Thereis still more to work through, but the big bulk numbers appear to relate more to the
issues of financial trading, the fact that Australia is a participant in the global economy and
the relationship of our dollar.

Senator CONROY—I mentioned the $250 million inflow. Are you examining that? It is
just that you said you were primarily focused on the outflow.

Mr Carmody—I said | had been primarily focused but, as a normal part of our operation,
we will do abit of risk management here. We will not get down to afew dollars here or there
whereit looks asif thereis areasonable basisfor it. We are progressively working through the
outflows but we are also checking the primary inflows. It is just that my particular focus has
been on the outflows.

Senator CONROY—Can you take it on notice and let us know what the inflows are?

Mr Carmody—I will take on notice to give you the sort of picture | have talked about on
the outflows to the extent that we have it on the inflows.

Senator CONROY—That is great. Thanks.

Mr Carmody—I do have a bit on Guernsey. There is a bit of inbound for travel packages
into Australia, so there you go.

Senator CONROY—You would agree that there are some risks and concerns for you in
Bermuda and the Cayman Islands? Is that a fair interpretation?

Mr Carmody—Whenever we see trading through tax havens we need to make sure there
are not risks, so it is a factor we take into account. As | said, in Bermuda the vast bulk of it
appears to be quite okay. That is the pattern we are seeing, but | am not dismissing the fact
that we have concerns. As | indicated, in relation to Cayman and in relation to almost all of
that, we have concerns but they are not particularly related to the tax haven issue.

Senator CONROY—With Guernsey you mentioned that 50 per cent were packaged tours.
Areyou looking at the other 50 per cent?

Mr Carmody—Yes, progressively, but once you get past those figures you are getting
down to pretty small amounts.

Senator CONROY —1I appreciate that.
Mr Carmody—We will look at and do arisk analysis on those.

Senator CONROY—Have you looked at the potential for evasion using bogus
transactions, ostensibly for payment of legitimate insurance and shipping services, as a means
of moving money offshore?
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Mr Carmody—I have mentioned that we are looking progressively at these. Some of the
amounts that have been identified do go to reinsurance figures. They tend to be smaller than
the ones | have talked about. They are ones that we will look at, but we have not got into the
detail of those as yet.

Senator CONROY —Have bogus transacti ons come onto your radar screen?

Mr Carmody—We do not know that they are bogus yet. In fact, | doubt that they are
bogus. From memory, we lost a case on one of those insurance matters.

Mr Fitzpatrick—There is no evidence that | am aware of in our investigations of these
flows to date that there is any significant number of bogus transactions.

Senator CONROY—Mr Carmody, you mentioned that you tried to prosecute one and
failed. Is that what you said?

Mr Carmody—No. | think there was an issue of captive insurance. We did not
prosecute—it was just a question of the application of the law. | think it was a captive
insurance case that was taken in the early nineties.

Mr Fitzpatrick—I cannot recall it.
Mr Car mody—The courts found in favour of the taxpayer, and that is the law.
Senator CONROY—I might come back to tax havens. On part X of the Bankruptcy Act—

Mr Carmody—I should mention that Mr Fitzpatrick will be off tomorrow dealing with
issues of tax avoidance, so he will not be here.

Senator CONROY—You're off to Bermuda, are you—the cricket has finished!

Mr Fitzpatrick—No, | am just off to Sydney. Senator, | will correct something |
mentioned earlier about high-wealth individuals. You asked the number of entities they
control. | said about 10,000. It is closer to 13,000.

Senator CONROY—Thanks very much. Did the ATO participate in a recent review
conducted by ITSA of part X of the Bankruptcy Act?

Mr Topping—We made submissions to the review.

Senator CONROY—You weren't on a committee?

Mr Topping—No.

Senator CONROY—A couple of submissions, did you say, or just a submission?
Mr Topping—A submission.

Senator CONROY—lsit publicly available?

Mr Topping—Not yet.

Senator CONROY—Mr Carmody, will it become a public document?

Mr Carmody—It would not be normal for it to become a public document if we made
submissions to these sorts of operations.

Senator CONROY —No chance of this one becoming public?
Mr Car mody—I doubt it.
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Senator CONROY —Senator Coonan, you would be happy if it became public?
Senator Coonan—No, | would not.
Senator CONROY—Did you participate in roundtables conducted by ITSA?

Mr Topping—I do not know the answer to that question. | think we made a written
submission.

