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Foreword
Welcome to Compliance in focus 2013–14, which
sets out what we are doing to manage the risks to
and maintain the integrity of Australia’s taxation and
superannuation systems for the next 12 months.
We have previously published these annual programs
of work as our compliance program for the year.
Our compliance activities cover a full spectrum, from
supporting and educating those willing to do the right
thing to using the full force of the law on those who
deliberately choose to avoid their obligations.
Compliance in focus is not an exhaustive list of all our
compliance activities. It explains our key activities and
focus areas for 2013–14 and provides a snapshot of
our achievements for 2012–13. Case studies
highlight some notable aspects of our enforcement
activities.
This year we will be delivering more support
services for taxpayers who want to do the right
thing, including a simplified and more user-friendly
website, new online services that enable individuals
to access their account details and track the
progress of their returns, and an online assistance
tool for small business.

To ensure those taxpayers less willing to pay their
fair share of tax do meet their obligations, we are
focusing on the following four areas this year.
Our data and information-matching capability
We will continue to expand and enhance this
capability. We now check over 640 million
transactions each year to ensure income is
reported correctly and claims are not overstated.
Tax crime
Although committed by a small minority these crimes
affect the whole community. We will continue to work
closely with other law enforcement agencies and our
international counterparts to deal with those who
seek to abuse our tax and super systems.
Misuse of trusts
We have set up a new taskforce to deal with
promoters, individuals and businesses that seek
to misuse trusts in an attempt to avoid paying their
fair share of tax (including profit extraction schemes,
concealment of income and mischaracterised
transactions).
Profit shifting
Australia is at the forefront of joint activities with tax
authorities across several jurisdictions to ensure that
companies that operate globally pay the right amount
of tax in the appropriate country.

We continually update our understanding of the risks
to Australia’s tax and superannuation systems and
use it to ensure we are providing the right help and
support to willing taxpayers and targeting our active
compliance efforts at the highest priority risks. In
doing this, we consult with tax professionals to
understand what they are seeing.
We will update the online version of Compliance in
focus throughout the year to report on our progress
and identify any emerging risks, including explaining
what we are doing about them. You will find it on
our website, ato.gov.au
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Our compliance strategies
Our compliance strategies are consistent with our
compliance model. The model helps us understand
the factors that influence compliance behaviour and
how attitudes to compliance differ among different
groups of taxpayers and their advisors. Based on
that understanding we apply differentiated
strategies to address risks to the fair operation of
Australia’s taxation and superannuation systems.
ATO compliance model
Attitude to compliance

Compliance strategy

Have decided
not to comply

Use full force
of the law

Try to, but don’t
always succeed

Deter by
detection

Nurturing
willing
participation

Willing to
do the
right thing

Help to
comply

Level of compliance costs

Don’t want
to comply

HIGH

Make
it easy
LOW

We encourage people to 'do the right thing' and
want to make it as easy as possible for them to
do so. Our compliance strategies are designed
to help more people comply voluntarily.

We also provide tax professionals with access
to premium phone services, tax technical experts
and relationship manager support.

We aim to influence all taxpayers to move to the
base of the compliance pyramid, where the cost
of compliance is lowest. The pyramid model allows
us to focus our efforts on those heading to the top,
who engage in risky tax behaviour, including
non‑compliance. By focusing our resources on
those who do not comply, we reduce costs, create
a more level playing field for all taxpayers and instil
the community with confidence in the tax and
super systems.

Helping taxpayers comply

Making it easy to comply
Most taxpayers are willing to comply with their
tax and super obligations. We help them comply
by providing online tools such as e-tax, webinars,
calculators and guides, and face-to-face services
such as seminars and lodgment assistance.
Much of this assistance is provided in a number
of languages.
We also provide reliable advice on technical
matters. We do this through public and private
rulings that are available to all taxpayers at no cost.
At tax time we use information that banks,
government agencies, employers and other
third parties provide us with to pre-fill tax returns.
Pre‑filling helps taxpayers report their income correctly.
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There are times when taxpayers may need extra
help to comply with their tax and super obligations.
Where necessary we will send lodgment and
payment reminder letters, offer record-keeping
visits for businesses, call those who may have
an outstanding debt to arrange debt repayments,
or assist in other ways.
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We make special arrangements to help people
experiencing financial hardship or who have been
affected by natural disasters. This may include
deferral of lodgmentForeword
and payment dates, priority
processing of refunds or remission of interest
our compliance
and penalties.
strategies
Larger businesses and multinational enterprises
individuals
may need more 'real-time' certainty about their
tax affairs, including Employers
double taxation risks on
international dealings. To assist, we provide
advice through products
such as annual compliance
Business
arrangements (ACAs) and advance pricing
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Deterring by detection

Using the full force of the law

Detecting non-compliance and dealing with it
appropriately encourages other taxpayers to
do the right thing and deters those who do not.

Tax crime is a continuous challenge but we are
committed to dealing firmly with it. Where
necessary, we will use the full force of the law to
protect the community from those who intentionally
abuse Australia’s tax and super systems.

The main way we detect non-compliance is by
analysing and matching information reported to
us. We work with state and federal government
agencies and other third parties, such as financial
institutions, to obtain information. That information
is then used to identify discrepancies including
non-lodgment and under-reporting.
Where we detect non-compliance we give
taxpayers a reasonable time to rectify errors or
omissions. Where a taxpayer does not comply we
will take action in the form of reviews and audits,
final notices, penalties or legal action.

Working with other government and law enforcement
agencies, we use a range of strategies, including
prosecution, to find and deal with those who choose
to conceal income or enter into arrangements that
give them unfair advantage over others.
We are also building our relationships with overseas
tax jurisdictions. For example, recent data obtained
collaboratively with HM Revenue & Customs (UK)
and the Internal Revenue Service (US) has been
provided to 15 jurisdictions in the Asia Pacific region.
 Find out more
International initiatives
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Individuals
Over 12 million individuals lodge tax returns. The
majority of these individuals are willing to comply
with their tax and super obligations, and we provide
information and tools to make lodging their returns
as easy as possible. This year individuals can view
the tax return instructions in our digital magazine
for tablets, available through Google play™ and the
Apple App Store. They can lodge their tax return
through the e-tax download for Windows and Mac,
and update their information and check their return
status via our online services and phone application.
More than 600 million transactions are reported
to us annually from sources such as banks, share
registries, employers, merchants, states and
territories and other government departments.
Our comprehensive information-matching capability
enables us to provide individuals with the
information we already hold about them for their
review and inclusion in their tax return. Helping
people get it right the first time reduces the need
for follow-up activity.
Where a person has made an error due to poor
record keeping or a misunderstanding of the law,
we work with them to correct their tax return and
to improve their understanding of their obligations.
Where a person has deliberately lodged a fraudulent
return, penalties will be imposed and prosecution
will be considered.

Compliance focus in 2013–14
We continually make more information available
for individuals to pre-fill their tax returns. This
information is also used in our risk analysis models
to identify individuals who are not lodging tax
returns, failing to declare income or lodging
incorrect claims for deductions, offsets and
other benefits.
In 2013–14 we will focus our compliance
activities on:
n individuals who fail to declare income or make
incorrect claims for deductions and benefits
n the tax risks associated with the use of
complex business structures
n correct reporting of taxable income by wealthy
individuals
n participation in tax planning schemes.
The government has recognised the effectiveness
of our data and information matching activities by
providing us with additional funding to expand and
improve our systems and capabilities. From 1 July
2014 we will have more and higher quality data to
share with individuals and small businesses (mainly
sole traders) about sales of shares, property and
units in managed investment trusts; as well as a
greater range of international bank transactions.

