CHAPTER 1

THE AUSTRALIA CARD PROPOSAL

Introduction

1.1 In June 1985 Government plans for a national system of
identification were outlined in the draft White Paper 'Reform of
the Australian Tax Systern'.l The paper estimated that additional
taxation in the order of §800 million might be collected from
the system within three years of its operation. An
interdepartmental committee (IDC) was established in May 1985 to
report on the feasibility and benefits of the proposal and to
provide a strategy for implementation. An outline of the
proposal was presented in a brochure? to the Taxation Summit in
July 1985. The brechure indicated that, in addition to reducing
taxation evasion, the identification system would reduce health
and welfare fraud and help to detect illegal immigrants, thereby
opening up employment opportunities for legal residents.

1.2 In July 1985 a second IDC was established to undertake
all detailed planning. Concurrently, the Health Insurance
Commission was directed to undertake a separate interim planning
report on the establishment and administration of what was now
known as the Australia Card proposal. The reports of both of
these inguiries were presented to the Government in August 1985
and Kkept confidential until presented to the Committee on
13 December 1985. The reports were immediately made publicly
available by the Committee and incorporated into the transcript
of evidence of the Committee's first ©public hearing on
17 December 1985,3



1.3 The initial decision to implement the Australia Card
proposal was announced by the Treasurer on 19 September 1985 in
the statement 'Reform of the Australian Taxation System'.4 The
Treasurer propocsed that use of the Australia Card would be
confined to the primary functions propeosed at the Taxation
Summit. The Australia Card weould utilise a unique number and the
holder's signature but would not include a photograph. The
proposed system would be administered by the Health Insurance
Commission (HIC), making use of the network of Medicare offices.
The HIC would also held a central register of basic
identification details for individuals, eg. full name, address,
date of birth. The Treasurer also proposed that a companion
system be introduced for the wide range of entities, such as
corporations, trusts, etc., and other non-individuals liable to
pay tax. It was envisaged that this system would prevent the
leakage of revenue gains from individuals to entities and other
non-individuals. The Treasurer estimated that taxation revenue
gains would be $105 million in the first year (1989-90) of full
operation of the system, rising to arocund $540 million per annum
after the third year of operation. Total establishment costs for
the system were expected to be $127 million and annual operating
costs were expected to average around $86 million per annum for
the seven years up to 1992-93 stabilising at around something
under $100 million per annum thereafter. The expected revenue
gains were lower than the $800 million originally envisaged as a
result of the non-inclusion of a photograph eon the Card and also
because the estimated gains were based on the propcsed new tax

scales.

1.4 In September 1985 the Government introduced the Health
Legislation Amendment Act_ _ (No. 2) 1985 which inter alia

contained provisions enabling the HIC to undertake planning for
the establishment for a national identification system. During
the debate on this legislation various concerns were expressed
in relation to the Australia Card propesal. Eventually the
Government agreed to the establishment of a Joint Select



Committee of the Parliament which would investigate and report
on the proposal. The Resolution by both Houses of Parliament
establishing the Committee and its terms of reference is set out
in the introduction to this Report. In the four months since its
establ ishment the Committee has conducted a thorough
investigation of all aspects of the proposal.

l.5 The Committee commenced its public hearings on
17 December 1985 although it was at a considerable disadvantage.
The only details available concerning the proposal were
contained in the Report by the IDC and the interim HIC Planning
Report. Both the Committee and the witnesses that appeared
before it had very little assistance as to the precise details
of the proposal. Both Reports raised more guestions than they
answered <causing the Committee considerable difficulty in
assessing the proposal under its terms of reference. This
difficulty was exacerbated by the short reporting deadline of
the Committee - 31 March 1986 - and eventually the Committee was
forced to extend its reporting date until 8 May 1586.

The Government submission

1.6 On 10 February 1986 the Government presented its
submission entitled 'Towards Fairness and Equity: The Australia
Card Program' to the Committee.? The Government submission
proposed that the Australia Card identity number be used by 13
different Government agencies. The intended uses comprised four
main categories: legal identification, revenue raising,
welfare/benefit protection, and epidemiological and statistical.
All Australian citizens and all foreign nationals in various
prescribed categories would be eligible to register for and
obtain a Card. On registration each person would be alloccated a
unigque identification number which would bke displayed on the
Card together with the person's name, signature and the period
of the Card's validity. Cards for persons under the age of



eighteen years would be normally held by the parent or guardian.
Cards issued to visitors and temporary residents of Australia
would be readily distinguished from those of Australian citizens
and permanent residents and would indicate whether the visitor
or temporary resident was entitled to work and/or receive
Medicare benefits.

1.7 The basic functions of the Australia Card Program are
to provide a framework of identification within Australia which
would aid in the positive identification of:

(a) participants in specified financial transactions (for
taxation purposes);

(b} persons lawfully entitled to undertake work in

Australia;

{c) persons entitled to Commonwealth Government pensions,
income support payments and assistance under other

Government programs;

(d) persons entitled to Medicare benefits;

(e) persons entitled to an Australian passport; and

(f) persons seeking to register for employment with the
Commonwealth Employment Service.

Production of the Card would, of itself, verify identity.

1.8 While the Government submission provided far greater
detail on the intended uses of the Australia <Card it also
contained a number of significant changes in relation to the
program. The mo st significant policy change concerned

registration and production of the Card for certain benefits.



The Government's original policy, as announced by the Treasurer,
was that non-production of the Card or number for legislated
purposes would not alter a person's rights or entitlements to
Commonwealth benefits or payments, subject only to that person
being able to demonstrate sufficient proof of identity as would
confer eligibility for the 1issue of the Card. However, the
Government submission argued that this policy was inconsistent
with the objectives of the system and proposed a policy of
mandatory vregistration. Registration £for the Card, with the
associated ability to present the Card or provide the number,
would be a prerequisite for the payment for all health, welfare
and other benefits for which the Card or number is required.
These benefits and payments would include Medicare, social
security, repatriation, student assistance, home ownership
benefits, labour market training allowances, domiciliary nursing
care benefits, subsidies in respect of private hospital patients
(should existing subsidy arrangements continue), and nursing

home benefits.
Taxation uses

1.9 The primary focus of the Australia Card proposal is the
reduction of tax evasion., The proposal would ensure that a
greater range of information is reported to the Australian
Taxation Office (ATO) and the Australia Card number would be the
key to a much more efficient matching of that information. The
very existence of the number and public knowledge of the
associated information reporting requirements would promote
voluntary compliance through the deterrent effect. In addition,
the increased capacity to use information from external sources
would enable a better selection of tax audit cases.

1.10 The second IDC report proposed a wide range of uses for
taxation purposes.6 A number of these uses were not included in
the Government submission to the Committee. The final



proposed

ten major wuses for the ATO which would require

production of and verification of identity by the Australia Card

are:

Opening or continuing any account with a bank, building
society, credit union or similar organisation after 1
March 1989. Sanctions proposed include prohibition on
opening new accounts, prohibition on operating
unverified existing accounts from 1 July 1950 and
bPenalties against financial institutions opening and
continuing to operate unverified accounts from 1 July
1930.

Investing with Government or semi-Government bodies,
solicitors' trust accounts or other interest bearing
investments., Sanctions similar to those proposed above

would apply.

Investments in trusts, cash management or property

trusts.

