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Foreword

Foreword

| am pleased to release the Australian Government’s response
to the Black Economy Taskforce Final Report.

Drawing on the comprehensive work of the Taskforce, led by
Mr Michael Andrew AO, this response provides the first
whole-of-government  blueprint for tackling the black
economy. |wish to thank Mr Andrew and his team for
producing this Report. | also wish to thank the hundreds of
people, businesses and associations who contributed to the
many meetings and roundtables held by the Taskforce.

The Government established the Black Economy Taskforce in
December 2016 following an initial investigation by the Board
of Tax which showed that a concerted effort was needed to
halt or reverse growth in the black economy.

The Taskforce report illustrated the complexity of the problem, with 80 recommendations (including
supplementary recommendations) spanning the whole economy.

It highlighted how the black economy is harming those less able to protect themselves and penalising
those doing the right thing. These people bear the cost of the individuals and businesses dishonestly
participating in the black economy. While the financial costs for businesses and individuals are
significant, it is the societal costs that really bite. The black economy undermines trust and creates an
uneven playing field.

This Government response aims to target the black economy in its many forms. Action will benefit
the economy, community, business and all levels of government. But business as usual approaches
will not work. The Government response takes a smarter approach by addressing the underlying
causes of the black economy to better target those doing the wrong thing while reducing the
compliance burden for those doing the right thing.

| am confident that this multi-pronged approach will deliver results for all Australians.
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The Hon. Kelly O’'Dwyer MP
Minister for Revenue and Financial Services
Minister for Women

Minister Assisting the Prime Minister for the Public Service
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Government Response to the Black Economy Taskforce

Final Report
The need for action

The Interim and Final Reports of the Black
Economy Taskforce have built a compelling case
for the Government to take action.

The Taskforce estimates that the black economy
could have doubled since 2012 to now represent
up to S$50billion in 2015-16 dollars. This is
disturbing. The black economy results in a loss of
revenue, which could be used to provide better
services to the community and lower taxes. This
penalises honest Australians who meet their tax
and other regulatory obligations.

Even more disturbing are the Taskforce’s findings
on the harm the black economy is causing
individuals and businesses.

The black economy creates an uneven playing
field for business. Operating in the black economy
gives an unfair competitive advantage to
unscrupulous businesses that are able to undercut
competitors by not following the rules. This puts
pressure on the margins of honest businesses and
affects their profitability — a direct burden on
their livelihood.

This in turn can encourage other businesses to
begin operating in the black economy to stay
competitive, with flow on effects for those who
deal with these businesses. The exploitation of
vulnerable employees through the underpayment
of wages and loss of entitlements is another part
of the black economy which is of concern to the
Government.

Box 1: Understanding the black
economy

There is no internationally agreed
definition of the black economy but it
generally refers to activities which take
place outside the tax and regulatory
systems such as:

Demanding or paying for work cash
in hand to avoid obligations

Not reporting or under-reporting
income

Underpayment of wages

Sham contracting — presenting an
employment relationship as a
contracting arrangement

Illegal phoenixing — liquidating and
re-forming a business to avoid
obligations

Bypassing visa restrictions and visa
fraud

Identity fraud

ABN, GST, and duty fraud

Excise evasion

Money laundering

Unregulated gambling

Counterfeit goods

Illegal drugs

Illicit tobacco and illegal gambling

The Taskforce Report highlights that the black economy is growing and if not dealt with effectively,
could develop a dangerous momentum which is already being seen in particular parts of the
economy. In recent years, changes in technology have supported the rise of the sharing economy and
the gig economy, while wage growth and corporate profits have been subdued. Combined with social
shifts, this has tended to normalise black economy behaviour such as not disclosing income.

These factors, and others, have driven growth in the black economy and provided incentives and new

opportunities to engage in fraudulent behaviour.

The black economy is not limited to tax fraud. Rather, it is a complex, multi-faceted phenomenon
operating across Australia’s workplace relations, financial, welfare, procurement and migration

systems. See Box 1 for examples of black economy activity.
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The black economy is also a source of funds for criminal behaviour, providing a facilitating role by
creating a ready source of cash that can be funnelled into illegal activity. The black economy is ever
changing and will require ongoing action to effectively combat its growth.

What the Government is doing

In recognition of the need for urgent action, the Government responded to the Interim Report by
announcing three measures in the 2017-18 Budget. These measures banned electronic sales
suppression tools which enable businesses to ‘hide’ transactions, tackled tax evasion in high risk
industries through a requirement that businesses report payments to contractors in the courier and
cleaning industries, and extended ATO audit and compliance programs for a year to better target
black economy risks while the Taskforce finalised its findings.