Failing to declare income or claiming
deductions and benefits incorrectly
As we continue to improve our information‑gathering
capabilities, we will further expand our
information‑matching program. Over the next year
we will progressively increase the amount of
information available in our pre-filling service.
We undertake reviews where we identify
discrepancies – such as where individuals do
not report some or all of their income, including
income from a foreign source.
This year we will use new information sources
to check correct reporting of:
n private health insurance rebate claims
n flood levy exemptions
Foreword
n taxable government grants and payments
compliance
n certain payments our
to contractors
in the building
strategies
and construction industry.
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We will continue to provide
advice to new rental
individuals
property owners to help them understand their
Employers
entitlements and obligations,
to ensure they
complete their tax returns correctly. In our
Business
publication, Rental property
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information about expenses
Goodsthey
andcan either claim
immediately or over services
a number oftax
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claim at all.
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Wealthy individuals using complex
business structures
Our analyses show that some individuals who
have high gross incomes or control of significant
net wealth use strategies designed to avoid their
obligations. This includes failing to report all income,
including dividends, capital gains and income from
foreign sources.
The community expects us to ensure that
wealthy Australians pay the right amount of tax.
The government provides us with specific funding
for compliance strategies focusing on wealthy
individuals.
The business affairs of wealthy individuals often
include complex groups involving companies, trusts
and self-managed superannuation funds which may
be structured in ways designed to under-report
income or not disclose asset sales. The blurring of
distinctions between business and personal income
and expenses is a common issue attracting our
attention.
We will contact taxpayers asking them to explain
situations in which their wealth appears inconsistent
with reported tax and economic performance.
 Find out more
Tax compliance for small-to-medium
enterprises and wealthy individuals

Participation in tax planning schemes
Individuals, including self-funded retirees, are often
targeted by promoters of tax planning schemes
promising high investment returns and significant
deductions for complex arrangements that do not
comply with tax laws. We will investigate domestic
promoters and participants in these schemes and
consider prosecution in appropriate cases.

Ongoing compliance activities
In addition to our focus areas for 2013–14 we
will continue our compliance efforts regarding:
n fraudulent returns, identity theft and errors
n incorrect claims for work-related expenses
Fraudulent returns, identity theft and errors
Identity theft for financial gain is an increasing trend
across the globe and Australia is not immune. We
continue to enhance our approaches to detecting
fraudulent refund attempts where identity takeover
occurs, and design our online services to protect
the tax system.
We use 'data mining' and other analytical tools to
identify individuals or organised groups seeking to
exploit the tax system through making deliberately
false claims or engaging in identity theft. Where it
is apparent that fraud has occurred, penalties will
be imposed and we will consider prosecution.

We are working with tax professionals to ensure
they are confirming their clients’ identities before
lodging their returns to protect the security of
their clients’ personal information.
We will also indentify errors made by individuals
as a result of poor or no record keeping or
misunderstanding of the law. In these cases
we will work with those individuals to ensure
they understand their obligations.
Incorrect claims for work-related expenses
We will continue to maintain a focus on incorrectly
claimed deductions, concessions, offsets and
credits. Work-related expense claims in particular
are continuing to increase. This year we will pay
Foreword
particular attention to
high claims made by:
n building and construction labourers, construction
our compliance
supervisors and project managers
strategies
n sales and marketing managers.
individuals
We will also look closely
at high work-related travel
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Goods and
services tax
Superannuation

TAX PROFESSIONALS
Snapshot

6

Compliance in focus 2013–14

CONTENTS

Case studies
Unsubstantiated work-related travel expenses
A building construction labourer claimed
work‑related expenses totalling almost 60% of
their salary and wages. The taxpayer declared an
allowance of $12,000 and claimed work-related
travel expenses totalling $34,000 in their income
tax return. The allowance was not shown on the
taxpayer’s payment summary because it was part
of their salary and wages.
The taxpayer believed by declaring the allowance
they did not have to keep the necessary written
evidence to support their claims. When requested,
the taxpayer could not provide evidence that they
had incurred work-related travel expenses.
The taxpayer’s assessment was amended to
remove the allowance and the expense claims.
The taxpayer had to pay a tax shortfall amount,
interest and a penalty for failing to take reasonable
care in preparing their income tax return.

Individuals and organised crime
Authorities suspected that a syndicate, with
members in several Australian states and links
to at least four countries, was involved in
trafficking illicit drugs into and out of Australia.
Australian law enforcement agencies investigated,
and Australian Transaction Reports and Analysis
Centre (AUSTRAC) evidence indicated that a
corporate entity linked to the syndicate was
transferring funds offshore as well as laundering
money on-shore. We audited a number of the
members and detected that their tax returns
were not commensurate with their lifestyles or their
assets. As a result, assessments totalling in excess
of $5 million are being raised on a number of the
members.
This is an example of the ATO working collaboratively
with other agencies in a whole‑of‑government
approach to dealing with serious and organised
crime. Our key focus is on protecting revenue from
criminal and economic abuse of the taxation system.

Identity theft and refund fraud
An ATO operation into fraudulent e-tax returns
identified a number of suspect bank accounts
and post office boxes which we then monitored.
A NSW man used taxpayer information stolen from
his employer to prepare tax returns for people he
had never met and did not know. He did not hold
any authorisation to act on their behalf.
The tax returns were characterised by false income,
false tax withheld and large claims for expenses, as
well as attempts to channel refunds through many
of the post boxes and bank accounts we had been
monitoring.
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Department of Immigration and Citizenship records
show that most of the people whose identities had
been taken over hadForeword
left Australia. Those who
remained in Australiaour
confirmed
that the details on
compliance
the tax returns werestrategies
incorrect, that they did not earn
the declared income or incur the expenses claimed,
individuals
and they did not operate
the accounts nominated
for receiving the refunds.
Employers
The attempted fraud totalled $254,645. The
Business
defendant was sentenced
to a total of six years
and six months jail with a non-parole period of
Goods and
two years and six months.
services tax
Superannuation
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Employers
Employers play a major role in ensuring the
integrity of the tax and superannuation systems
is maintained, with almost half of all tax collected
flowing through about 800,000 employers.
Employers manage obligations relating to their
employees, including:
n pay as you go (PAYG) withholding
n superannuation guarantee
n fringe benefits tax (FBT).
Most employers do the right thing, and we support
them by providing tables, calculators, tools and
other information to help them meet their
obligations.

Compliance focus in 2013–14
In 2013–14 we will focus our compliance activities
on the following emerging risks:
n reporting of PAYG withholding
n identifying and correctly reporting fringe benefits
provided to employees.
Reporting of PAYG withholding
Employers must withhold amounts from payments
of salary and wages made to employees and report
and pay these amounts to us. While most
employers do the right thing, we will pay particular
attention to those who may not be meeting their
obligations and work with them to ensure they are
withholding and reporting the correct amount of
PAYG withholding.
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We use intelligence gathering and information
matching to detect employers who are potentially
not meeting their obligations. We conduct reviews
and audits when we detect discrepancies indicating
that employers are not withholding and reporting
correctly.
Identifying and reporting fringe benefits
We will focus on employers that fail to recognise
they have fringe benefits tax obligations, paying
particular attention to those that do not lodge FBT
returns. Recent compliance activity targeting car
fringe benefits revealed that in many cases where
there was an FBT adjustment, employers had
simply failed to recognise and report their FBT
obligations.
We are increasing our efforts to identify employers
that may have an FBT obligation but are not in the
FBT system. We will use third-party information to
identify those operating outside the system, and
take firm action where employers have deliberately
sought to avoid their obligations.

Ongoing compliance activities
In addition to our focus areas for 2013–14
we will continue our compliance efforts in
the following areas:
n workers incorrectly treated as contractors
rather than employees
n payment of superannuation guarantee.