Derivation by individuals and entities of:

(a) primary production incomes through marketing
authorities and produce agents;

{b) rental income through real -estate agents 1in

respect of rental properties; and

(c) non-salary or non-wage incomes through Government
agencies by doctors, chemists and other

professional persons or entities,

Sanctions would include withholding tax at the maximum
marginal rate and statutory penalties against payer

organisations,



5. Sending money overseas by either individuals or
companies. Sanctions to include prohibiting the
overseas remittance and penalties against foreign
exchange dealers. After 1 March 1989 all remittances of
more than $50 000 would be reported to the ATO.

6. All real estate transactions by either individuals or
entities. A fine would be imposed for failure by the
purchaser or vendor to provide the correct Australia
Card number and all State and Territory Registrars of
Titles would be required to provide to the ATO details
of purchases and sales.

7. Holding or using a safety deposit hox after 1 March
1989. Sanctions would be similar to those proposed for
the first use.

8. Buying shares or futures after 1 March 1989. Sanctions
as for use 1.

9. Applying for work, including work done on a contract or
similar basis. All such employment to be reported to
the ATO. Sanctions to include a withholding tax at the
maximum marginal rate from the gross amount of income,

with penalties against employers.

10. The correct identification of a person seeking
registration as a group employer or for sales tax
purposes.’

1.11 The submission confirmed the Treasurer's announcement
that a companion system of identification for a wide range of
entities and other non-individuals including corporations,
trusts, partnerships, various clubs, associations and so ¢oh was
to be introduced. The submission proposed that the most



effective companion system would be to use the Australia Card
number of a relevant person associated with an entity to
validate the prescribed transaction of that entity. The purpose
of this companion system for entities was to prevent the leakage
of revenue gains from individuals to entities and other

non-individuals.
Taxation benefits

1.12 The Australian Taxation Office's estimates of taxation
revenue gains based on 1985/86 prices, for a Card without and
with a photograph are shown in the Tables 1 and 2 for the years
1989/90 to 1993/94. These Tables indicate that revenue gains in
the scheme's fourth year of full operation are estimated to be
$551 million (without a photecgraph) and $724 million (with a
photograph) .

1.13 Voluntary compliance: The Government submission
indicated that the ATO revenue gains include figures for the
effect of voluntary compliance. It is estimated that an amount
of $117 wmillion (Card without a photograph) and a $153 million
(Card with a photograph) would be derived from those taxpayers
who are not at present lodging income tax returns or who do not
show their income from all sources, but who would subsequently
decide to voluntarily disclose income in their return because of
the existence of an Australia Card. The balance of the revenue
would be gained through enforcement activity invelving audit,

information reporting and income matching.

1.14 Companion system of entities: The Government submission
made no attempt to isolate and quantify the revenue gains from a
companion entity system. It is envisaged that the system would
form an integral part of each of the other uses and is designed
to prevent revenue leakage from the Australia Card system should



prescribed transactions be entered into by entities which are
not natural persons. Thus, the profits of this system are
incorporated into each of the ATO uses.

1.15 Staff: The ATO estimates that it would reguire the
following additional staff to generate its revenue gains: 631 in
1990/91, 631 in 1991/92 and 308 in 1992/93.% No additional staff
would be required after that date under the Australia Card
program. The ATO estimates that on average an additional 30
staff per annum 1is reguired for non-compliance duties from
1987/88.9 The ATO noted that the implementation of the Australia
Card program would be synchronised as far as possible with the
already improved increase in audit coverage to 2 per cent of the
non-salary and nen-wage taxpayers by 1992. The introduction of a
system of self-assessment of tax returns would release most of
the staff required by the increase in audit coverage.
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Benefits and costs of the proposal

1.16 Benefits. The full revenue gains (benefits) obtained by
the Australia Card program over a ten year period commencing in
1986/87 are set out in Table 3. A number of assumptions have
been made with respect to this table and for that reason it is
classified as analysis 1. The Table assumes that 1985/86
conditions apply throughout the full ten year peried, in
particular, the price basis is constant, and the national income
and population remain at the 1985/86 level. This static analysis
is known as the steady state approach. The Table contains two
sets of estimates of benefits for a Card with and without a
photograph, in relation to the ATO and the HIC. Estimates of
benefits for other agencies were prepared on the basis eof no

photograph.

1.17 Table 3 shows that under the above assumptions the
estimated financial benefits to the Commonwealth total almost
$4500 million over the ten year period. This estimate is based
on a Card without a photograph. The Table also indicates that
substantial revenue gaing are first obtained in 1989/90 (§215
million) and full benefits of $757 million per annum are
obtained in 1992/93,.

12
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1.18 The analysis in Table 3 also provides a means of
assessing the present value of the benefits gained under the
Australia Card program. To bring future benefits to current
equivalents, they are discounted at an appropriate rate. The
further into the future a benefit lies, the greater 1is the
discounting effect and hence the smaller is the present value of
that benefit. In Table 3 the discount rate has been set at 10
per cent and this rate applies for each year over the ten year
period. The Department of Finance informed the Committee that a
10 per <cent discount rate is orthodox amongst Finance and
Treasury for assessing projects. The Table sets out the
accumulated discounted benefits and shows that the present wvalue
of the project of the Australia Card propesal over the period of
ten years is $2459 million.

1.19 Costs: It 1is estimated that the full cost of the
program over a ten year period would be $733 million. The costs
of the proposal at present values {using a cumulative discount
of 10 per cent) is $539 million. These new costings, which are
significantly lower than earlier estimates, were provided by the
HIC in its final planning report and the figures are set out in
Table 4. These costs are also based on a steady state basis with
a 10 per cent annual discount.10

14
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1.20 Using the figures contained in Tables 3 and 4 the
Health Insurance Commission prepared a cost/benefit summary of
the Australia Card project. These figures are set out in
Table 5. The Table is set out on the basis of the present value
of the project and is the sum of the discounted benefits minus
the sum of the discounted costs. The Table has been prepared on
the basis of a Card with and without a photograph. Table 5 shows
that the present value of the Australia Card program using the
assumptions 1in analysis 1 over the ten year period is $1920
million for a Card without a photograph and $2424 million for a
Card with a photegraph.

1.21 The Department of Finance informed the Committee that
the steady state assumption used in these tables is a very
conservative assumption. While analysis 1 is the predominant
analysis shown in the Government and the HIC submissions and
underlies all the Tables herein, the HIC submission contained
further tables where the assumptions in analysis 1 are changed.
Table €& contains figqures showing the present value of the
Australia <Card project wusing four different analyses, each
containing three different discount rates. For example, analysis
2 assumes that there has been a three per cent increase in
economic growth which has an important effect on tax receipts.
Under this assumption +the Table assumes a three per cent
compound growth rate for the full ten years. Analysis 2 also
assumes a population growth of 1.29 per cent which has some
effect on the costs involved in the proposals.

1.22 The Department of Finance indicated that analysis 2 was
a much more realistic presentation of the costs and benefits
under the Australia Card program. Using the assumptions
contained in analysis 2, including a 10 per cent discount rate,
the Table shows that the benefits of the proposal are $2480
million for a Card without a photograph and $3120 million for a
Card with a photograph. The Department of Finance informed the

16



Committee that even the three per cent growth rate is a fairly
conservative forward projection. It informed the Committee that
over the last few years there has been a growth rate of four to
five per cent. The population growth of 1.29 per cent is based
on a recent projection from the Australian Bureau of Statistics
and the Department noted it was a medium projection. The
Department also indicated that the 10 per cent rate is a fairly
high rate of discount although it 1is used +traditionally in
assessing public sector projects.