The Government agrees with the Taskforce that a new approach is needed to this complex problem.
Successfully combatting the black economy requires an approach which brings together the multiple
arms of government across Australia and leverages private sector expertise. The black economy
operates across borders and state jurisdictions, moving interstate or overseas to avoid regulatory
action by government and law enforcement agencies. Government action must be more coordinated
and more agile in response.

Through this response, the Government is undertaking the first broad-spectrum initiative to address
this pervasive and opaque part of the economy. The Government recognises that this is not a
problem that can be fixed with piecemeal action but which requires a comprehensive set of
initiatives to address the varied elements of the black economy and the underlying drivers of
behaviour.

In 2017-18 alone, the Government has taken action on a number of fronts.

The Government introduced strong new penalties that apply to employers who dodge their
obligation to pay superannuation guarantee for their employees and legislated against GST fraud in
both the precious metals industry and the new residential premises construction sector.

We have announced tough new laws to address illegal phoenixing, worked with States and
Territories to combat illegal gambling, progressed a digital identity solution to prevent black
economy behaviour before it occurs, continued to address the exploitation of migrant workers
through a dedicated taskforce, and put in place higher penalties for those who contravene workplace
laws.

The Government response recognises that continued action is needed to halt or reverse growth in
the black economy. As part of a long term reform program, the Government has announced in the
2018-19 Budget that it will:

» strengthen business identity verification;

* bolster reporting architecture;

* encourage the transition to a digital society;

* level the playing field for business;

» deliver a more targeted, stronger and more visible approach to enforcement; and

» disrupt illegal activity.

A number of longer term measures will also be implemented progressively over the coming years.

The Government understands that combatting the black economy must be done in concert with the
wider community. The need for action is clear but further consultation will be undertaken on these
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longer term measures to determine the best way of implementing them. This includes responding to
the Taskforce recommendations to pay wages into bank accounts, consideration of further reporting
processes for the gig economy and national standards for procurement.

In implementing these recommendations, the Government recognises that most people and
businesses in our community are doing the right thing. Action on the black economy therefore must
avoid imposing more regulation on businesses unless it is necessary. The Government will seek to
use smart technology wherever possible to address the underlying causes of the black economy and
target those doing the wrong thing. Education will also form an important part of the Government’s
approach to discourage participation in the black economy. Early intervention through targeted tax
literacy programs can help businesses get it right from the start.

The Government response provides a significant opportunity to change attitudes within the
community. Decisive action across the black economy sends a clear message that participation in the
black economy is not acceptable. It is hurting ordinary Australians and must stop. Greater resourcing
and clever use of data will greatly increase the chances of those who engage in the black economy
being caught.
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Strengthening business identity verification

Faster, more accurate identification of business is at the core of the Government’s new approach.
Better identity verification offers the opportunity to prevent black economy behaviour before it
occurs. Being assured that who you are dealing with is legitimate is the cornerstone of most
business-to-business interactions.

Our identity verification systems are in need of reform to ensure that they keep pace with
technological changes. The Government has commenced reforms that will examine how to best
overhaul the multiple business registers across government. Some of these registers still rely on
paper-based forms, involve manual processing and are not adequately linked to enable the
identification of fraudulent behaviour. The aim is to create a modern, streamlined approach to
business registration.

Streamlining and modernising the current register system will offer benefits to business and
government and will make it easier to identify businesses that are creating multiple entities or hiding
behind fraudulent credentials to avoid their obligations.

These reforms will be complemented by reforms to the Australian Business Number (ABN) system.
The current ABN system was introduced in 2000 mainly as a business identifier and to support the
implementation of the GST. There have not been any significant changes since this time despite the
fact that the ABN system is now used by businesses, the community and governments for a range of
purposes and needs to be reliable. ABN data is increasingly being used for purposes outside the tax
system including infrastructure planning, program implementation, disaster management, policy
design and regulatory compliance.

Consultation will be undertaken on a new ABN framework, including the potential introduction of an
ABN renewal scheme.

New requirements for company directors to hold a unique Director Identification Number will work
hand-in-hand with these reforms to provide better data on who owns and controls businesses. This
will be a key step in combatting illegal phoenixing.

Box 2: The cost of crime

The annual cost of identity crime in Australia is estimated to be $2.2 billion. In 2014-15
alone, there were close to 100,000 incidents of identity fraud identified by Australian
Government agencies.

