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Audit snapshot

Are the Department of Treasury and Finance (DTF) and the State Revenue Office (SRO)
optimising how they collect state-based tax revenue?

Why this audit is important

SRO collects state-based taxes,
such as payroll tax and land tax.

The government uses these taxes to
fund essential public services, such
as education, healthcare,
infrastructure, police and public
transport.

It is therefore essential that SRO
collects tax effectively and
efficiently.

Who and what we examined

We assessed if:

* SRO effectively and efficiently
collects tax

» DTF effectively oversees SRO's
performance.

Key facts

§ 9

The Victorian Government is

expected to spend

$93.3b

on public services in 2022-23. This is
predicted to increase to $98.7b by 2026-27

Source: VAGO.

What we concluded

Despite many positive initiatives in
recent years to better meet
taxpayer needs, SRO and DTF
cannot show that SRO has
optimised how it collects tax.

SRO reliably collects the tax it
knows about and the amount it
collects has increased over the last
5 years.

However, there is a very high
likelihood that SRO could collect
more tax by better analysing how
effectively it is reducing the tax gap,
which is the difference between the
tax people and businesses owe and
what they actually pay.

SRO does not do enough analysis
to determine if it is collecting taxes
efficiently.

DTF and SRO's set of public
performance measures do not give
a clear picture of SRO's
performance.

DTF's governance of SRO's
performance also requires
clarification.

What we recommended

We made 6 recommendations to
DTF and SRO about:
» optimising tax collection

* improving performance
reporting and work practices

e governance of SRO.

SRO collected

$25.8b

or 84.6% of Victoria's tax revenue in 2021-22,
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compared to $19.6b or 83% of Victoria's
tax revenue in 2020-21



What we found and recommend

This section summarises our key findings and recommendations.
Our complete findings, including supporting evidence, are
detailed in the report chapters.

When reaching our conclusions, we consulted with and
considered the views of the audited agencies. The agencies’ full
responses are in Appendix A.

The State Revenue Office is not optimising tax collection

The State Revenue Office (SRO) reliably collects the tax it knows about. The amount it
collects has increased over the last 5 years. But it cannot show it is optimising how it Optimise means to make

.. . . something as perfect, effective or
collects tax. This is because it does not: functional as possible.

* regularly consider the tax gap

« sufficiently measure or analyse its costs. The tax gap is the difference
between the amount of tax people
and businesses owe and what they

Not regularly considering the tax gap actually pay.
SRO does not regularly analyse the tax gap to optimise how it collects tax.

One of the Department of Treasury and Finance's (DTF) objectives in the Budget
Paper 3: Service Delivery (BP3) is to 'optimise Victoria’s fiscal resources'. SRO provides

revenue management and administrative services that contribute to this objective.

The BP3 is the state Budget paper
This implies that SRO should: that gives an overview of the
goods and services the
government funds. Departments
and other public entities have

« use this information to maximise the amount of tax it collects. performance targets for delivering
these goods and services.

* regularly estimate and analyse the tax gap for its major taxes

This is because analysing the tax gap can help an agency optimise tax collection by:

 identifying the amount of tax people and businesses owe but have not paid
 assessing the impact of its initiatives to reduce the gap

 prioritising compliance risks to allocate resources.
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SRO has a range of ongoing voluntary and back-end compliance initiatives to reduce
the tax gap. But it does not regularly assess what the gaps are for its major taxes. This
information could be used to inform its annual work program.

As a result, SRO cannot show:

 ifand how it is meeting DTF's BP3 objective

» how effective its initiatives to reduce the tax gap are.
It is difficult to accurately calculate the tax gap because:

» tax gaps are made up of unknown amounts that people and businesses do not
report

» data may not be readily available.

This means closing the tax gap should not be an explicit performance target. But
analysing the tax gap is important because it informs:

» judgements about how effectively it collects tax

« ifan agency's targeted initiatives are reducing the gap.

DTF believes that an agency should only regularly analyse the tax gap if the benefits
outweigh the costs of conducting it. However, DTF and SRO have not done this
cost-benefit analysis.