1.23 Table 6 indicates that the results of the analysis are
sensitive to the amount of the discount rates. The higher the
discount rate the lower the present value and the lower the
discount rate the higher the present value. Thus, Table 6 shows
that under analysis 2 the value of the proposal for a Card with
a photograph under an eight per cent discount rate is $3540
million and under a 12 per cent discount rate $2750 million.

1.24 The benefit cost ratios (BCR) of the proposal are also
set out in Table 6. The BCR is the ratio of aggregate discounted
benefits to aggregated discounted costs over the period in
guestion. The higher a project's present value (greater than
zero) and 1its BCR (greater than one), clearly the more
attractive the proposal is to undertake, Table 6 indicates that
under analysis 2 and using a 10 per cent discount rate the BCR
is 5.51 for a Card without a photograph and 6.46 for a Card with
a photograph.

17
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TABLE 6
AUSTRALIA CARD - PRESENT VALUES AND BENEFIT/COST RATIOS (BCRs)

ANALYSIS 1: Assumes a 10 vyear time horizon and the

maintenance of 1985/86 conditions (econonic activity,
population etc.)

WITHOUT PHOTO WITH PHOTO
Discount Rate Present Value BCR Present Value BCR
5M $M
8% 2180 4.864 2750 5.62
10% 1920 4.56 2420 5.29
12% 1690 4.29 2140 4.98
ANALYSIS 2: Assumes a 10 vear time horizon and 3%

per annum 1increase 1in the level of ecconomic activity and
revenue base. Pepulaticn is assumed to grow by 1.29%% per annum.

WITHOUT PHQTO WITH PHOTO
Disccocunt Rate Present Value BCR Present Value BCR
5M $M
8% 2820 5.86 3549 6.87
10% 2480 5.51 32120 6.46
12% 2180 5.18 27590 6.07
ANALYSIS 3: The same assumptions as Analysis 1 but
with a 20 year time horizon.
WITHOUT PHOTO WITH PHOTO
Discount Rate Present Value BCR Present Value BCR
$M $M
8% 4500 .67 5650 T.77
10% 3720 6.18 4670 7.20
12% 3090 5.73 38990 6.67
ANATLYSIS 4: The same assumptions as Analysis 2 but
with a 20 year time horizon.
WITHOUT PHOTO WITH PHOTO
Discount Rate Present Value BCR Present Value BCR
5M 5M
8% 6530 8.67 8170 10.17
10% 5350 g.01 6690 9.39
12% 4420 7.39 5530 8.67
Note: All present value figures are rounded to nearest $10m.

Source: HIC, p. 218.
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1.25 Table €& shows that under the assumptions of analyses 2,
3 and 4 the program is successively more attractive. The
assumptions of analysis 2, namely of introducing economic and
population growth, raised the present value of the program to
$2480 million (without a photograph) and $3120 million (with a
photograph). However, the figures obtained under this analysis
are substantially conservative because of the ten year cut off
date, This figure was chosen because automatic data processing
eguipment c¢an be expected to have an operational life of up to
ten vyears. Further, assumptions <concerning the economic and
population growth, tax and welfare systems become increasingly
tenuocus beyond that period.

1.26 Because of this conservative bias, Table 6 also sets
out the present value of the project over a twenty year period.
The Table reveals that the present value of the project under
the assumptions of analysis 3 {(a twenty year period}) is more
than double that under analysis 1 (a ten year period} and
similar results are apparent comparing the assumptions of
analysis 4 with that of analysis 2. The Government submission
noted that this reflected two effects. First, the benefits which
the program would produce in the second decade are likely to
exceed those of the first. The ATO benefits do not reach their
full level until the seventh year whereas costs are concentrated
in the early years of the program (except for some anticipated
re-eguipment costs early in the second decade}. Second, to the
extent that net benefits could be expected in the second decade
of the program, these will translate intoc substantial additions
to the program's present values., For example, at a 10 per cent
annual discount rate a net benefit of one dollar in year 11 has
a present value of $0.39; one dellar in year 20 has a present
value of $0.15.
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1.27 The HIC also provided a table setting out the cost
benefit analysis of the individual agencies involved in the
Australia Card program. These figures are set out in Table 7 and
are based on analysis 1, ie. a steady state assumption over a

ten year period with a 10 per cent annual discount.

1.28 As noted earlier the discounted costs of the HIC for
the period 1986/87 to 1995/96 are nearly $200 million less than
those shown in the Government's submission. The significant
reduction in the Commission's cost estimates has led to
increases in both BCRs and present values of the pregram as a
whole. Under analysis 1 the BCR for the overall program has
increased to 4.56 without photograph and to 5.29 with
photograph. Thus under this (the most conservative) analysis,
around to $4 to $5 revenue would be generated for each $1 outlay
during the period 1986/87 to 1995/96. Using the more realistic
approach in analysis 2 and based on a 10 per cent discount,
around $5.50 revenue for a Card without a photograph and nearly
56.50 for a Card with a photograph would be generated for each
one dollar outlayed during the period 1986/87 to 1995/96. COver a
twenty year period the same assumptions yield $8 for a Card
without a photograph and $9.39 for a Card with a photograph for
each dollar outlayed during that period.
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TABLE 7

AUSTRALIA CARD — COST/BENEFIT ANALYSIS

BENEFIT/COST RATIOS (BCRs) (Analysis 1: steady state, over 10

vears, 10% annual discount}

DEPT. /AUTHORITY NO PHOTO PHOTO
BCR % OF PRESENT BCR % OF PRESENT
VALUE VALUE
AUST. TAX. OFFICE
USE 1 16 .45 18.53% 21.16 19.71%
UsE 2 28.70 13.16% 36.43 13.66%
USE 3 18.64 31.00% 28.69 3.97%
USE 4 23.77 10.42% 31.69 11.45%
USE 5 18.77 0.75% 26.76 0.88%
USE 6 24 .61 2.88% 31.27 3.01%
USE 8 19.58 4. 20% 24.89 4.40%
USE 9 8l.4¢6 16.06% 109.18 17.60%
OVERALL TAX USES 27.18 69.61% 35.501 74.80%
HIC (Medicare) 10.63 1.27% 14 .66 1.47%
SOCIAL SECURITY 1.00 0.00% - 0.00%
EDUCATION 4.00 0.02% - 0.02%
VETERANS’ AFFAIRS 1.06 0.01% - 0.01%
DIEA - 30.41% 45,93 24 .78%
DEFTS. /AGENCIES TOTAL 4.586 100.00% 5.29 100.00%
NOTES: {1) The BCR £for each individual use is the benefit of

the use divided by the <cost directly related to
that use (and excluding any share of HIC
establishment or operating costs). The BCR for the
project as a whole is the total benefits divided by
total costs (including HIC costs).

.The percentage figures are the present wvalues for

each wuse divided by the sum of the present values
of all uses. These figures do not sum to 100%.
This 1s Dbecause they exclude agencies which have

not quantified or identified costs (ATO Use 7)) or
benefits (Community Services, Housing and
Construction, Foreign Affairs, Employment and

Industrial Relations, ATO Use 10, Data Protection
Agency and Health (Private Hospital Subsidy and
Australia Card Secretariat)). In addition,
Australian Bureau of Statistics and Australian
Institute of Health quantify neither benefits nor
costs.