Workers incorrectly treated as contractors
Across a number of industries, we continue to
see purported contracting arrangements being
misused by employers with the intention of
avoiding employment overheads.
We will investigate employers that intentionally try
to avoid their tax and superannuation obligations
by improperly treating workers as contractors
rather than employees. We will assist employers
to understand and meet their obligations.
Where non-compliance is detected we will apply
penalties.
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Foreword
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Superannuation guarantee
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increased. We will monitor employers to ensure
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amounts of superannuation
into their employees’ funds. Where appropriate,
and regime to
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Case study
Failure to correctly withhold and report PAYG
withholding.
A labour hire firm set up a trust as a scheme to
disguise payments to labour hire workers. Workers
who performed work or services directly for clients
of the labour hire firm were invited to become
beneficiaries of the trust. Trust distributions were
paid regularly to these workers in return for work
or services performed. Some workers used the
trust scheme to further reduce their tax by splitting
income with their spouses and family members.
In 2011 we issued the taxpayer alert Certain labour
hire arrangements utilising a discretionary trust to
split income. Although the firm was aware of the
taxpayer alert it did not change its practices. Our
investigation found that the firm was carrying on a
labour hire business, therefore the payments made
to workers were subject to PAYG withholding.

The trust was penalised for failing to withhold
PAYG withholding from amounts paid to its large
workforce over a number of years. We are following
up to ensure that the labour hire workers have
lodged income tax returns and correctly reported
their income.
 Find out more
Taxpayer alert: Certain labour hire
arrangements utilising a discretionary
trust to split income
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Business
Large and multinational
businesses
About 1,300 large or multinational businesses
operate in Australia, each with over $250 million
annual turnover or more. These businesses play
a crucial role in the tax and super systems,
contributing 68% of company and superannuation
fund income tax. They also act as intermediaries
in managing tax-related transactions between us
and other taxpayers. Our online publication, Large
business and tax compliance, contains information
on how we manage the tax obligations of large
and multinational businesses.
Most large and multinational businesses comply
with tax laws. However some purposefully seek
out opportunities to exploit vulnerabilities in those
laws. By doing so they undermine the policy intent
of the law and the integrity of Australia’s corporate
tax base.
Different countries have different tax systems
and these create opportunities for multinational
companies to shift profits to jurisdictions where they
are taxed more lightly, eroding Australia's tax base.
Some companies over or under-price goods and
services charged to related companies in other
jurisdictions to achieve a tax benefit. An example
is the use of ‘service hubs’ in lower taxing countries.
Some multinational companies are manipulating
equity and debt ratios across borders to their
advantage (called ‘thin capitalisation’), with
consequent loss of revenue to Australia.
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Other business arrangements that can cause
concern include:
n unnecessary and contrived steps in financial
arrangements
n attempts to disguise asset sales to avoid
capital gains tax
n questionable asset valuations
n inappropriate use of stapled structures
n opportunistic use of the tax consolidation
cost‑setting provisions to seek increased
revenue deductions and other tax benefits.
In 2013–14 we will focus our compliance activities
on companies that engage in practices designed
to shift profits offshore or avoid tax obligations.
 Find out more
Large business and tax compliance

Medium-sized businesses
In Australia around 160,000 medium-sized
businesses have an annual turnover of between
$2 million and $250 million. These businesses
range from relatively simple single entities to highly
complex groups, many with offshore interests.
Around 98% of these businesses are
privately‑owned.
Privately owned groups, often controlled by
a wealthy individual or family, can be designed

with complex business structures to avoid tax and
superannuation obligations. Compared with public
companies, not all private groups are required by
corporation law to fully disclose their financial
activities and this may provide opportunities for
inappropriate tax planning.
We have developed 'data-mining' tools that help
us understand the relationships between individuals,
trusts, partnerships and companies within a group.
We then focus on these groups and key decision
makers to detect all income, assets and any
compliance irregularities.
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This year we will focus on securing outstanding
lodgments from medium-sized businesses,
particularly trusts, partnerships and entities within
Foreword
privately owned groups.
We will also investigate
whether trustees and
partners
have any outstanding
our compliance
lodgment obligations.
strategies
Compliance issues among privately owned groups
individuals
include shareholders accessing tax-free company
funds through inappropriate
shareholder loans;
Employers
individuals using business funds for personal
expenses; and shareholders
using the business'
Business
lifestyle assets for private purposes. We also
and
identify risks relatingGoods
to:
services
tax
n misuse of trusts and omitted income
n capital gains tax non-disclosure
and
Superannuation
under‑reporting, and
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Where medium-sized businesses try to operate in
the cash or hidden economy we will pursue them.
 Find out more
Tax compliance for small-to-medium
enterprises and wealthy individuals

Small businesses
Many small businesses (with annual turnovers
of less than $2 million) find it difficult to meet their
tax and superannuation obligations because they
lack time or resources, or have inadequate record
keeping and business practices. Recognising
the challenges small businesses face, we actively
support the majority who make honest attempts
to comply with their obligations.
Our focus with small businesses is early intervention
to help them meet their obligations. For example,
we provide assistance for businesses with
overdue lodgments and debt before they reach
unmanageable levels.
However, we see failure to report income
and over‑claiming of concessions across the
small‑to‑medium part of the spectrum, from
small businesses attempting to hide income
and operate in the hidden or cash economy
to companies inappropriately seeking capital
gains tax concessions available to business.

11

Compliance in focus 2013–14

We have expanded our information-gathering
capabilities to include more small business
transactions, such as payments to contractors in
the building and construction industry and capital
gains from the sale of shares and property. Through
our pre-fill service, we will provide information to
businesses and sole traders to help them lodge
correct returns. In the future, we will identify
businesses and sole traders who fail to report
income, as we collect more information on the
transactions undertaken by small business.

The federal government has provided specific
funding to improve the accuracy of information
on the register. We will contact over 600,000 ABN
holders asking them to check that their business
details are up to date on the register. Further,
through data matching we will identify businesses
that are no longer trading and cancel their ABNs.
We will also focus on registrants we believe are
not entitled to ABNs, particularly where we consider
they are employees rather than contractors.

In time, businesses that fail to report income will be
even more readily identified. Any business that fails
to properly engage with us may be issued with a
default assessment or, in some cases, prosecuted.

Charities and not-for-profit organisations
From 3 December 2012, the Australian Charities and
Not-for-Profits Commission (ACNC) is responsible
for determining an organisation's charitable status
for all Australian government purposes. The ATO
retains responsibility Foreword
for administering tax concessions
for the not-for-profit our
sector,compliance
to ensure that non-profit
entities are using thestrategies
range of tax concessions
available to them appropriately for the community's
individuals
benefit. We work with
the ACNC to ensure that
charitable organisations understand and meet
Employers
their obligations.

Australian Business Register
The Australian Business Register (ABR) issues
businesses with Australian business numbers (ABN)
and is Australia’s source of registered business
information. A whole-of-government resource and
valuable community asset, the data in the ABR is
used by all levels of government to support planning
and decision-making on economic development,
infrastructure investment and disaster management.
The business identity information stored on the ABR
is also made available to the public through the
‘ABN Look-up’, a service that receives over
300 million search requests annually.
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Compliance focus in 2013–14
Profit shifting and e-commerce
Profit shifting is becoming increasingly common
among large and medium-sized multinational
entities. The profit-shifting risk involves the
inappropriate pricing of international transactions
between related companies to 'move' profit,
generally to a lower taxing jurisdiction. It can also
involve the use of complex restructures, such as
establishing offshore marketing or service hubs
in low-tax jurisdictions, to achieve this. We are
also looking closely at the growth of e-commerce
businesses and the opportunities these businesses
may be using to circumvent existing tax laws
governing when profits are taxable in Australia.
Our risk assessment, audit and advance pricing
arrangement work help us address profit-shifting
activities. It is an area that causes us continuing
concern and the government has given us
additional funding to help us reduce this risk.
Additionally, we will continue to support government
initiatives such as the Treasury Specialist Reference
Group to address tax minimisation among
multinational enterprises and to improve the
transparency of Australia’s business tax system.
This will feed directly into the work of the
Organisation for Economic Cooperation and
Development (OECD) and the G20, which both
consider multilateral responses to base erosion
profit shifting.
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We are actively engaging and working with other
jurisdictions to facilitate multilateral compliance
action to address profit shifting among large
multinational entities, drawing particularly on the
resources of the Joint International Tax Shelter
Information Centre.
 Find out more
n
n

Treasury Specialist Reference Group
Joint International Tax Shelter
Information Centre

Misuse of trusts, including omitted income
We have seen significant growth in the use of
trusts in recent years. With this growth we have
seen increased attempts to exploit legal boundaries
to reduce tax payable. Most of the 700,000 trusts
now registered in the Australian tax system are
discretionary trusts used for a wide variety of
business and investment activity.
An emerging type of scheme involves trustees
artificially reducing trust income in an attempt
to direct tax liabilities to certain beneficiaries
(who have little or no capacity to pay the debt)
while actually using the income for their own benefit.
We have introduced new labels in the trust return
to help us identify such schemes and take action
against them.