Senator CONROY—A written submission only. Were you concerned that part X was
being abused to avoid tax debts?

Mr Topping—On occasion we have expressed concerns to I TSA about particular cases.
Senator CONROY—You've previously advised of concernsin this area?

Mr Topping—We have raised concerns, but the number of casesis very small.

Senator CONROY—When did you raise those concerns?

Mr Topping—In the last coupl e of years we would have raised concerns around cases.
Senator CONROY—Who did you raise the concerns with? Directly with ITSA?

Mr Topping—Directly with ITSA.

Senator CONROY —With the Attorney-General ?

Mr Topping—Not that | am aware of.

Senator CONROY —Just to ITSA. Have you done an estimate of how much revenue has
been lost due to the abuse of part X arrangements?

Mr Topping—No.

Senator CONROY—You have raised concerns, you have put in a submission, but you
haven't done a calculation?

Mr Topping—They were in the course of specific administrations.

Senator CONROY —But you said you had been concerned enough to raise this with ITSA
previously—on an individualised basis, | think you said.

Mr Topping—Just as any other creditor has the ability to do that.
Senator CONROY —Have you sought to set aside any part X arrangements?

Mr Topping—We have considered it. Ordinarily, we would need the support of the other
creditors, and that has not usually been forthcoming.

Senator CONROY—You' ve never actually set one aside?

Mr Topping—Not that | am aware of.

Senator CONROY—Are you investigating any other part X arrangements?
Mr Topping—In what sense?

Senator CONROY —In terms of |ost revenue.

Mr Topping—No. As | say, as a creditor we have raised concerns only about particular
cases, and also in the course of this current review, and they have not gone to—
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Senator CONROY —Does the ATO have any dedicated staff working on investigations of
part X arrangements?

Mr Topping—Not dedicated staff; we would have staff who work in our insolvencies and
legal recovery areas and who would attend creditors meetings.

Senator CONROY—Who do you normally send along to a creditors meeting?
Mr Carmody, do you keep a busy diary; pop along to a few of these; frighten the creditors?

Mr Car mody—No.
Senator CONROY—Who would normally go? Do you send a senior staff member?

Mr Topping—We would send our more senior debt operatives and in some instances we
would send senior technical officers.

Senator CONROY—Did you say ‘more senior’ ?
Mr Topping—We would have a number to attend.

Senator CONROY—Do you have any policies or practices that you follow when
attending part X creditors meetings—for example, procedures to establish the bona fides of
other persons who present themsel ves as creditors at the meetings?

Mr Topping—We would normally rely on the independence and integrity of the trustee.

Senator CONROY—Have you changed your policies or practices since you became
aware of the potential abuse?

Mr Topping—Not that | am aware of.

Senator CONROY—I would like to turn to some questions specifically about the cash
economy arising from the commissioner’s press release dated 7 November 2002. The release
talks about the Cash Economy Task Force. Can you tell us what its membership is, how often
it meets, what its lines of responsibility are and what it does?

Mr G. Robinson—With the Cash Economy Task Force, a number of people within the
ATO have responsibility for addressing this issue. It is a very broad issue, as you would
appreciate, and a lot of the strategies are in the design of the new tax system—the use of the
ABN and BAS statements and all those types of things. The task force has the responsibility
of assessing the risk and developing strategies. There is a wide range. | can go through some
of the strategies that are part of it.

Mr Carmody—The task force includes some representatives from outside the tax office
who assist us. In 1990-something we released publicly areport from what was then referred to
as the Cash Economy Task Force which set the pattern of our approaches for that period.
What | was alluding to in that statement was that, now that we have a different tax system, |
had commissioned the task force to work towards assisting in reshaping our approaches.
Obviously, we had already started to adopt new approaches with the different tax system we
were dealing with. This Cash Economy Task Force does include tax office staff but it also
includes tax practitioners and people from industry associations, business and academia. | am
looking for a broadly based report from them and it is my intention to release that when it
becomes available.
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Senator CONROY—Did you say you would rel ease the names when they are available?

Mr Carmody—No. | said that when they have completed their report, it is my intention to
release the report.

Senator CONROY —I will go back to asking: who are the members?

Mr Carmody—I do not have details of the individual members. | have mentioned the
areas they are from. We would have to take that on notice.

Senator CONROY—How often does it meet? Would that have to be on notice?
Mr Car mody—I would have to take those sorts of details on notice.
Senator CONROY —What are their lines of responsibility?