Source: HIC, p. 217.
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Aims of the proposal

1.29 The basic motivation behind the Australia Card proposal
is to prevent losses to revenue through the tax system and
through the payment of Commonwealth benefits. The four major
areas targeted by the Government proposal are:

{i) taxation evasion
(ii} social security fraud
(iii) illegal immigrants

{iv) Dbenefit protection and cther areas of
Commonwealth expenditure.

This Report briefly examines each of these areas.
(a}) Taxation evasion

1.30 There are various estimates as to the losses to revenue
caused by taxation evasion. The 1985 draft White Paper noted
that accurate measurement of the amount of tax revenue foregone
through evasion practices 1is not possible, especially in
relation to the so called 'black' or 'underground' economy. ATO
estimates for 1984/85 suggest that income tax evasion may
involve a revenue loss of $3 billion per annum.1l Tax evasion
refers to practices that are contrary to the law and may take
the form of the failure to lodge an income tax return, the
omission of assessable income or the overclaiming of deductions
or rebates. The paper contained an approximate make-up of the
$3 billion estimate as follows:
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Revenue
forgone {(a)

$m
Understatement of business income (b)
- unincorporated enterprises 1000
- companies 500
Non-declaration of fringe benefits received in kind 700
Overclaimed employee expenses 150
Unreported wage and salary income 100
Non-declaration of dividend and interest income 300-500
Nen-declaration of rental income 300

(a) These amounts do not take into account tax recouped as a
result of Tax Office enforcement activity. Exclusive of
taxation penalties, this totalled around 8220 million in
1983-84. They alsec do not take account of reductions in tax
evasion as a result of the introduction of the Prescribed
Payments System.

(b) This can take the form of non-disclosure of assessable
income or the overclaiming of expenses, eqg. where
expenditure of a capital nature is disguised as repairs in
order to obtain an immediate deduction that would not
otherwise be available.

Source: Draft White Paper at p. 37, Table 8.

1.31 In addition, a substantial amount of tax revenue is
lost through tax avoidance which refers in a general sense to
all of the tax minimisation practices which the law allows.
Examples of tax avoidance include income-splitting practices,
allowance of rental property losses against income from any
source, allowance of primary production losses against income
from any source, tax shelters, exemptions and various
concessions which reduce or eliminate tax on income. The 1985
draft White Paper estimated the amount of tax revenue lost
through tax avoidance at §1.5 billion per annum.12 Since then,
legislation has been introduced limiting tax avoidance in

certain areas.
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1.32 The main legislative attack on tax evasion has been
through the introduction in 1983 of the Prescribed Payments
System (PPS), 'which provides for tax deducticns at source from
payments for work in certain industries where evasion of tax on
such payments is known to be significant'.l3 Direct collections
under the PPS in 1984/8B5 were estimated at $400 million of which
around $200 million represents tax which was previously evaded.

1.33 Despite the action taken by successive Governments over
the last few years, the situation still remains serious. The
draft White Paper states that

.+« avoidance and evasion practices can be
expected to grow rapidly in the future unless
further major measures are taken to deal with
them. For example, the increasing movement of
average PAYE taxpayers into higher tax
brackets is likely to stimulate growing
resort to fringe benefits s0 that higher
marginal tax rates will apply to a shrinking
tax base and a vicious circle will be set in
train. The loss ¢f revenue through avoidance
and evagion and other areas (including the
business sector) 1is also 1likely to grow
rapidly. In aggregate, revenue losses through
the forms of avoidance and evasion which are
discussed in this paper could increase from
the estimated existing level of around $4.5
billion to around $7 billion (in 1984/85
prices) over the next three years unless a
concerted attack is made on these areas.

1.34 The estimates of losses to revenue differ widely within
the community. Various estimates have been made of Australia's
black economy which range between approximately 5 per cent and
15 per cent of recorded Gross Domestic Productl® which in
1984/85 was roughly estimated at $207 billionl®., These figures
imply a black economy in Australia in 1984/85 of somewhere
between $10 billion and $30 billion,
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1.35 In evidence to the Committee, the ATO referred to the
black economy as the aggregate of activity that escapes economic
measurement and tax assessment. While the ATO admitted that - by
its very definition - the black economy is immeasurable and that
tax evasion itself is just as immeasurable, it indicated that
its estimates of tax evasion {approximately $3 billion dollars)
were considered extremely low.l7 In relation to the likely
estimates of tax evasion, the Second Commissioner of Taxation,

Mr John McDermott, stated:

I have seen figqures reported from other
authorities that suggest that tax evasion in
Australia is running in the vicinity of
$6000m or S$7000m a year and I have seen other
figures, provided by the banks, which wvary
from something like 5 per <c¢ent of gross
domestic product to 10 per cent of gross
domestic product in Australia. In other
countries the estimates are even wider. In
the United Kingdem I think they range from 3
per cent to 15 per cent and in the United
Stategs they range from 5 per cent to 27 per
cent.l

1.36 The ATO also suggested that the proposed Australia Card
system would have some effect upon the cash economy. Firstly,
the system would bring to the attention of the ATO money
'hidden' in banks and other financial institutions. &Secondly,
even 1f financial institutions were not used, the ATQ would be
better able to identify tax evasion through selective audit
programs. My McDermott also suggested that the Australia Card
would help to detect non-lodgers and hence provide the ATC with

an increased base for audit operations.

1.37 An essential element of the Government's submission was
the extent of the revenue gains from ATO uses of the Australia
Card. The Committee probed Departmental witnesses at length on
this issue. From the outset the ATO indicated that the tax
benefits from the Card were extremely conservative. Mr McDermott
teold the Committee:
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I would say without fear of any sustainable
argument to the contrary being advanced that
the figures in the Government's submission
relating to tax benefits are conservative in
the extreme. Firstly, they do not take
account of additional taxes and penalties
that would ordinarily arise from amendments
to returns where we have detected omissions
of income, secondly, they do not take account
of amendments of prior returns which could
ordinarily be expected where we detect
evasion and, thirdly, by many standards the
estimates of evasion on which the estimates
of benefits are based are extremely low.

If you take into account simply the first two
factors that I mentioned, additional taxes
and penalty taxes and amendments of
prior-year returns, the aggregate benefits
derived over the first four years of
operation of a proposed high-integrity
dustralia Card system would be 1likely to
yield in the vicinity of 75 per cent more
than the aggregate benefits in the first four
years that appear in the report.

If the third factor is taken into acceount and tax evasion 1is
therefore in the order of $6-7 billion per annum, the possible
benefits of the Australia Card program could be more than double
the $750 million @estimates ©provided in the Government

submission.

1.38 The ATO was of the wview that no other single action
could be taken that would produce revenue gains of the magnitude
estimated as a result of the proposed Australia Card Program. It
estimated that gince action had been taken against
unsubstantiated <c¢laims by employers for employment related
expenses and fringe benefits the tax estimate of evasion was now
in the order of $2200 million. Mr McDermott claimed that the ATO
would recover approximately one third of its estimated figure if
an Australia Card with photograph were introduced.20
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1.39 One of the areas of concern to the Committee was the
loss to revenue through dividends and interest. The ATO informed
the Committee that, at the moment, only 18-20 per cent of the
total interest paid in Australjia is reported to them and they
are only able to match about half of these transactions.21l a
number of reasons were given in explanation. First, there has
been a tremendous growth in more recent years in the number of
agencies which pay interest, many of which were not aware of the
requirement under the Income Tax law to provide the ATO with
information about dividends and interest payments., Second, the
ATO admitted that there was a problem with the present state of
technelegy utilised both in the private sector and the ATO.