Our new Trusts Taskforce will focus on these and
other tax avoidance and evasion schemes. The
taskforce is not targeting ordinary trust arrangement
and tax planning associated with genuine business
or family dealings. We will work with other agencies
where necessary to ensure that the full force of the
law is used against those involved in the most
egregious schemes.
 Find out more
Trusts Taskforce
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CGT non-disclosure and under-reporting
We continue to see Foreword
businesses engage in complex
restructuring that attempts to disguise asset sales
or manipulate asset our
valuations
to artificially reduce
compliance
their capital gains tax
(CGT) liabilities. Some
strategies
businesses attempt to reclassify revenue and
capital items so theyindividuals
can inappropriately access
concessional tax treatments. Others simply fail
Employers
to disclose capital gains tax events or they claim
the small business concessions
Business when they are
not eligible.
Goods and
We will conduct a number
of audits
services
taxand reviews
to identify incorrectly reported (or non-reported)
capital gains and losses.
We will continue to focus
Superannuation
on ensuring that foreign residents disposing of
TAX PROFESSIONALS
Australian property disclose
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and pay capital gains tax where liable.
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Ongoing compliance activities
In addition to our focus areas for 2013–14
we will continue our compliance efforts in
the following areas:
n fraudulent phoenix activity
n inappropriate consolidation outcomes
n offshore banking units
n exploration expenditure claims
n resource rent taxes
n research and development
n use of the Reportable tax position schedule
n fuel tax credits
n private company schemes
n wine equalisation tax (WET) producer rebate
n 'taxable payments' reporting in the building
and construction industry
n small business: cash economy
n small business: benchmarks
Fraudulent phoenix activity
Phoenix activity refers to the deliberate liquidation
of a business entity to avoid financial obligations
such as PAYG withholding, income tax, GST
and superannuation liabilities, without risking
the operator’s assets, and with the intention
of resuming business through a new entity.
This fraudulent activity is widespread among
labour intensive industries, and we also regularly
see property developers engaging in this behaviour.

Some developers deliberately disengage from
the tax system at the point of sale and fail to
meet their GST obligations. They then create
new entities for future property developments.
We have identified over 2,000 property developers
who have placed companies into liquidation with
outstanding GST obligations on multiple occasions.
This behaviour is a key indicator of potential phoenix
activity. In 2013–14 we will engage with developers
who do this by demanding lodgment, enforcing
payment and applying penalties. Through this action
we aim to deter potential phoenix activity before
this behaviour becomes persistent.
We will continue our efforts to reduce phoenix
activity more broadly by monitoring, auditing and
enforcing debt collection. If necessary we will use
the new director penalty regime to make directors
personally liable for their company’s outstanding
PAYG withholding liabilities and employee
entitlements, such as superannuation guarantee.
The most serious cases will be referred to ASIC
or prosecuted.
Consolidation – inappropriate outcomes
Applying the consolidation cost-setting rules
incorrectly when an entity joins or leaves a group
or restructures can lead to outcomes not intended
by the consolidations regime.

In the coming year we will not only continue
to focus on outcomes that go beyond the
consolidation regime, we will also seek
assurances that large and medium-sized taxpayers
are complying with the 2012 Consolidation law
changes, which address claims relating to rights to
future income and the residual tax cost-setting rules.
We will also be examining behaviour arising from
the recent federal budget announcements to
improve the integrity of the consolidation regime.
Offshore banking units
We will continue to review compliance with the
offshore banking unit (OBU) provisions to ensure
that OBU tax claims are within the law. The focus
Foreword
of our enquiries will cover
a number of areas of
potential non-compliance, including ensuring that:
our compliance
n activities returned in the OBU are of the type
strategies
permitted under the law
n activities included individuals
under the OBU meet the
funding requirements in the legislation
Employers
n the deductions being
recorded against OBU
income are in line with the deduction rules in
the legislation. Business
Goods and
Exploration expenditure
claims
services
tax
In 2013–14, we will continue our scoping project
Superannuation
on exploration expenditure,
including undertaking
reviews in cases causing concern. The scoping
TAX PROFESSIONALS
phase will include reviewing the governance
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arrangements that taxpayers have in place for
calculating and reporting exploration deductions
in their tax returns and schedules. The review
phase will include:
n reviewing cases for exploration 'first use'
claims relating to mining rights and information
n verifying the nature and eligibility of the amounts
claimed where projects move to development.

Research and development
We will work closely with AusIndustry to ensure
that the new definition of research and development
(R&D) activities is being appropriately applied.
Under the R&D Tax Incentive there are new
limitations around claiming software development
if the dominant purpose is for the internal company
administration, or administration of connected
entities or affiliates.

Our work in developing the schedule and piloting
it with nominated taxpayers has emphasised the
importance we place on identifying and resolving
issues early. The schedule supports our shift from
post-lodgment compliance activities to a real-time
engagement model for taxpayers in the large
market, acting as a 'safety net' to catch issues
not already disclosed.

Resource rent taxes
Minerals resource rent tax taxpayers will find
that we are paying particular attention to:
n identification of mining project interests
n how iron ore and coal assets are valued
for starting base purposes
n how 'effective life' of those assets is
determined and
n how revenue is calculated at the valuation point.

A business's records must also clearly demonstrate
the necessary direct link between the registered
R&D activities and expenditure being claimed for the
purposes of the R&D offset. Where the expenditure
is between associates we will be looking to ensure
that the amounts have been paid and that any
mark-ups between connected or affiliated entities
have been excluded.

For petroleum resource rent tax (PRRT) taxpayers,
we will continue to focus on claims made for
deductible and exploration expenditure. Taxpayers
new to PRRT will find we look at reasonable
valuation of their assets for starting base purposes.

Reportable tax position schedule
Our Reportable tax position schedule is designed
to identify potential risks to revenue by requiring
taxpayers to report on transactions that meet
certain criteria. It is being trialled with certain
taxpayers in the large business market.

Fuel tax credits (FTC)
The largest claimants
for fuel tax credits are
Foreword
predominantly in the mining, construction and
transport industries.our
Thesecompliance
industries account
for 65% of the overall
$5.5 billion paid out for
strategies
fuel tax credit claims in 2011–12.
individuals
Multiple changes to the fuel tax credit entitlements,
Employers
including the clean energy
measures, mean that
different rates now apply to various fuel types
Business
and activities.

The schedule is an addition to the annual income
tax returns for the nominated taxpayers and is
designed to complement our pre-lodgment
compliance reviews conducted in the large business
market. It is also intended to support our goals of
increased transparency, timely engagement and
consistent treatment of taxpayers.