Mr Carmody—They are providing a report through Neil Mann who is the deputy
commissioner of our small business operations. The report would initially come to him before
being submitted to myself.

Senator CONROY —Is the cash economy risk quantification project under this task force?
Mr Car mody—What do you mean? | need further explanation about ‘risk quantification’.

Senator CONROY—I understood there was a project called the ‘cash economy risk
quantification project’. | am happy to accept that thereis not.

Mr Car mody—What was the original question?

Senator CONROY—lIsit under the task force?

Mr Carmody—I do not know that it would be under the task force.
Senator CONROY —Does it exist?

Mr Russell—It is a normal part of our risk management process. Where we identify a
potential risk—be it in the cash economy or elsewhere—one of our normal operating
procedures is to carry out an initial sampling exercise to try to quantify the extent of the risk
in that area. | understand there are about eight or nine of those exercises going forward at the
moment within the cash economy targeted industries.

Senator CONROY—It isn't directly under the task force? It is part of your ongoing
compliance, if | can use that word?

Mr Car mody—Yes.

Mr Russell—Yes. But we would be carrying out that exercise within the focus of the cash
economy work.

Senator CONROY—Do you feed information into the task force?

Mr G. Robinson—The role of the task force is to develop approaches. It is provided with
input and provides its interpretation of what is going on.

Senator CONROY —I presume they link.
Mr G. Robinson—Yes.

Senator CONROY—It would be silly if you were wandering off, Mr Russdll, in one
direction, without talking to Mr Robinson. It would make sense that you are chatting.
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Mr G. Robinson—Basically, you have the task force at a strategy advisory level—people
from a wide range of fields—and then that particular approach that Mr Russell outlined was
within the office. That is the approach that we take to address and audit risks.

Mr Carmody—As| said, we released back in 1999 or something like that the original task
force report which set the pattern for our operations. What | have really asked them to do isto
step back a little bit because we are continuing with our operations on the cash economy. Part
of that is the risk quantification to make sure we are targeting the right areas. While that sort
of information would be relevant, | am really looking for the task force not to be in our
day to day operational environment but to be stepping back from that and giving us the value
of their input, given the situation with the tax system as we have now.

Senator CONROY —I understand that process. | appreciate that you cannot not tell me
everybody who is on the task force, but | want to ask you if one particular organisation or
person is part of it. | will come to some questions about the building industry a little later
arising out of the Cole royal commission. Are you consulting with anyone from the CFMEU,
which has raised a range of issues through the Cole royal commission. Are they part of the
external advice?

Mr Carmody—I do not know that they are on the task force, but we certainly have
consulted with them.

Mr Read—They are not on the task force, but we have had regular meetings with the
CFMEU as part of building and construction.

Senator CONROY—They seem to have a lot of practical experience at combating, from
their perspective, the cash economy. | am glad to hear that you have been talking to them. |
thought they might be able to provide you with some useful thoughts in this area. In your
release you quote you say:

The Tax Office estimates an extra $2.6 billion will be collected by June 2003 as a result of The New Tax
System’s impact on the cash economy ...

How do you measure what is specifically coming in due to tax reform?

Mr Carmody—That was an estimate of the fact that you can look at the individual
measures under the new tax system. We believed that, given the way those measures worked
and the impact of that, there would be $2.6 billion over and above the estimates from the
individual measures. What we said—and the Australian National Audit Office in one of their
reports referred to this—is that it is very difficult to get down to an individual one for one
measure, although we will progressively be looking at the impact on particular segments and
trends. We do not have a conclusive position there. What we do have is the fact that the
revenue estimates which included those are at least on the positive side now. That is not
conclusive.

Senator CONROY —Over the years | have probably discussed with you at length many
times estimates on the black economy, Mr Carmody.

Mr Car mody—Yes.
Senator CONROY—You seemed particularly bolshiein this press rel ease.
Mr Carmody—Did 1?
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Senator CONROY—You did. You said:
The Tax Office estimates an extra $2.6 billion will be collected by June 2003—
that is actually now—

as aresult of The New Tax System'’s impact on the cash economy and collections to date are consistent
with that outcome.

Mr Car mody—That was just a restatement of the original estimates.

Senator CONROY—How much have we collected now? Are we on target? Do we have
$2.6 hillion extra?

Mr Car mody—I have indicated that—and you can go to the ANAO report for alook at the
approaches there—it is very difficult to measure that part of the impact, although we are
continuing to work on that.