1.40 Although reporting interest and dividend information is
a legislative requirement, the banks still have numerous old
accounts which are completely manual and it has been impossible
for them to fully comply with the law because of the resources
required to do so. Of the information which is provided, only a
certain amount can be readily matched by computer. Even the
computer matching done, based on common name and address
information, results in only a 50 per cent match because of the
lack of integrity of the tax file number and the use of false
names. While the ATC matches 50 per cent of the 20 per cent of
the total wvalue of interest paid, it is quite likely that it
only detects less than 5 per cent of the total value of interest
paid., This is possible because the unmatched transactions tend
to account for a far greater proportion of the revenue than the
matched ones. The ATQO was very confident that the Australia Card
number would provide a level of integrity which would enable
them to match up to 75 per cent of all dividends and interest
paid in Australia.2?? However, during its evidence the ATO was
unable to state exactly on what basis its estimates were made.
In essence, the ATO stated that its estimates were made on a

gualitative assessment of how tax evaders operate.
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1.41 The issue of the cash economy was raised on a number of
occasions during the inguiry. Mr Doug Meagher QC, a former
Counsel to the Costigan Royal Commission, was of the opinion
that an identification system would have no effect in this area.
On his definition, all transactions within this economy are in
cash and are applied towards paying of the week's groceries,
mortgage, etc. He stated categorically that these moneys are not
put in the bank and are never declared.?? This was likely to
cause a major problem for departments Jlike Social Security,
where substantial moneys are overpayed because beneficiaries
understate income. He further noted that the cash economy occurs
frequently in the areas of gardening and home duties and that
there is no tax deduction allowable for these payments.24 As
there 1is no requirement or even benefit for the average
householder to withhold tax on the amount they pay for these
types of work, he was of the opinion that this tax could never
be collected. Even legislation reguiring individuals to withhold
tax would be completely ineffective merely because of its

inconvenience, let alone other considerations.

l.42 The Committee is unanimous in its view that tax evasion
must be tackled as vigorously as possible. While it does have
strong doubts that the so-called black economy, especially the
cash economy, can be tackled by any one measure including the
Australia Card proposal, it believes that every effort must be
made to reduce tax evasion. Overall, the Committee accepts the
estimates made by the Australian Taxation Office and notes that
they may be a substantial underestimation of final benefits
obtainable under the propcsal. However, the Committee believes
that the ATO has powers and information available to it which
are not fully utilised and that there are other measures which
can also make substantial inroads into tax evasion. These
measures are discussed fully in Chapter 4 of the Report.

29



(b) Social Security fraud

1.43 Over the last few years there has been considerable
concern within the community about the level of overpayments,
including fraud, within the social security area. A recent
survey conducted in February 1986 by ANOP2> indicates that
approximately 22 per cent of Australians see the main advantage
of ID Cards as reducing social security cheating in relation to
both unemployment benefits and pensions., In 1984/85 the
Department of Sccial Security (DSS) estimated that approximately
$63 million was overpayed in social security benefits of which
$40m was recovered.26 The Department indicated that  the

overwhelming majority of overpayments were due to the following

factors:

. the deliberate provision of false information by
applicants concerning the level of additional income,
marital status etc.;

. clerical error; and

. unintentional misunderstanding of the conditicns and
provisions of payments.

1.44 The Department of Social Security has consistently

advocated that it is unable to estimate the revenue benefits
from the intreoduction of the Australia Card proposal. In the

second IDC Report the Department states:

407. The overall savings 1likely to accrue
from the new system are impossible to
estimate. Savings would occur in two main
ways. Firstly, there will be some deterrence
from claiming pensions and benefits in false
names. Only a very small percentage of social
security overpayments 1is due to this cause
and estimated savings would be unlikely to
exceed $10m a year. Secondly, c¢laimants for
social security assistance and existing
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beneficiaries would be less likely to
misrepresent details of their income in the
knowledge that there were linkages between
income and identity. The savings from this
source are however impossible to estimate.
Some further savings will also arise because
of the refusal by DSS to make pension or
benefit payments to illegal immigrants and
short—-term visitors, but again no estimate
can be made of such savings.

1.45 In evidence before the Committee, DSS suggested that
false identities were not a major problem within its Benefits
and Control section. The Department stated:

The fact is that in our experience the main
problems within the departmental portfolio
are not with identity as such, but a failure
to notify change of circumstances. Mainly
these are what lead to overpayments. There
are c¢ircumstances which may be financial or
there may be other changes, but by way of
information the overpayments file for the
Department shows that 0.6 per cent is
attributable to identity and 61 per cent is
due to income variations. Those are the
issues which make us believe that it is of
minimal relevance in the identity area which
igs of c¢course the primarg initiative that the
card would help address.28

However, DSS admitted that it was unable to estimate at all the
level of fraud due to false identities within the social
security system.

1.46 The Government submission reveals that DSS would have
noe net gain from the introduction of a national identification
system. The cost benefit summary indicates that the costs of
implementing the Australia Card program equalled the benefits
received from the program, that is, $18.2 million over a period
of ten years. The Department stated that it 'found it difficult
to make estimates of what the effect would be in dollar terms of
the Australia Card'.29 The Department further noted that in
making certain that it gave effect to the Government decision
that there should be a Card, it was prepared to say that 'the
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benefits would exceed the costs'.30 The Department explained
that when the Australia Card Secretariat of the Department of
Health prepared the Government submission, it merely made each
¢f the Department's vyearly benefits of the Australia Card
propesal equal to the c¢ost of the proposal., When gquestioned
about its inability to guantify estimates of probable savings
attributable to the intrecduction of the Australia Card, the DSS
stated:

The fact 1is that the inability is not a
suggestion of any sort about the card but
rather it reflects the fact that our own work
as a department, we believe, is effective and
increasingly so 1in the area in which we
believe the card itself would assist.

1.47 The Department also commented on the fact that there is
considerable folklore about the extent of social security fraud
within the community. It stated that the Department receives
many letters about overpayment 1in social security benefits
which, upon investigation, are proved to be incorrect. In the
area of unemployment benefits the Department found that 72 per
cent of those investigated were already being paid the correct

amount,

1.48 While the Committee accepts the Department's difficulty
in establishing the amount of social security fraud due to false
identities, it believes that there 1is still significant fraud
within this area. The Committee is concerned about the cases
involving individuals with large numbers of false identities
which come to light from time to time. Although many of these
cases are exposed as a result of DSS investigations, others have
been discovered through pure chance. The Committee believes that
most Departments are unlikely to admit that they are being
defrauded or that there is something drastically wrong with
their systems. Mr Meagher QC tecld the Committee that he had had
a vigorous debate with the DSS officers about this tendency
after they told him that fraud was not happening at all in their
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Department. Only after he produced evidence of several cases
which had 1led to prosecutions and convictiens did the
Departmental officers concede that fraud was occurring. Mr
Meagher explained further:

The prime position that was taken by some
cfficers in that Department was that it did
not happen at all, that there was never any
instance of it.

CHAIRMAN - Now they are forced to recognise
that it does happen but the degree t¢ which
it happens is still ...

Mr Meagher - Ignorance is bliss. If you do
not have a detection system that is going to
uncover fraud then you do not know it is
happening - you quite genuinely do not know
it is happening. It is not a question of
trying to conceal anything. If you are not
looking for it vyou will not see it. It is not
going to come out and brandish itself in
front of your eyes.