Identity crime is a key enabler of serious and organised criminal activities, which have
been estimated to cost Australia at least $36 billion annually.

ABN reforms are at the heart of improving business identity — they will create a more
accurate record of the over 7 million entities with active ABNs. This will ensure that the
millions of users of ABN data can be assured that it is accurate and up-to-date. In 2016-17,
770 million searches of ABN data were initiated through the ABN Look-up service.

Personal identity reforms will complement ABN and other business reforms discussed
above. The Government’s Digital Transformation Agency is progressing a new system of
digital credentials — Govpass — which will make proving your identity in order to access
government services simpler, safer and more secure.
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Bolstering reporting architecture to support up-to-date information

The bedrock of any system must be reporting arrangements. Just like our systems for identity
verification, reporting systems must also change to reflect the new economy where
self-employment, contracting and labour hire firms are increasingly part of the labour mix.

In recognition of this, the Government is expanding the contractor payment reporting system — the
taxable payments reporting system (TPRS). In the 2017-18 Budget, in response to the Taskforce’s
Interim Report, the Government announced the expansion of the TPRS to the courier and cleaning
industry.

As part of this response, the TPRS will be further expanded from 1 July 2019 to three new industries.
Security providers and investigative services, road freight transport, and computer system design and
related services have all been identified as industries where contractors are at higher risk of either
not reporting or under-reporting income. Businesses will now need to report to the ATO payments
made to contractors providing services in these industries. This will allow the ATO to check that
contractors are complying with their tax obligations.

Expansion of the TPRS represents part of the progressive program of reform to reporting
arrangements. Further reporting arrangements for high risk parts of the economy (e.g. the gig
economy) will be considered over time. Given the potential for growth in the gig economy, it is
important that participants are complying with their obligations at this early stage of a growing
industry. This ensures that all businesses pay the right amount of tax regardless of their business
model or industry.

These reforms build on other Government policies. The Single Touch Payroll initiative will be rolled
out to employers with 20 or more employees from 1 July 2018 and to employers with fewer than 20
employees from 1 July 2019. This will provide business with a faster, simpler and cheaper way of
complying with their reporting obligations while also reducing opportunities for black economy
participants to hide activity.

Box 3: Success of the TPRS

The TPRS was first introduced in the building and construction industry and raised an
additional $2.3 billion in tax liabilities in its first year alone (2012-13). This included:

e $265 million from outstanding returns lodged;

e $506 million in GST;

e $1,128 million Pay As You Go wages; and

e $357 million Pay As You Go instalments.

Further amounts were collected for that income year in subsequent years.

Current data suggests that expanding the TPRS will continue this success. For example,
ATO analysis of contractor data for the IT industry (computer system design and related
services) for the last three financial years has found that non-lodgement by contractors
has increased to about 30 per cent. Incomes reported by IT contractors to the ATO are
also significantly lower than average wages reported by industry market research.
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Encouraging the transition to a digital society

Cash provides an easy, anonymous and largely untraceable mechanism for conducting black
economy activity. Cash payments make it easier to under-report income and avoid tax obligations.
This allows businesses transacting in cash to undercut competitors and gain a competitive advantage.
The Taskforce identified examples of large undocumented cash payments being made for houses,
cars, yachts, agricultural crops and commodities. These practices perpetuate black economy activities
and hurt honest businesses.

The Government will introduce a cash payment limit of A510,000 on payments made to businesses.
This will not cover individual-to-individual transactions. The cash limit is aimed at reducing
opportunities for criminals to launder the proceeds of crime into goods and services or for businesses
to hide transactions to reduce their tax liabilities.

Cash will still remain a legitimate means of purchasing goods and services. However, advances in
digital technology are increasingly providing a viable alternative to cash. For instance, the New
Payments Platform offers real-time transactions for users. Electronic transactions also offer a
number of benefits for Australians, often being safer, easier and more cost-effective. Consumer
preferences are already driving this change with Australians being amongst the highest users of
digital transactions in the world.

Many businesses have also adopted digital transaction systems, acknowledging the distinct
advantages they offer. These include lower risk of theft and quicker, more streamlined record
keeping and reporting. The Government established a Small Business Digital Taskforce to support this
transition. The Taskforce looked at how to make it easier for small businesses to adopt digital
technologies.

The Government will consult on how best to implement the new cash payment limit and related
reforms such as mandating the payment of salary and wages into bank accounts.