Senator CONROY —But you say ‘collections to date are consistent with that outcome'. |
am now saying to you, do we have an extra $2.6 hillion?

Mr Carmody—That was a reflection of the point that | made to you previoudly: that
$2.6 billion was included, therefore, in budget estimates and, while we do not have precision
as to the individual impact, the overall collections, of which this figure was included in the
estimates, are certainly meeting expectations. That is what that was a reference to.

Senator CONROY—So you can put your hand on your heart here and state on the public
record that an extra $2.6 billion has been collected by June 20037

Mr Carmody—No, | am putting my hand on my heart and saying that we had estimated
that the impact was $2.6 billion. We have not been able to individually go down and confirm
that $2.6 billion of collections, but what | have said is that the overall collections, which are
incorporated in the estimates for overall collections at $2.6 billion, are certainly on track.

ACTING CHAIR—What are the areas in which that collection is taking place? Is it in
individuals, corporations, or what areas?

Mr Carmody—I think predominantly the small business area was where the estimate was
based.

Senator CONROY—I am not trying to trip you up. It is just that you say that the extra
$2.6 billion will be collected by June 2003 ‘as a result of The New Tax System's impact on
the cash economy’. You are being quite specific about what is going to cause the extra
$2.6 billion, and now we have got to June 2003 and you do not quite want to pin the tail on
the donkey.

Mr Car mody—No. What | am saying to you is that those words were meant to express the
position that | have expressed to you this evening.

Senator CONROY—I think | will review the Hansard on that and come back. | am
scratching my head a bit!

Mr Carmody—It islate in the evening.

Senator CONROY —lt islatein the evening, so | am not sure that | am going to be able to
quite put that together in my head.
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ACTING CHAIR—The brain is not working as fast as earlier, Senator Conroy.

Senator CONROY—Yes, it's had a busy day. What do you make of reports in the press
that consider that tax evasion in business to consumer is ill rife? For example, | note that
Kevin O’ Rourke from PricewaterhouseCoopers stated on 2SM on 24 February 2003:

| don't think the GST has been all that successful in cracking down on the black economy. | think the
black economy is thriving and was aways going to thrive. | think the GST combined with the
Australian business number system, those two together, have tightened up business to business
transactions but business to consumer is still open slather.

Mr Carmody—I would not use the words that that gentleman has used. You can look at
what | have consistently said on this. First of all, there is no silver bullet to remove the cash
€conomy.

Senator CONROY—Would you like me to go and get the Treasurer’s quotes on the silver
bullet—it was called the GST?

Mr Carmody—Secondly, the new tax system has certainly improved integrity in the
business to business sector. The following things have al certainly impacted on the cash
economy, and certainly in the business to business area: the ABN; the no ABN withholding;
the fact that many people registered and therefore put their identities before us for an ABN
and to register for GST to be able to claim their input tax credits, complemented by the fact
that we receive much more timely information through business activity statements, which
helps us assist in targeting our activities and expectations; and the fact that we receive, with
the new tax system, a much more widely distributed field operation.

| have said before that in the area of business to consumer there is some assistance through,
first of all, the expanded field operations and, where a business operating with consumers has
significant purchase or inputs, then through the GST system we get better information that can
relate ratios to input tax credits and so on. But the increased integrity is not as strong in the
business to consumer area asit isin the business to business area.

Senator CONROY—Would you say the higher the proportion of labour the lower the
compliance or the harder it has been to improve the integrity?

Mr Car mody—In business to consumer, if it is primarily their own labour then thereis not
the same inducement to be part of the input tax credits and so on, and so the risk is higher
there.

Senator CONROY—It is harder to drag them into the system? | do not know; | am trying
to pick a figure—60 per cent labour, 40 per cent materials. Isthat the way you look at it?

Mr Carmody—I would not go with those figures. If it is 40 per cent materials they would
probably want their input tax credits for 40 per cent. But if they are right up at the high end of
their own labour—I cannot put precise figures on that, but certainly if overwhemingly it is
their own labour—then the risks are higher.

Senator CONROY —1I noted that you were quoted in the Age on 16 May—

Mr Carmody—You keep reading those things. I'll have to shut up so | don't get al the
questions!
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Senator CONROY—You know | follow your public utterances closely, Mr Carmody. |
hope you' ve worked that out over the seven years we' ve been chatting! You were quoted as

saying:
| am particularly concerned by the apparent widespread acceptance in the community that not paying
tax on cashis OK.