1.49 During the inquiry the Committee became aware of a
number of unsourced estimates of social security fraud ranging
between $200-$500 million per annum. These figures gain further
support from a recent internal paper prepared by the Department
of the Special Minister of State (see paragraph 1.66) which was
reported to indicate that fraud in the social security area
alone could be in the order of $300 million per annum. The
Committee understands that this figure 1s only a very rough
estimate and is not based on firm evidence. Nonetheless, it is
many orders of magnitude greater than the figures provided by
DSS to this Committee on the amount of social security fraud.
Despite the evidence given by DSS, including the use of updated
security measures dealing with procf of identity, the Committee
is concerned that fraud can be committed against the
Commonwealth in the area of social security with relative ease.
Although DSS now requires social security beneficiaries to
present documents from a number of sources including at least
one 'sound' document for verification of identity, the Committee
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is aware that even these sound documents, for example, birth and
marriage certificates, can and have been forged without great
difficulty. To overcome the inherent weaknesses of these
identity procedures, the Committee is recommending the
computerisation of state registries of births, deaths and
marriages. When the task is complete DSS would have ready access
to the original birth entry on the register which should
drastically reduce the Jikelihood of false identities being
created by Australian born citizens., The Committee also notes
that the Department’s estimate of fraud due to false identities
which 1is 0.6 per cent of the total amount of overpayments
presently outstanding, is not a reliable estimate. It only
relates to fraud that is known and does not include the amount
of fraud that exists but which has not been discovered by the
Department.

1.50 The Committee believes that DSS must continue to
tighten its security procedures at the time of application for
benefits and it must alsc ensure that its quidelines are being
followed in each of its 2]0 regional offices. The Committee
makes a number of recommendations in the next chapter concerning

DS5 proof of identity procedures.

{c}) Illegal immigrants

1.51 The Government's submission claims that one of the
largest gains to revenue through the introduction of an
Australia Card is in the area of the identification of illegal
immigrants. The submission notes that over a ten year period the
cost to the Department of Immigration and Ethnic Affairs (DIEA)
of implementing an Australia Card Program would be $21 million
and that the revenue gains over the same period would be §1292
million. The basis of the DIEA's estimates is that by reguiring
employers to sight the Card and quote the employee's Australia
Card number when submitting taxation returns, the system, when
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fully implemented, has the potential to make in-roads into an
estimated 60 000 jobs currently being filled by illegal
immigrants and visitors working without Departmental authority.
The Department believes that as these jobs are vacated for
Australian citizens and permanent residents, savings in

unemployment benefit payments should result.

1.52 The Department estimates that the number of illegal
immigrants presently in Australia is 50 000 and notes that
60 per cent of those apprehended by its enforcement staff have
been working. In addition DIEA estimates that of the 1.2 million
visitors to Australia each year, up to 2.5 per cent or 30 000
work 1illegally during their authorised stays. The Department
then argues that from this pocl of approximately 60 000 illegal
workers some, say half, would be occupying jobs which would not
be available to citizens and residents authorised to work while
the rest would be employed within the cash economy. The
estimated tangible benefits from the introduction o©f the
Australia Card proposal were calculated as follows:

1. In 1987/88 when the cards are first
distributed there would be a deterrent
value resulting in the freeing up of some
300 jobs to persons in receipt of
unemployment benefit payments.

2. In 1988/89 as more cards are distributed
there will be an increased deterrent
value resulting in approximately 1000
jobs being vacated by illegal workers.

3. In 1989/90 as the card is progressively
distributed throughout the community it
will have a continuing deterrent value of
freeing up an estimated 22 000 positions
for citizens and residents authorised to
work.,

4, In 1990/91 the full effect of the card
will result in that an estimated 48 000
jobs will be vacated by illegal workers.
An allowance of 20 per cent is made for
those workers in positions within the
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cash economy or in jobs that would not
otherwise be available to citizens and
residents authorised to work (eg. family
business}.

5. From 1991/92 onwards a continued savings
in unemployment benefit payments at the
rate of 48 000 jobs per year would
continue together with an allowance of an
8 per cent increase in potential illegal
workers as the number o¢f wvisitors to
Australia increases.

1.53 When DIEA came before the Committee to give evidence,
the Department admitted that its figures were guesswork. The
following extract from the transcript when the Committee was
examining the Secretary of the Department, Mr McKinnon,
indicates the extreme lack o¢f certainty in the presumptions on
which the figures were based.

Mr McKinnon - The first category we are
talking about is prohibited non-citizens as
defined. Our estimate is that there are
50 000 of these. We have applied to that the
factor of the proportion of the people we
pick up, whom we apprehend as illegal
immigrants who have been working, which comes
tc a figure of 62 per cent. We have presumed
that our apprehensions reflect the population
of illegal immigrants. Therefore, if you work
back from that, you end up with something
like 33 000 illegal immigrants working. That
is the figure which goes into the 60 000
jobs, i1f you like. The remainder comes from
the number of wvisitors who are working
without permission, and that is a very rough
estimate. We have something like 1.2 million
visitors a year. Some years ago somebody did
an exercise, which I must say I would not
dignify by describing as more than guesswork,
which said that o¢f those, something 1like
30 000 probably were working illegally. We
have no real way of checking that, except
that we do of course obviously pick up some
people who are visitors with temporary visas
who are working., We pick up -enough to
convince us that there is a sizable
population of them and so we have taken the
figqure from that earlier work. But as I say,
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we would describe it as only a guesstimate,
which gives us a total of something 1like
60 000 jobs which are occupied by people
illegally.

Senator PUPLICK - Is that a published study,
Mr McKinnon, or just a departmental study?

Mr McKinnon - It is a departmental study. It
was done about four or five years ago. If we
did the same study now we probably could not
find the same c¢rystal ball that was used
then, but it is very close to that standard
of accuracy, let me say gquite frankly to
you.34 (Committee's emphasis)

1.54 From the base figure of 60 000 people who are illegally
working, the Department estimated that 'something like 20 per
cent of those positions' would probably not be filled by
individuals on benefits.3% The discount figure was arrived at as
follows:

S0 we have discounted that figure and said
that of the 60 000 jobs, some 12 000 are jobs
which would not exist if it were not for the
fact that those illegal immigrants were
prepared to fill them. I cannot defend that
discount factor, except to say that obviously
some discount factor must be applied. If you
were to say to me that you would rather have
a discount factor of 33 per cent, I could not
argue,

1.55 Later during the hearing the Department was again
questioned about the estimates previously quoted from 1987/88 to
1991/92:

Senator PUPLICK - You would say basically
that it is still a crystal ball type of
calculation?

Mr McKinnon - Yes. I do not think any of us

are going to claim any great precision.
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1.56 From the above exchanges it became <c¢lear that the
estimates for illegal immigrants were based on guesswork, the
percentage of illegal immigrants who worked was based on
guesswork, the percentage of visitors who worked illegally came
from a departmental study based on gquesswork. The discount
factor could not be defended and the overall benefits from
1987/88 to 1991/92 was the result of 'crystal ball gazing'. In
the light of these statements, the Committee is unable to place
any confidence in the propcsed revenue gains under this use.

1.57 The Department was of the opinion that the greatest
benefit of the Australia Card proposal in this area would be its
deterrent effect., It argued that if 1illegal immigrants and
visitors intending to work illegally <could not get the
appropriate Australia Card and were unable to obtain either jobs
or any benefits, they would have great difficulty in surviving.
Eventually such persons would leave and others would be deterred
from ever coming. The Committee agrees that the Australia Card
proposal would have a deterrent effect but it 1is unable ¢to
quantify the likely savings to Commonwealth revenues. However,
the Committee has little difficulty in rejecting DIEA estimates
as being grossly exaggerated. On the basis of the available data
and methodology, no reliance can be placed on the Department's
estimates and conseguently the Committee rejects its evidence.