Goods
and
We have recently begun
fuel tax
credit assurance
services
workshops in which we seek to tax
obtain assurance
that taxpayers are meeting
their FTC requirements.
Superannuation
These workshops are designed for taxpayers to
demonstrate to us that:
TAX PROFESSIONALS
n their fuel management and FTC systems and
Snapshot
controls are adequately
robust

We will also continue to work with the industry and
the tax profession through the Resource Rent Tax
consultative committee to ensure we understand
the industry's issues and develop timely solutions
to them.
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 Get it done
Reportable tax position schedule
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n

the FTC claims resulting from their systems
and controls have reflected, and will continue
to accurately reflect, their FTC entitlements.

Helping entities to get their FTC claims right will
be integral to our overall communication strategy.
We have three tools to help.
 Get it done
n
n
n

Fuel tax credit eligibility tool
Fuel tax credit calculator
Fuel tax credit calculation worksheet

Private company schemes
We will continue to focus on tax avoidance
schemes that attempt to extract profits from
privately owned businesses in ways that reduce
or eliminate the ordinary shareholder's tax liability.
Some arrangements feature the creation of new
share classes to stream dividends to associated
entities with lower tax rates or with accumulated
losses. Other arrangements involve claiming inflated
deductions to reduce reported profits so that funds
can be transferred to shareholders or associates
without triggering the deemed dividend rules.
We will keep monitoring the environment to detect
these schemes. When we do detect them we deal
with them through warnings to the community and
tax professionals, reviews or audits of potential
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participants and, where appropriate, civil or
criminal sanctions against the entities facilitating
such arrangements.
Wine equalisation tax (WET) producer rebate
This year our compliance activities will include
checks to see if claims for the WET producer rebate
are accurate. Specifically, we will examine whether
or not structured and uncommercial arrangements
have artificially created entitlements for multiple
entities to claim the rebate.
Arrangements like these undermine the intent
of the rebate and place genuine producers and
winemakers at a commercial disadvantage.
Schemes involving associates, blending and
further manufacture are being closely analysed.
Investigations will include formal interviews, third
party checks and detailed enquiries about growers,
producers, wholesalers and brokers to the wine
industry. In addition to applying the WET Act, we
may apply the general anti-avoidance provisions
and promoter penalty laws. Where appropriate,
criminal sanctions may apply.
Taxable payments reporting in the
building and construction industry
From 1 July 2012, businesses in the building
and construction industry must report the total
payments they make to each contractor for
building and construction services each year.

The new taxable payments reporting is aimed at:
n improving compliance with tax obligations by
contractors in the building and construction
industry
n creating a level playing field for businesses
and improving tax fairness within the industry.
Specifically, the system is aimed at addressing
identified compliance problems in this industry
that include:
n non-lodgment of tax returns
n omission of contract income by contractors
in their tax returns
n non-compliance with GST obligations.

Contents

The system is expected to promote voluntary
compliance. Contractors who know their income
is being reported areForeword
more likely to include the
income in their tax returns.
our compliance
strategies
Our education and assistance
activities have been

aimed at helping businesses
and their intermediaries
individuals
understand the reporting system and making sure
they are ready to comply.
Employers
Annual reporting starts
in July 2013, covering
Business
payments made in the 2012–13 year.
Goods and
services
taxeconomy
Small business: cash
or hidden
Hiding income or operating
outside the tax
Superannuation
system is known as operating in the cash
or hidden economy TAX
and is
a problem in all
PROFESSIONALS
developed countries.
Snapshot
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Over 1.6 million small businesses in Australia have
high volumes of cash transactions. Most pay tax
correctly, but some under-report income tax or GST
and unfairly compete with honest businesses. We
use increasingly sophisticated risk models, industry
comparisons, data-matching, community information
and new approaches to audit to identify businesses
doing the wrong thing and create a more level
playing field for those that are doing the right thing.

In three cases where businesses had kept very
poor records the benchmarks were used to work
out how much tax the business should have paid.
This technique was accepted by the judicial system
on all occasions, although one of these decisions
is currently under appeal.
 Find out more
Small business benchmarks

Small business: improved benchmarks
and judicial support
We publish small business benchmarks on our
website that summarise the information businesses
report to us in their income tax returns and activity
statements. These benchmarks allow individual
businesses to compare themselves with their peers
and to identify whether their reported information
looks unusual.
The Inspector-General of Taxation reviewed our
use of the benchmarks and found that they were
supported as a risk identification tool. He also
provided some recommendations about how to
make them even more effective to help taxpayers
do the right thing and to correct those who do
not. We are working on implementing the agreed
recommendations.
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our compliance
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Case studies
Misusing trusts to avoid tax
We received information through our risk
identification processes that a taxpayer was
operating a business through a discretionary
trust and that, for the relevant year, there was
a substantial mismatch between the trust's
distributable income and its taxable income.
On closer examination we found that the taxpayer
was attempting to exploit a perceived weakness
in the trust law to reduce the amount of tax paid
for that year by artificially creating such a mismatch.
Specifically, the business had made a trading profit
of $100,000 and a capital gain of $900,000 in the
relevant year.
In the trust deed the trust income was defined as
being equal to the trust's taxable income, unless
the trustee determined otherwise. That is, the
default position is that the trust income would
have equalled the taxable income of $1,000,000.
However, the trustee determined that the capital
gain was excluded from trust income. That is,
the trust income was deliberately said to only
be $100,000.
At the same time, the individual controlling the
entire operation (business and trust) formed a new
company that was made a beneficiary of the trust,
and the trustee resolved to distribute 100% of the
$100,000 trust income to that beneficiary.
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The company was only entitled to receive the
$100,000 trust income, but it was assessed on
100% of the $1,000,000 taxable income (applying
the proportionate approach to taxing trust income).
As a result, the company could not pay its tax
liability and was liquidated.
The controlling individual received the capital
distribution of $900,000, arguing that it was
tax‑free because it was assessable to the corporate
beneficiary under the proportionate approach
to taxing trust income.
We applied the general anti-avoidance provision
(Part IVA) to combat the arrangement and to tax
the controlling individual on the tax benefit.
Scheme penalties of 50% were also applied.
We will continue to use the full force of the law to
target serious non-compliance schemes such as
these. Our Trust Taskforce will pursue trustees and
beneficiaries engaging in tax avoidance behaviours.
Multinational entity with a marketing
arrangement
An Australian-based subsidiary of a foreign-owned
company has traditionally run its Australian business
here in Australia. As part of a global reorganisation,
certain assets, risks and functions that are allegedly
of high value were transferred to another subsidiary
that had been established in a low-tax jurisdiction.
As a result, the Australian company is purported
to be just a simple, low risk, routine operation that

must make payments to the offshore entity for the
marketing and mobile services it once performed
for itself.
It appears to us that the costs for these functions
are much more significant now that the Australian
company is required to pay the overseas subsidiary
for them than they were when the Australian
company performed them directly. This means
that the Australian company has been stripped
of potential profits and the Australian tax base
has been eroded.
The law effectively requires companies engaged in
international transactions to charge or pay the same
amount as they would have if the other company
was unrelated to them. It also requires the
Australian companyForeword
to keep sufficient supporting
documentation to demonstrate
that the quantum
our compliance
and value of servicesstrategies
or assets that are being paid
for have been calculated on an independent, arm's
length basis. There can
also be specialised issues
individuals
about the liability to taxation if:
Employers
n the foreign company
is a controlled foreign
corporation
Business
n capital gains tax might be payable on the transfer
of the assets overseas
Goods and
n withholding tax might
be payable
services
taxon the overseas
payments.
Superannuation
If companies wish to know if their arrangements
are in accordance with
law, they can enter into
TAXthe
PROFESSIONALS
an advance pricing arrangement with us (where
we clear the arrangement
and the pricing).
Snapshot
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Where no advance pricing arrangement is in place,
the types of reorganisations described above will be
subject to rigorous scrutiny to ensure they comply
with the requirements of the law.