Box 4: Transitioning to digital
Australians have embraced the change to a digital society.

In 2007, around 69 per cent of Australian transactions were in cash. Only 9 years later, in
2016, around 37 per cent of Australian transactions were in cash.

This represents an unprecedented increase in digital transactions.

While countries like the United States and Sweden are still higher users of digital
commerce, Australians love technology and will likely follow suit. We are the biggest users
of ‘tap and go’ technology and are spearheading initiatives like ‘Osko’ which will allow
real-time individual-to-individual transactions as part of the New Payments Platform.

Despite Australians embracing this change, there is a small cohort of people who continue
to rely on cash to enable or fund their participation in the black economy.

Australia is not alone in contemplating a cash limit. A number of other countries such as
France, Portugal, Greece, Spain, Italy and Belgium have cash limits varying from AS1,600
to AS4,800. Israel and the UK have also been reported to be contemplating or consulting
on cash limits.
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Levelling the playing field

The black economy creates an uneven playing field and challenges the basic premise that everyone in
Australia is entitled to a ‘fair go’. The Taskforce report highlights the unfairness created by the black
economy on society, business and individuals. The Government is committed to levelling the playing
field for businesses and individuals that do the right thing.

High profile actions in recent years against multinational tax avoidance have sent a strong message
that those doing the wrong thing will be caught. However, action on other black economy issues such
as paying cash in hand to avoid obligations or underpaying employees has been less public. The
Government response seeks to emphasise that these behaviours are just as harmful and are even
more pervasive. Black economy participants who choose to engage in these behaviours are hurting
honest Australians.

The Government has already taken action to address the exploitation of vulnerable workers through
the Fair Work Amendment (Protecting Vulnerable Workers) Act 2017. The Act introduced higher
penalties for contraventions of workplace laws and enhanced evidence gathering powers for the Fair
Work Ombudsman to facilitate investigations and protect vulnerable employees. The Government’s
Migrant Workers Taskforce also continues to investigate how to improve conditions for this
vulnerable group.

Through this response, the Government will introduce further measures aimed at levelling the
playing field for business. This will ensure that participants in the black economy do not get access to
the same rights as those who meet their obligations.

Businesses will no longer be able to claim deductions for wages paid to employees or for payments
made to contractors where they have disregarded their withholding obligations. This will send a
message to businesses that engaging in the black economy and facilitating others’ non-compliance is
unacceptable.

The Government will make Australian supply chains fairer by preventing businesses tendering for
large government contracts if they have not met their taxation obligations. Businesses tendering for
Australian Government contracts over $4 million (inclusive of GST) will be required to provide a
statement from the ATO confirming that they have a satisfactory tax record. This will increase the
public’s confidence that honest businesses are being awarded government contracts. It will also set
an example for other businesses to follow suit in quality procurement practices.

This will be supported by the creation of a national framework for private supply chains which will
guide businesses in developing responsible supply chain management practices.

Box 5: Changing supply chain culture

In 2016-17, total Australian Government procurement was almost $47.4 billion from
64,092 contracts. The majority of these contracts were over $4 million.

This places the Australian Government as one of the largest procurers of goods and
services in Australia and in a position to influence broader supply chain behaviour.

While businesses are currently required to act in accordance with the law, introducing a
specific requirement will ensure that tax compliance is taken into account when awarding
contracts. Statements will be issued through an automated system within two to four
days to minimise any compliance costs.

Changes to supply chain practices can have a big impact on culture, affecting numerous
layers of businesses across multiple industries.
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More transparent and targeted enforcement and prosecution

The black economy is more diverse, more complex and influenced by a wider range of factors than at
any time in history. The uptake and spread of new business models can facilitate black economy
activities. The Taskforce found that new approaches are needed to match the growth in black
economy activity. For instance, by providing education focused on small business owners, youth and
migrants to discourage them from entering the black economy.

The Government will deliver more targeted, stronger and more visible enforcement. A new hotline
will be supported by new IT infrastructure to ensure that community information can be transformed
into metadata which can then feed into enforcement action. Advances in technology, such as data
fusion, will be used to convert this new data into a comprehensive picture of black economy
participants and behaviours. The Government is also considering how it can increase data sharing
across key agencies, including with State and Territory Governments. These changes will offer
agencies across government more seamless identification of black economy participants.

Enhanced data capabilities will be accompanied by an increased physical presence. New mobile strike
teams and a black economy audit force will visit geographic areas and businesses that have never
been visited before.