SRO recognises the value of analysing the tax gap. It last did a tax gap analysis for
payroll tax in 2016. This analysis was for the period between 2010-11 to 2014-15.

SRO's analysis showed that the estimated average annual payroll tax gap for this
period was about $297 million, or 5.2 per cent of the 2014-15 payroll tax revenue.

SRO has started to analyse the gap for payroll tax again. It also plans to analyse the
gap for land tax in 2022-23.
Not sufficiently measuring or analysing its costs

SRO has reduced its costs to collect tax in some areas. But its total costs have
increased over time.

SRO does not analyse:

 its spending compared to previous years
» how it can make its services more cost-efficient

 if its costs are increasing due to external factors beyond its control or internal
inefficiencies it could fix

« if its increased spending has led to better services to optimise tax collection.
SRO uses performance measures to regularly monitor:

 its internal measure and target for discretionary spending

« DTF's BP3 measure on whether SRO's cost to collect $100 of tax revenue raised is
less than the average of other state and territory revenue offices.

However, there are issues with these measures.
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Voluntary compliance is when a
taxpayer voluntarily pays the tax
they owe on time without SRO
needing to compel them to.

Back-end compliance is when an
agency uses investigative tools
and methods to detect people or
businesses who owe tax but have
not paid it.

SRO's discretionary spending
includes staff pay and other
operating costs, such as IT
services.



Not analysing discretionary spending changes

SRO regularly reports and reviews its discretionary spending against its budget. This
includes some variance analysis. But overall, SRO's analysis lacks detailed insight into
whether its cost increases are due to inefficiencies or factors outside of its control.

As a result, SRO cannot show it is collecting tax as efficiently as possible.

SRO met its internal target to spend 99 to 101 per cent of its discretionary budget
between 2017 and 2021.

Over this period SRO'’s discretionary budget and spending increased by 47 per cent.
This increase primarily related to increased staff and associated costs.

Since 2018-19 SRO has used an internal performance measure, ‘average revenue per

FTE — compliance’, to monitor the revenue it generates per compliance FTE. It aims to Compliance FTE is the number of
llect at | £ 95 t of itts t t l FTE. This t t . full-time equivalent staff doing

co ec' at leas per cent of its target revenue per compliance FTE. This target varies back-end compliance activities at

over time. SRO.

SRO has consistently met this target, except for 2020-21. In 2020-21 SRO's average
revenue generated was $1.58 million per compliance FTE. This result was 81 per cent
of its $1.95 million target. SRO did not analyse why it did not meet its target.

SRO also does not monitor the revenue it generates per FTE through voluntary
compliance.

Issues with the BP3 measure on cost to collect $100 of tax
DTF and SRO are not effectively or transparently measuring and reporting on whether

SRO is efficiently collecting tax.

DTF and SRO do not accurately report any tax collection cost efficiency performance
measures in DTF's annual report.

DTF publicly reports against its BP3 measure that assesses if SRO’s ‘cost to collect
$100 of tax revenue raised is less than the average of other state and territory
revenue offices'.

DTF only reports if this measure is achieved or not achieved. DTF has reported that
SRO has achieved this measure every year since it was introduced in 2018-19.

However, DTF and SRO do not calculate or know SRO'’s cost to collect $100 of tax.

The method SRO uses to calculate its cost to collect $100 of tax to report against
DTF's BP3 measure is not consistent with the intent and description of the BP3
measure.

DTF and SRO use a national benchmarking report compiled by an external consultant
that calculates ‘total expenditure as a percentage of revenue administered’ rather
than the cost to collect tax to report against this measure.

This does not assess if SRO is efficiently collecting tax because it:

» counts the costs SRO incurs doing things other than collecting tax
» excludes some costs SRO incurs collecting tax

* includes additional tax that is not collected by SRO and the value of grants SRO
administers.
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DTF reported that SRO achieved the BP3 measure for 2019-20 and 2020-21.