Tax evaders will be penalised
A Brisbane court sentenced a kebab shop owner
to two years in jail, with a minimum three months to
serve and over $60,000 in fines, after an ATO audit.

Our compliance investigations will include:
risk reviews to help us understand the
taxpayer’s industry, business and international
transactions, and
n comprehensive transfer pricing audits.

Our risk models identified inconsistencies between
the taxpayer’s personal circumstances and what he
was reporting to us. The audit revealed that during
the course of the year the taxpayer deposited on
average $2,100 a week, over $112,000, of business
takings into his personal bank account, equivalent to
over $41,000 of personal and business income tax.

n

It is vital that Australia’s revenue base is not unfairly
jeopardised. We aim to ensure that multinational
companies pay the appropriate amount of tax and
we are working, in a fully transparent manner, with
other international jurisdictions to make sure this
occurs. We are using our formal arrangements with
other revenue authorities to exchange information
to make sure we understand these international
and sometimes global reorganisations.

It also revealed that he had evaded over $18,000
in GST liabilities and over $4,000 in withholding
tax from wages he paid to staff in cash.
While the taxpayer had kept business records, he
did not provide them to his accountants and was
not asked for them.
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Goods and services tax
There are 2.73 million entities currently registered
for GST. They comprise:
n micro enterprises (91%)
n small-to-medium enterprises (5.9%)
n non-profit organisations (2.4%)
n large businesses (0.35%) and
n government organisations (0.35%).

Ongoing compliance activities

The net GST collection (including through Customs)
for 2011–12 was $46 billion, with just over 1.9 million
entities making GST-related lodgments in 2011–12.

We review all refunds and identify around 2%
of refunds for review where the refund is unusual
or there appears to have been some suspicious
activity. In such cases we contact the business,
their representative or third parties (or all of them),
to understand the nature of the enterprise and
what gave rise to the refund.

Compliance focus in 2013–14
GST classification: business systems integrity
We are focused on taxpayers in the mining,
wholesale trade, manufacturing, financial and
insurance services, government and retail trade
industries that are experiencing change or have
undergone complex structural change to their
business systems.
We will conduct governance and risk workshops to
jointly identify and resolve potential issues and risks,
and we will provide help and education. In particular
we will encourage small-to-medium market
taxpayers in high-risk industries to conduct a health
check on the integrity of their business systems.
In all interactions we will stress how important it is
that businesses invest in their tax and accounting
functions, and in their IT and accounting systems.
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Refund integrity
We issue around 2.2 million refunds totalling
$53 billion each year. A small proportion of these
are claims containing errors or misinterpretations
of the law, or are attempts to defraud.

Our aim is to help and educate those who have
inadvertently made a mistake and take stronger
action with those who deliberately flout the law.
We are currently looking at identity crime and how
it is being used to obtain fraudulent refunds. Our
detection systems are being strengthened and
we will make it harder for identity fraud to occur.
Real property
We continue to monitor and investigate taxpayers
that incorrectly report GST when they acquire, use,
develop, sell or transfer real property.
Sometimes these errors are inadvertent, so we offer
help and education to those taxpayers who do not
understand how to calculate the GST payable on
their property-related transactions through our
web-based tools and public rulings.

We use external data to match property transactions
with business activity statements to identify
under‑reporting of sales. Follow-up compliance
activity will ensure that each property‑related
transaction is accounted for correctly.
Serious evasion
Although significant and deliberate non-compliance
with GST obligations is not common, we take
strong action against individuals and businesses
that deliberately do not comply.
We verify the information taxpayers provide with
third parties, including suppliers, customers and
banks. For example, a business with no trading
history or sales claimed a $260,000 GST credit,
Foreword
allegedly related to the
purchase of machinery.
However, when we conducted further enquiries,
compliance
including examining our
the tax
invoice and banking
strategies
records, and talking to the bank, we found that the
credit claim was fraudulent
and that the documents
individuals
the business supplied to support the purchase were
fabricated. The caseEmployers
was referred for prosecution.
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This year, we will increase
the number of default
Business
assessments issued to taxpayers that persistently
Goods and
fail to lodge activity statements.
Using data
services
matching, we are able
to identifytax
whether a
business has income or is trading. This information
Superannuation
allows us to estimate
the tax owed. Default
assessments are issued with penalties of up
TAX PROFESSIONALS
to 75% of the tax liability – a clear incentive for
taxpayers to lodge before
we reach that stage.
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Superannuation
Australia’s superannuation system is designed
to help people fund their retirement through
concessional tax benefits and payments.
Contributions are made into approximately
31.6 million member accounts in 3,700 funds
regulated by the Australian Prudential Regulation
Authority (APRA), and around 500,000 self‑managed
funds regulated by the ATO. Currently, Australian
superannuation assets total close to $1.6 trillion.
The Australian government is engaged in a program
of reforms to the superannuation system, over
several years, to improve its efficiency and help
people make informed decisions about their
superannuation. Key components of the reforms
will increase data integrity, making it easier to
transact across the system, and help Australians
engage with their superannuation.

Compliance focus in 2013–14
In 2013–14 we will focus our compliance
activities on:
n re-engaging people with their superannuation
n fund reporting, data and payment standards.
Re-engaging people with their
superannuation
We will continue to focus on improving the online
tool, SuperSeeker, and on implementing other
changes to help people locate and manage
their superannuation accounts.
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We will also help super funds in their efforts to
reunite people with their superannuation. We will
do this by helping them to identify correct tax file
numbers, find account holders and consolidate
accounts.
Fund reporting, data and payment standards
A critical aspect of the superannuation reforms is
the new data and payment standards for electronic
rollovers and contributions.
As the changes start to take effect for APRAregulated funds and retirement savings account
(RSA) providers from 1 July 2013, we will provide
support and guidance to help funds get this right.
It is important that all super funds report correct
data because we depend on this information to:
n reunite people with their lost superannuation
n maintain the integrity of the lost members register
n pay co-contributions and low-income
superannuation contributions
n issue excess contributions tax assessments
n reduce tax concessions for high-income earners.
We will provide guidance and support where the risk
of non-compliance is low and focus our compliance
activities on funds that have a higher risk of not
reporting correct information. Where warranted,
we will apply penalties for non‑compliance.

Ongoing compliance activities
In addition to our focus areas for 2013–14
we will continue our compliance efforts in
the following areas:
n	Superannuation guarantee
n	Self-managed superannuation funds
n Approved auditors
Superannuation guarantee
Every time an employee tells us that their employer
has not paid their superannuation guarantee
entitlement, we investigate. In the coming year
we expect to contact around 12,000 employers
as a result of these complaints.

Contents

Employers in some industries present a higher risk
Foreword
than others of not complying with their superannuation
guarantee obligations.
Wecompliance
will audit employers in
our
the following industries:
strategies
n cafes and restaurants
n carpentry servicesindividuals
n real estate services.
Employers
Employers may be held accountable for their
Business guarantee
company’s unpaid superannuation
debt under the new director penalty regime.
Goods and
services tax
Superannuation
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Self-managed superannuation funds
This year we will continue to focus on self-managed
super funds that misuse the concessional tax
environment, deliberately or unintentionally.
We monitor the registrations of self-managed funds
using information on the Australian Business
Register (ABR). If a fund is in its first year of operation
and we consider it highly likely that it will not operate
correctly, we will remove its lodgment concession.
This means the fund must lodge by 31 October,
and we will follow up to ensure it lodges by that
date. We will not issue a notice of compliance until
after the fund has lodged its first annual return and
we are satisfied that it is doing the right thing.
Some trustees breach their obligations, making
investments that are not eligible for the concessional
tax rate or incorrectly reporting information. We will
focus on:
n whether the fund has been established as
a genuine superannuation fund
n lodgment obligations
n the use of prohibited loans
n related party transactions
n funds with a history of non-compliance
n incorrect reporting of exempt current pension
income, tax losses and non-arm’s length
transactions.