1.58 A further matter of concern to the Committee is the
quality and accessibility of information held on DIEA's files.
This matter had come to the attention of the Committee during
the inquiry but was reinforced when the Department o¢f Social
Security objected to certain evidence given by DIEA. One of the
benefits claimed for the introduction of Australia Card is that
there are a large number of illegal residents or overstayers who
are receiving social security and other benefits. During its
evidence on 24 February 1986, DIEA stated that 12.4 per cent of
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overstayers were receiving unemployment benefits. This figure
was later challenged by DSS which stated that the figure was 0.4

per cent and not 12.4 per cent.

1.59 The Department of Social Security explained that DIEA
provided a list of names totalling 57 059, which was the number
of persons on its overstayers file. DSS matched this entire file
with its unemployment benefit file. In one given State, there
were approximately 5000 names on DIEA's overstayers file and DSS
matched this file with its unemployment benefit file and
produced 64 matches. These 64 cases were then sent back to DIEA
and 22 were found to be illegal immigrants. Thus, explained DSS,
only 22 illegal residents were receiving unemployment benfits,
which is 0.4 per cent and not 12.4 per cent of all overstayers
in that State. In addition DSS commented that a further 12
persons were identified as legal residents notwithstanding the
fact that they were entered on DIEA's overstayers file and that
the other 30 cases are still being investigated by DIEA. DSS
stated that when it first attempted to match its file with that
of the DIEA it found that the DIEA overstayers' file was of such
low quality that it couldn't be matched. The Committee also
received evidence from other departments indicating that they
too had great difficulty in matching computer files with DIEA,

1.60 During the course of its evidence at the Committee's
public hearing of 24 February 1986, the Department was regquested
and undertook to provide certain additional information,
However, in the consequent letter from the Department dated
23 April 1986 - which was not received by the Committee until
29 April 1986 - the Committee found that much of the information
requested had not been provided due to the inadequacy of the
statistics recorded and the appalling state of the Department's

files.
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1.61 The Committee also wishes to record the fact that the
letter sent to it by the Department was not received until
29 days after the Committee's initial reporting date of 31 March

1986, and only 1 day prior to its amended reporting date of
30 April 1986.38 The Committee does not wish to infer malintent
on the part of the Department, but does conclude that, at the

very least, its procedures for handling gueries are less than
efficient. The Department's letter has been included 1in the

Committee's evidence.

1.62 Recommendation: That the Department of Immigration and
Ethnic Affairs upgrade the quality of its records including its
movements database, citizenship index and overstayers file and
transfer all records from the manual system to the computer
database as a matter of urgency.

(d} Benefit protection and other areas of Commonwealth
expenditure

1.63 The cost benefit summary contained in the Government
submission indicated that a number of departments would. provide
revenue savings as a result of the introduction of the Australia
Card proposal. However, over a ten year period the revenue
savings are not much greater than the costs of implementing the
system in the particular departments. The submission appeared to
indicate that fraud in other areas of Commeonwealth expenditure
was very small. The only other area where major revenue gains
were to be made was the Health Insurance Commission. The
Government submission indicated that the Australia Card would
eventually replace the Medicare Card. Savings to the HIC over a
period of ten years for a Card without a photograph was $48.6
million and with a photograph $68.9 million. The Committee does

not dispute these figures.
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Crganised crime

1.64 From the very outset, it was clear that the Australia
Card proposal was not directed at organised <crime, The
Government submission noted that it is difficult to predict the
effectiveness of such a proposal in combatting organised crime.
The Government submission notes that the Australian Federal
Police (AFP) considered that an Australia Card and registry
system of sufficiently high integrity (including the provision
of a photograph on the Card) 'would reduce the opportunities for
tax evasion and other fraud against the Commonwealth'.3? The
submission stated:

The AFP adds, however, that there are no
realistic grounds for anticipating any impact
on the level of organised crime generally.
The only relevant factor is that the ease
with which organised crime has used the
banking system in the past would be decreased
by the proposed reguirements in respect of
certain banking transactions. Organised
crime, particularly in the drug trafficking
area, would be quick to identify possible

methods of avoiding the inconvenience
caused.
1.65 When the AFP appeared before the Committee it was able

to clarify a number of matters concerning the wuse of the
proposed Australia Card in criminal investigations. The AFP
informed the Committee that, in the main, the greatest impact of
the proposed Australia Card would be con the small-time offenders
who commit single offences or minor multiple offences in the
areas of social security, health and tax. The AFP noted that
when cone looks at those offences in isgolation, they do not seem
to be of any great concern, but when all these offences are
added together it amounts to 'a massive amount of funds'.4l The
AFP noted that the Australian Taxation Office and the Department
of Social Security deal with many of those matters internally.
The AFP informed the Committee that it does not have the
resources to look at this massive small-time offender area
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that «client departments deal with themselves and that by
arrangement it receives 'a certain level of matter to
investigate which, generally speaking, is the more serious
multiple~type cffence, whether it be conspiracies or
otherwise'.42

1.66 The Committee is concerned about the extent of
organised c¢rime in the community which has been uncovered by a
number of Royal Commissions in recent years. The Committee also
notes that a recent internal paper prepared by the Department of
the Special Minister of State, signed jointly by the Secretary
to the Department and the Commissioner of the AFP, was reported
to indicate that criminals are defrauding the Commonwealth of
about %4 billion a year in the areas of customs, company and
personal income tax fraud, and social security fraud. The
Special Minister of State, Mr Young, informed the Parliament
that the report would not be made public but would form the
basis of a much more comprehensive report inte fraud on the
Commonwealth.43 The Committee notes that while this figure was
not based on a detailed investigation of fraud and provides only
a very rough estimate, it does indicate the magnitude of fraud
against the Commonwealth by both the small-time offender and

organised crime.

1.67 The Australian Federal Police indicated that the
Australia Card proposal would be a tool in fighting organised
crime. It believes that it is still very easy for criminals to
assume fictitious identities, whether opening bank accounts or
conducting other financial transactions. As one of the major
difficulties in peolice investigation is the establishment of
identity, the AFP considered that use of the Australia Card
would prove very valuable in identifying criminals and tracing
the money trail through banks and other financial institutions,
especially in relation to insurance frauds. The AFP also
indicated that the Australia Card would be very important for
intelligence gathering when investigating organised c¢rime. A
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universal identifier would enable it to track the money trail
and the identity trail through to people who are controlling the

criminal organisations.

l.68 A number of these matters were summarised at the close
of the evidence by the AFP in the feollowing exchange:

CHAIRMAN - Just to summarise, you contend
that the introduction of the card would have
a greater effect on deterring those many
one-off, small-time offenders than the
organised criminals who, vyou say, have the
ability te circumvent pretty well anything -
not everything, but they have a much greater
ability to circumvent the system. You also
qualified that to say that the foot soldiers,
the small-time people, are an essential part
of the overall strategy and that the key to
opening up some of those larger organisations
may well be a universal identifier which
enables us to track the money trail and the
identity trail through to people who are much
bigger in the scheme of things as far as
criminal organisations are concerned. Is that
a fair summary of what you were saying?