These measures will be combined with a new Black Economy Standing Taskforce to deliver a more
coordinated approach to addressing black economy behaviours. The Taskforce, to be led by the ATO,
will work with other enforcement agencies like the Australian Federal Police and the Australian
Transaction Reports and Analysis Centre to stamp out the worst offenders.

The Government will also review the current provisions that provide civil, criminal and administrative
penalties for black economy activity to ensure sanctions available reflect the harm done. As part of
this process, consideration will be given to developing more effective prosecution processes and
introducing new criminal offences, civil penalties or administrative penalties.

Box 6: A success story — the Serious Financial Crimes Taskforce

Cross-government taskforces, like the new Black Economy Standing Taskforce, bring
together data, knowledge, resources and experience. This means greater ability to
identify and address serious breaches of the law.

Other taskforces, like the Serious Financial Crimes Taskforce (SFCT), have been highly
successful. Through its enforcement action, the SFCT has had five successful criminal
prosecutions and collected over $203 million in cash (as at 31 March 2018).

Taskforce agencies — the Australian Criminal Intelligence Commission, the Australian
Taxation Office, the Australian Federal Police and the Australian Transaction Reports and
Analysis Centre — have worked closely with domestic and international partners to analyse
data related to the Panama Papers and the Paradise Papers.

Over 80 matters related to the Panama Papers are underway. In addition, 53 taxpayers
have indicated that they want to come forward to make a disclosure, with $40 million in
liabilities expected to come from this.
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Disrupting illegal activity

lllegal and criminal activities are often seen as separate from black economy behaviours such as
demanding or paying cash in hand for work so as to avoid obligations. However, traditional views
which quarantined the cash and criminal economies are outdated, with criminals looking to exploit
weaknesses across the tax, regulatory, visa, employment, welfare and financial systems. Legal or
system-based weaknesses are often used to derive funds, or other benefits, which can then be
funnelled into illegal activity.

The Government response takes a new approach by seeking to address criminal behaviour across the
entire black economy. Targeted enforcement action to stamp out criminality remains a key part of
this strategy. lllicit tobacco and illegal gambling are increasingly becoming pressure points, requiring
dedicated strategies to prevent these activities from fuelling other black economy activity.

Illicit tobacco undermines efforts to address the harmful health effects of smoking and results in a
significant loss to revenue every year. This is why the Government is launching a comprehensive
package to stamp out illicit tobacco. This builds on the stronger penalties for illicit tobacco and
increased enforcement announced in the 2016—17 Budget.

The new package will help prevent leakage of imported tobacco from licensed warehouses by
moving the taxing point to the border and requiring a permit for importation. On-the-ground
resources will support these measures and prevent other sources of illicit tobacco such as domestic
tobacco crops and smuggling. Together, these measures will protect the integrity of the tobacco duty
regime, remove a key source of funding for organised crime, and support existing tobacco control
policies such as plain packaging.

Illegal offshore gambling is growing rapidly as advances in technology have allowed more people to
access offshore gambling facilities. Unlicensed operators are increasingly linked to organised crime
gangs and are using illegal gambling as a source of funds for their activities. The Government has
successfully implemented the first stage of reforms to curb illegal gambling and will continue working
with State and Territory Governments to agree a joint Commonwealth, State and Territory National
Consumer Protection Framework for online wagering by mid-2018.

Box 7: Targeting illicit tobacco

The Government’s comprehensive package combatting illicit tobacco will build on the
efforts achieved to date. Since 1 October 2015, the Australian Border Force Tobacco Strike
Team has seized almost 109 tonnes of smuggled tobacco and almost 248 million smuggled
cigarettes. This is equivalent to $246 million in duty forgone.

The new lllicit Tobacco Taskforce, which will replace the Tobacco Strike Team, will
strengthen the ability of agencies to investigate, prosecute and ultimately dismantle the
criminal groups responsible for a large part of the illicit tobacco trade.

Since 1 July 2016, the ATO has undertaken 32 seizures totalling 215 tonnes of illicit
tobacco with estimated duty forgone of $179 million. Additional funding for the ATO will
provide additional investigative resources which will be used in the fight against domestic
illicit tobacco.

On-the-ground action has been making a difference. In March 2018, government agencies
seized $30 million worth of illegally grown tobacco in the largest cross-agency operation
ever.

This will be supported by legislation that will impose tougher penalties for possessing,
buying, selling and producing illicit tobacco. This includes up to 10 years imprisonment
and up to 5 times the duty that would have been payable.
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