The increasing amount of retirement wealth invested
through self-managed funds is an attractive target
for fraudulent schemes. Many of these schemes
appear extremely professional and generally
promise unrealistic returns. We are strengthening
our intelligence work to improve detection, working
closely with APRA, the Australian Securities &
Investments Commission (ASIC) and the Australian
Crime Commission (ACC).
Approved auditors
We provide support to approved auditors but we also
monitor their competence, including via contravention
reports. We refer any concerns we have to ASIC, with
whom we work closely on the registration regime for
auditors of self-managed funds.
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Case study
Trustee imprisoned for breaching his
obligations
A self-managed fund was selected for compliance
activity after the fund's approved auditor reported
to us, through the Auditor Contravention Report,
that the trustee had breached his legal obligations
A total of $331,500 was reported as loans to
'associated persons' over a two-year period.
Trustees of self-managed funds are prohibited under
superannuation law from making loans to members
and their relatives. The auditor also reported that the
fund's trustees were not meeting the requirement to
operate the fund for the sole purpose of providing
retirement benefits for its members.
Our investigation found that the money removed
from the fund was used to pay the trustee's
personal, business and household expenses,
including loan repayments, rates, utilities,
school fees and car repairs.
We determined that all the amounts withdrawn
constituted illegal early access to preserved
superannuation benefits and concluded that
the trustee had acted dishonestly.

There were a number of serious consequences for
the fund's trustee. He was directed to wind up the
fund and was disqualified from being a trustee of a
self-managed fund in future. He was also charged
under section 202 of the Superannuation (Industry)
Supervision Act 1993 and convicted of a criminal
offence. Further, additional tax totalling $193,000
(including penalties and interest) was imposed on
the trustee personally. The court also imposed a
six-month sentence, with the trustee to serve a
minimum of 14 days. He was then to be released,
on recognisance of $2,000, to be of good behaviour
for 12 months.
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Tax professionals
Tax practitioners manage the tax affairs of over
8 million (70%) individual taxpayers and 2 million
(90%) business taxpayers.
There are around 55,000 registered tax
practitioners. Of these about 39,000 are registered
tax agents and about 16,000 are registered BAS
agents. Of the 39,000 registered tax agents about
23,000 lodge tax returns for clients.
The conduct of these registered practitioners is
regulated by the Tax Practitioners Board, which
is independent of the ATO.
We engage with tax practitioners through our
'Tax Practitioner Action Plan 2011–15', which
has an ongoing focus on:
n providing support to tax practitioners
n gaining an enduring benefit for the tax and
superannuation system from our consultation
works
n undertaking compliance activities that target
tax practitioners with higher risk clients or who
fail to meet their own obligations.
 Find out more
Tax Practitioner Action Plan 2011–15
When addressing risks we look to leverage the
influence tax practitioners have with their clients.

Our risk differentiation work shows that about 90%
of registered tax agents play a positive role in the
tax system. We provide support and assistance
to those who want to do the right thing, including:
n a dedicated tax professionals web page
n access to taxpayer information through our
online systems
n a premium phone service
n a range of face-to-face support opportunities
for tax practitioners who are struggling with
systemic issues or short-term personal difficulties.

Compliance focus in 2013–14
Tax professionals' business practices, standards
and behaviour are critical to the tax system
operating effectively. In 2013–14 we will focus
our compliance activities on practice management
and risk differentiation.
Practice management
Lodgment
In 2013–14 we will increase our focus on improving
lodgment performance, including with electronically
lodged returns, and with achieving the 85% ‘on
time’ benchmark. We particularly want to help those
practices that need support to address whatever
issues might be preventing them from meeting the
lodgment program requirements.

Information security
We will also ensure that when tax practitioners use
our online systems they have certainty, confidence
and an appropriate level of security.
As trusted advisers, agents are provided with
access to their clients’ tax information through our
portals. Their technology and information security
must therefore be of the highest standards. Having
robust business practices, such as seeking proof
of their clients’ identity, is also important. We have
seen instances where some agents have failed to
properly establish the identity of their clients or to
question their affairs appropriately, resulting in a
number of fraudulent tax returns being lodged.

Contents

We will continue to build on our strategies to
Foreword
address tax risks that are driven by a tax agent’s
business model – forour
example,
preparing online
compliance
returns poorly or failing
to
confirm
strategiesa client’s identity.
Professional behaviour
individuals
Tax practitioners must be registered with the Tax
Practitioners Board Employers
and we will continue to work
closely with the Board on any issues we see that
Business
may affect a tax practitioner’s
ongoing registration.
Goods and
If a registered tax practitioner
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associated with criminal
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thoroughly and, where
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Superannuation
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Risk differentiation
Our risk differentiation work allows us to allocate
compliance resources to address cases that,
according to our assessment, are a high risk of
non-compliance. If we see behaviour patterns that
cause us some concern, such as issues in the
hidden or cash economy, non-lodgment of returns
or high-risk refunds, we will engage the relevant tax
practitioners early, so that we can address concerns
before they become significant tax issues. To this
end, we plan to engage with 100 tax practices in
2013–14.
The Organisation for Economic Cooperation and
Development (OECD) has acknowledged our
approach to risk differentiation.
 Find out more
Tax administration 2013: comparative
information on OECD and other advanced
and emerging economies (p268)

Ongoing compliance activities
Personal obligations
We will continue to focus on tax practitioners whose
personal standards in meeting their own obligations,
such as paying their liabilities and lodging their
returns, are below the levels their profession and
the community expect.
We have identified a small number of tax
practitioners who have stated that it's not necessary
for them to lodge personal returns even though they
are still actively operating as registered tax agents.
Tax Practitioners Board
The Board is responsible for ensuring that tax
practitioners comply with the Tax Agent Services
Act 2009. We will continue to work closely with
the Board to address instances where we have
concerns about a registered tax practitioner’s
standards, whether regarding their clients or
their personal obligations.
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Case studies
Identity theft and refund fraud
A registered tax agent took over the identities of
22 young overseas workers without their knowledge
or authorisation. Using those identities he abused
his position of trust and his knowledge of ATO
systems to lodge false income tax and GST returns.
Almost $200,000 in fraudulently obtained refunds
was paid into the agent's business account.
The crime was detected through our Refund
Fraud program, which scans all refunds to identify
anomalies. Our fraud investigators, in conjunction
with NSW Police, investigated the tax agent,
resulting in 51 charges. The agent was sentenced
to four years' imprisonment with a non-parole
period of two years and six months. The Tax
Practitioners Board de-registered the agent.

Failure to meet personal tax obligations
A BAS agent was charged with 17 offences for failing
to lodge her own GST returns. The defendant offered
evidence that a medical condition had affected her
ability to complete and lodge her GST returns.
In sentencing, the magistrate noted that:
n the failure to lodge occurred over a lengthy period
n as a BAS agent the defendant has a duty of care
to comply with the tax laws
n the assessments have resulted in a sizable debt
to the ATO
n the defendant appeared to be able to work
consistently with paying clients during the time
she claimed that the medical condition was
affecting her activities.
The defendant was fined $12,000.
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Snapshot
Our 2012–13 results
The information below is based on preliminary
results of our compliance activities and collections
for 2012–13 (as at the end of May 2013).
We will publish the final results in our Annual Report,
and update the figures below.