Chief Superintendent Brown - Yes, it is very
accurate, but it is wvery much 1like a
circumstantial case. One cirumstance standing
on its own means very little. As you combine
the circumstances one by one, you form a
picture which is invaluable intelligence and
which 1is an essential ingredient of the
investigation,

1.69 The question of false identities and its use by
organised crime arose in both the Stewart and Costigan Royal
Commissions. The Stewart Royal Commission was appeinted by the
Governments of the Commonwealth of Australia and the States of
New South Wales, Victoria and Queensland to inguire into the
illegal activities of the notorious heroin trafficker, Terence
John Clark and his associates, During its wide ranging inquiry
the Commission also tabled an Interim Report on Passports. This
report was instrumental in tightening up legislation and
administrative practices concerning the issue of Australian
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passports. Some of the findings of this report are of particular
interest to this Committee as it examines the difficulties in
relying on birth certificates as proof of identity.

1.70 The Costigan Royal Commission commenced in October 1980
and was commissioned by both the Commeonwealth and the Victorian
Governments to ingquire into the illegal activities of the Ship
Painters and Dockers' Union. The sgcope of the ingquiry broadened
considerably and five Interim Reports and a sixth Final Report
were presented to both Governments. There were eleven volumes in
the Final Report, five of which have been tabled in Parliament
and published while volumes 6-11 still remain confidential. The
inguiry developed into a major investigation of organised crime
in Australia and covered such areas as drug trafficking and SP
bookmaking as well as the wunion's activities. The Commission
also pioneered certain investigatory technigques, including the
full computerisation, data linking and matching of all material
received by the Commission. The Commission's comments about the
use of false identities were of benefit to the Committee in

drafting this Report.

1.7L When  Mr Frank Costigan QC appeared Dbefore the
Committee, he was asked whether a national identification system
based on a Card would have inhibited the sorts of practices that

gave rise to his inguiry. He replied:

It might have inhibited at a very 1low level
some of the practices which I came across in
the early part of the Commission. I do not
believe it would have inhibited the more
important matters that I was lockihg at in
the last couple of years.

Again, later in evidence Mr Costigan indicated he had 'some
trouble in understanding, except at a low level of crime, how an
Australia Card would help in the fight against organised
crime'.46 Mr Costigan was also questioned about whether there
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was a systematic production of false identities within the area
of organised crime. Senator Puplick asked the

question:

1.72

Card propesal on the basis that it was a

Senator PUPLICK - Can I take you to another
aspect of this which we have raised with most
of our witnesses; that is the extent to which
your investigations uncovered evidence of
systematic production of false identity
papers and mechanisms for establishing false
identities. Within the 1limits you feel
unconstrained to speak, to what extent did
your investigations reveal this to be an
organised, systematic racket in which it
would be just as easy to forge ID cards as to
forge drivers' 1licences, birth certificates,
passport forms or whatever?

Mr Costigan - We saw some evidence of that
but it really was not a significant part of
the investigation. We found with the Painters
and Dockers Union a gquite systematic change
of names and change of identities for
invariably illegitimate reasons. That union
is a wvery small body and it did it fairly
comfortably. It was in-house. They used to
sell the facilities occasionally but it was
basically an in~-house facility, often to hide
people on the run. ... There was certainly a
facility in the community at that level to
obtain false papers, false driving licences,
false employment names, et cetera, but I do
not think it is widespread in the community.
What 'is undoubtedly true is that it was
comparatively easy to do if you knew how to
do it.47

following

Mr Costigan had very strong objections to the Australia

'significant intrusion

into individual_privacy'.48 In his view, it was only possible to

justify such an intrustion if, on balance, the evil

that the

community is attempting to correct and the cost of doing it are

justified.

However,

These arguments are examined further in this Report.

Mr Costigan did indicate that the Card would have been

of some assgistance te his Committee, He stated:
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I do not think there is any doubt that if the
full Australia Card system had been in
operation at the time of my Commission, and
all the databases which are contemplated as
being accessible by the system - including
births, deaths, marriages, et c¢etera - had
all been available and accessible to me
through a computer terminal, it would have
accelerated some of the work I did in
relation to the breaking of false identities.
There is no doubt about that. ... It would
have accelerated, to some extent, my ability
to trace funds, but only to some extent.

1.73 A similar opinion about the wuse of the ©proposed
Australia Card against organised crime was also held by Mr
Meagher QC who was one of the Counsel assisting the Costigan

Royal Commission. He stated:

I do not know that you should allow your
deliberations to be toc much affected by
considerations of what you are going to do
about organised crime. If you are going to
deal with organised <c¢rime you have no
prospect of dealing with it by systems of
identification because that is a very small
part of their operations that they would
abandon without worrying teco much. It would
not cost them wvery much. I really do not
think you should approach it on that basis;
you certainly should not apprecach it on the
basis that this is going to make the
suppresgsion of c¢riminal organisations easier
- it is not., It might limit their activities
in some minor areas. What vyou are really
talking about in justification of the system
is ggopping all the rest, whatever that might
be.

While c¢riminal organisations would not be deterred by the
introduction of an Australia Card, Mr Meagher commented that
there are many 'genuine' criminals who are not members of
criminals organisations and that 'they would probably be
deterred'.3l

1.74 The issue of false identities within the community was
also discussed in some detail by Mr Meagher. He noted that:
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There really cannot be any argument that
there is a great deal of abuse of fictional
names by a number of people. I would not say
that that was something which the majority of
the community is engaged in, in fact, I am
guite confident it is not. It is done by a
small minority of people in the community.
Those who do it are gquite capable of running
many different names. In cases that I have
seen as many as 80 or 100 different names
have been run by the same man, with bank
accounts in each e¢f those names. The reasons
why that would be done are many and varied.
In some cases it 1is 80 as to perpetrate
compensation fraud, as I describe it, be it a
fraud being perpetrated upon either the
Commonwealth or State governments or upon
insurance compahies. That has a fairly high
level of prevalence at the moment and
afflicts third-party insurers greatly. ...
It, of course, stretches over to unemployment
relief, sickness benefits and so on. As to
the multiple bank accounts, most of those who
have been involved in that have been, in my
experience, involved in either illegal
gambling, which is probably the major area,
or in the drug trade, which is the secondary
area. Their objective 1is, of course, to
conceal the ©proceeds of what they are
achieving. It also occurs, of c¢course, in
taxation fraud, although there are more
sophisticated ways of achieving taxation
fraud than simply running a false name.

1.75 Mr Meagher also indicated that there is a third area of
fraud which might be locsely described as inscolvency fraud. He
noted that these are the cases where people, having become
bankrupt or having had their companies go into liquidation and
thus having attracted an unsavoury or uncreditworthy reputation,
re-establish themselves under other names. He then commented:

For all of those reasons a number of pecople
in the community - not a very large number
but sufficiently substantial to cause
substantial losses to government and to
private people - make use of fictional names.
The fictional names of which they make use
are not only names that relate to
individuals, but also names that relate to
companies and businesses. Indeed, in most of
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those areas it does not matter very much
whether the name is that of an %ndividual or
that of a company or a business.>

Mr Meagher suggested that there are other means of tackling
fraud based on false identities other than the Australia Card

proposal. He stated that:

..« Wy inclination would be toc proceed with
less draconian measures at this stage. The
very first measure that I would regard as
imperative would be the computerisation of
information on births, deaths and marriages
and making that freely available.

This matter together with other measures such as stricter

banking controls are discussed in the next chapter.
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