Were you talking about attitudes on the part of the consumers or the businesses selling them
services?

Mr Carmody—Those expressions are primarily to do with business to consumer, but it
does flow through to business to business. Consumers are often businesspeople themselves
and perhaps reflect similar attitudes at times.

Senator CONROY—Did you see that article on 16 May? Did it make your clippings?
Mr Car mody—It might have, but I do not—

Senator CONROY—Your pictureisinit.

Mr Carmody—Isit? Isit agood one?

Senator CONROY —It is not bad—it could even be one of you here.

Senator Coonan—I thought you said one with hair.

Mr Carmody—Yes, so did I. | thought that was getting a bit personal!

Senator CONROY—No. Sorry, that is just my accent and it being late at night. It could
very well be sitting at the table there. John Quiggin was quoted in the same article.

Mr Car mody—Was he? s there a picture of him?

Senator CONROY—Thankfully, no—because | have met John! I’ ve known him for years.
Hesays:
There's no fundamental difference between family trusts and doing a job for cash. | mean, oneis legal
in the way things are legal for people who can afford high-priced lawyers, and the other isn’t. They're

basically ways of dodging tax, and everyone knows that. To the extent that everybody knows the people
on top are dodging, obviously you're not going to get a culture of compliance at the bottom.

ACTING CHAIR—That was Mr Quiggin, not Mr Carmody.

Senator CONROY —VYes, it is Mr Quiggin. He goes on to say the majority of the federal
cabinet has family trusts. He made that point at the beginning of that quote. Does anyone want
to take along handle to Mr Quiggin?

Mr Car mody—I do not agree with his comments.
Senator CONROY —Minister?
Senator Coonan—I do not agree with him either.

Senator CONROY—We must make sure we post him the Hansard so he is suitably
reprimanded. Your press release notes that the task force will report on more effective ways of
dealing with tax evasion in business to consumer transactionsin the next financial year, which
isamost upon us. Has it reported?

Mr Carmody—No, it has not.
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Senator CONROY—How are we going to slip those new measures into the next financial
year if it hasn't reported yet?

Mr Carmody—As | said, we have not been standing till in this area. Indeed, in our
compliance program we report the fact that what we call ‘community information’ has led to
40,000 tip-offs, if you want to use that expression, and that has led to $44 million being raised
in the previous year, and that continues to be a significant source in that area. But the
committee has not reported yet and | cannot do anything on their report until it is received.

Senator CONROY—Any idea when it might be received?

Mr Carmody—I suspect, given the progress report | was given recently, that it will be a
few months before we are in the final position.

Senator CONROY—I guess | will ask you more questions on that in November. | know
you will look forward to that. Can you take on notice to get a comprehensive list of al the
schemes using tax havens, how they work and which jurisdictions they are operating in? You
mentioned that there are new schemes bobbing up all thetime.

Mr Car mody—We did give you some descriptions on Vanuatu—
ACTING CHAIR—He has answered the question.

Senator CONROY —No, he mentioned there were new schemes bobbing up all thetime. |
am just wondering if we can get alist.

Mr Car mody—That was a general question, not necessarily about tax havens.
Senator CONROY—I am asking for a general description.

Mr Carmody—I have indicated that with the ones we have gone public on we have put
out alerts on that are on our web site. We have also mentioned the sorts of features we are
concerned about, and that is on our web site.

Senator CONROY—I am sure you are working on more than just what is on your web
site.

Mr Carmody—I am sure we are, but they are in a position where we do not feel confident
enough to make an alert on them yet. There are questions of how early we can be and our
satisfaction about whether or not they are arrangements we have concerns about. Many things
come to us and we have to get to a position of at least getting a first-brush understanding of
them before we are even at a point where we would put an alert out. There are many of those
that we continue to look at.

ACTING CHAIR—Senator Conroy, before you continue, because you only have four
minutes to go, could you give us some areas where you wish to start at nine o' clock in the
morning?

Senator CONROY—I do not want to drag some new officers to the table and start on a
new section now and then start again in the morning.

ACTING CHAIR—Could you give some indication of what you want to start on
tomorrow morning?
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Senator CONROY —I thought | read out the list earlier. | am working my way through it:
subcontractors, building and construction.

Mr Car mody—Charter boats.

Senator CONROY —Charter boats, yes.

Senator Coonan—Diesdl fuel.

ACTING CHAIR—That is enough to get us going. Thank you.
Committee adjourned at 10.54 p.m.
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