Table 2 Highlights
Market

Highlights

Large businesses

n
n
n
n

Table 1 Results 2012–13
Market

Liabilities
raised
$m

Estimated
cash results
$m

Number
of activities

Large

2,515

2,016

7,555

Small‑tomedium
enterprises

2,142

1,342

30,703

Micro
enterprises

4,408

Individuals

1,934

870

501,034

Others

158

117

5,436

TOTAL

11,158

6,996

734,685

Contents

Small-to-medium
enterprises
2,652

519 income tax reviews and audits completed
– $2,192m in liabilities raised
92 pre-lodgment compliance reviews started
54 pre-lodgment compliance reviews completed
GST and excise schedules
– $310m in GST liabilities raised
– 2 new annual compliance arrangements (ACAs) completed (in the mining and defence
services industries)
– 1 ACA renewed (banking industry)
– Tobacco industry – plain packaging legislation led to the largest ever assurance process
around the refund of excise duty and remission claims for excisable and customable tobacco
The industry provided feedback that we managed this process well.

n
n

189,957

n

Micro enterprises

n
n
n
n
n

Foreword
931 income tax reviews and audits completed
– $696m in liabilities raised
our compliance
1,982 enterprises contacted to verify information or provide advice
strategies
GST and financial supplies
– $587m in GST liabilities raised
individuals
– engaged with the Australian Bankers Association and the Financial Services Council
– provided advice to industry to address areas of uncertaintyEmployers
regarding existing law
and law change

Business
Increased use of third-party data and business rules in our risk
detection activities
Introduced more sophisticated risk detection techniques and more compliance approaches
Goods and
The Professionalism survey results reflect a substantial improvement in the quality of our
services tax
interactions with taxpayers and their representatives
Monitored and investigated taxpayers who disposed of real property
and failed to report
Superannuation
the transaction on their activity statement or misclassified the transaction for GST purposes
Identified over 2,000 property developers who have placed companies
into liquidation
TAX PROFESSIONALS
with outstanding GST obligations on several occasions

Snapshot
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Table 2 Highlights (continued)
Individuals

More than 509 reviews and audits completed
– about $1,109m raised
n	Further enhanced our case selection and risk modelling to identify unreported foreign
source income
– delivered strong performance in compliance outcomes for the international risk
in our compliance areas
n Highly wealthy individuals (controlling net wealth greater than $30m)
– completed 291 income tax reviews and audits, raising $1.1b in liabilities
n Wealthy Australians (controlling net wealth between $5m and $30m)
– completed 386 income tax reviews and audits, raising $281m in liabilities
– contacted another 664 taxpayers to verify information or provide advice
n

Data matching

n

Over 445,000 reviews and audits
– $947m raised in adjustments

Abuse of the tax and
superannuation systems

n

Audited about 500 entities identified as being involved in deliberate non-compliance
A 10-year jail sentence imposed in one case referred for prosecution

Superannuation

Superannuation guarantee:
n Over $275m of employer contributions transferred to member accounts
n Employers continue to demonstrate a high level of voluntary participation in the
superannuation system
– less than 0.2% of all employees notified us that their employers had not paid their
entitlements
n Voluntary compliance in high-risk industries we have previously examined has increased
– in some cases by 17% or more relative to a control group

n

Self-managed superannuation funds:
n Reviewed over 9,000 funds
– raised $16.4 million
– made 132 funds non-complying due to serious breaches of their obligations
n Monitoring indicates most trustees met their obligations with reported breaches running
at less than 2% of all such funds
n Prevented 180 funds from entering the system
n Removed 434 suspect funds
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Table 3 2012–13 Prosecutions
Outcome

Instances

Successful prosecutions (by
the Commonwealth Director
of Public Prosecutions)

37

Custodial sentences

24

Community service orders
(of up to 200 hours)

3

Good behaviour bonds
(of 1 and 3 years)

2
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Our planned 2013–14 activities
The information below represents our planned
activities for 2013–14.
Our final plans will be updated online as the figures
are confirmed.

Table 4 Key focus areas
Review and audit activity

Number planned

Large business – income tax (including tax consolidation issues, capital gains
tax outcomes, complex structuring and scrutiny of financial arrangements)

n
n
n

Profit shifting

n
n

Trusts Taskforce and trusts lodgment compliance

n
n

Tax haven-related activity (data has revealed extensive use of complex
offshore structures by wealthy individuals, companies and their advisers)

n
n
n

Medium enterprises – income tax (including capital gains tax, consolidation,
trusts, profit shifting, private company schemes and fraudulent phoenix activity)

n

Highly wealthy individuals

n

n

n

Wealthy individuals

Property developers engaging in phoenix behaviour (failing to report the
sale of developments and using liquidation to avoid GST obligations)
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125 risk reviews
26 audits
5,000 data matching cases
Around 700 income tax reviews
and audits (over next 4 years)
680 reviews
115 audits
50,000 letters

Contents

1,000 reviews and audits
2,500Foreword
contacts to verify information
or provide advice

our compliance

500 income tax reviews and audits
strategies
750 contacts to verify information
or provide advice

individuals

n
n

GST – checking business systems taxpayers use to determine GST
payable. Focus will be on specific industries, including mining, financial
and insurance services

250 risk reviews
70 audits
50 pre-lodgment compliance reviews

1,000 income tax reviews and audits
8,000Employers
contacts to verify information
or provide advice

Business
2,047 cases

Goods and
services tax
150 cases

Superannuation

Advance pricing arrangements and mutual agreement procedures

14 cases

Fringe benefits tax
Audits, reviews and tailored advice to taxpayers
Follow up on late lodgers
Employer obligations reviews

1,500 contacts
19,000Snapshot
5,000
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Table 5 Key activities
We expect to match over 640 million transactions to income tax returns as part of our data-matching
programs. Where we can, this information is made available to taxpayers as part of our pre-filling service.
This allows taxpayers to lodge correct information with us.
Key compliance activities

Number planned

Individuals and small enterprises, including contractors – omitted income
(including capital gains, government grants and payments, interest and
dividends)

n
n
n
n
n
n

290 capital gains tax
30 government grants and payments
4,500 high-risk refunds
350,000 data matches
5,246 employer obligation checks
1,600 risk-based activities

Cash economy, including advisory contact

245,000 activities

Income tax returns – fraud, including identity crime amongst micro enterprises

38,000 checks

Reviewing wealthy Australians, including individuals with income from foreign
sources

n
n
n

7,330 wealthy Australians
1,442 high-income individuals
2,906 individuals with foreign income

Participants in aggressive tax planning schemes

170 checks

Small, medium and large businesses – PAYG withholding reviews to ensure
obligations are being met correctly

17,770 employer obligation checks

GST – registration checks for those not entitled to be registered or incorrectly
registered

30,000 checks

GST and excise – audits and reviews to ensure correct reporting

n
n

Contractor arrangements

n
n

4,692 small-to-medium enterprises
363 large businesses
7,500 data matching
950 employer obligation checks
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Table 5 Key activities (continued)
GST and other indirect taxes – all markets and industries

n
n
n

43,000 refund integrity checks
4,600 audits or reviews
(small‑to‑medium enterprises)
360 audits or reviews (large businesses)

Superannuation guarantee – higher risk employers

4,200 audits

Complaints from employees about non-payment of super guarantee
entitlements

19,500 investigations

Self-managed super funds
income tax obligations
regulatory obligations
auditors

1,100 checks
15,100 checks
160 compliance checks

Excess contributions tax

84,200 assessments and
compliance checks

APRA funds – compliance with reporting obligations

360 audits and reviews

Employer FBT obligations

500 audits

GST, wine equalisation tax and luxury car tax

41,000 refund integrity checks

Fuel tax credits – selected large market claimants in the mining, construction
and transport industries

20 risk workshops

Annual compliance arrangements

15 scheduled maintenance reviews
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Feedback
Email your comments to
compliancefeedback@ato.gov.au

© Australian Taxation Office for the
Commonwealth of Australia, 2013
You are free to copy, adapt, modify, transmit and distribute this material as
you wish (but not in any way that suggests the ATO or the Commonwealth
endorses you or any of your services or products).
Published by
Australian Taxation Office
Canberra
July 2013
JS 28395
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