However, the national benchmarking report that DTF and SRO rely on for this
measure states that SRO's ‘total expenditure as a percentage of revenue
administered’ was higher than the average for other jurisdictions in both of those
years.

In 2020-21, the report ranked SRO 5th out of 8 jurisdictions on this cost efficiency
measure.

DTF's cost to collect measure compares SRO's performance to other state and
territory revenue offices. However, all states and territories collect different taxes at
different rates and administer different non-tax matters. This makes comparing
jurisdictions less meaningful for BP3 reporting.

This measure would be more meaningful if DTF published the actual value of SRO's
cost to collect $100 of tax. This would allow Parliament and the public to assess if
SRO's tax collection efficiency has improved or declined over time.

DTF and SRO's performance measuring and reporting
needs improving

DTF's set of BP3 measures do not meet all of its Resource Management Framework

(RMF) requirements to report: The RMF requires a government
agency to have a meaningful mix
of quality, quantity, timeliness and

e SRO's performance transparently and effectively cost performance measures that

+ if SRO is improving its performance over time. - assess the efficiency and
effectiveness of its services

This is because: « assess all its major activities for
each BP3 output

» there are gaps in the BP3 measures to assess the effectiveness of SRO's activities. * allow it to meaningfully compare

and benchmark its performance

For example, there is no measure to assess the effectiveness of SRO's activities to over time.

increase taxpayers' voluntary compliance

 several performance measures lack transparency. This includes the revenue
collection target measure and the measure that reports the amount of tax SRO
collects.

DTF's BP3 output and 11 associated performance measures should assess if SRO:

» collects tax owed to the state
» collects tax when it is due

* isreducing its costs to collect tax over time.
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However:
DTF's measures do not

adequately measure if
SRO optimises tax
collection

fully assess if SRO
collects tax when it is
due

assess if SRO's costs to
collect tax are reducing
over time

drive SRO to
continuously improve by
analysing its historical
performance

Because ...

« its revenue collection
measure could be more
transparent

» there are issues with the cost
to collect measure.

there is no effective measure or
set of measures to fully assess
taxpayers' voluntary compliance.

SRO does not measure its cost to
collect $100 in tax.

at least 2 of its 11 performance
measures and targets only
require SRO to meet minimum
standards or business as usual
requirements.

*DTF removed this measure for 2022-23. It has been reintroduced for 2023-24.

This means:

For example ...

» the measure 'revenue collected as a
percentage of state Budget target' measures
what SRO accrues, not what it actually
collects

» the process to set the target for the measure
'revenue collected as a percentage of state
Budget' does not optimise tax collection.

the measure to assess compliance only includes
tax SRO collects through back-end compliance
activities. It does not monitor tax SRO collects
through voluntary compliance activities.

SRO uses 'total expenditure as a percentage of
revenue administered' to report its cost to
collect $100 of tax. The reported cost for this
measure includes the total cost to administer all
SRO activities, not just tax collection.

the measures ‘business processes maintained to
retain 1ISO 9001 (Quality Management Systems)
certification'* and ‘revenue banked on day of
receipt’. These measures would be more
suitable as internal performance measures.

Accrued revenue is revenue that is
owed but has not necessarily been
paid yet.

» DTF cannot assess if it is effectively and efficiently meeting its objective to
‘'optimise Victoria's fiscal resources’

» Parliament and the public do not have enough performance information to assess
if DTF and SRO are collecting tax effectively and efficiently.

DTF's BP3 revenue collection target does not optimise tax

collection

In the state Budget, DTF forecasts how much tax each agency, including SRO, will
accrue each financial year. SRO aims to accrue 99 per cent of the tax DTF forecasts it

should collect each year.

SRO has generally met its revenue collection target since 2017. However, there are
issues with the target because it is almost a given that SRO will meet it.
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This is because:

» SRO reports its performance against a revised forecast that DTF releases
approximately 6 weeks before the end of the financial year

« DTF's revised forecast includes the revenue SRO has already accrued for the
financial year.

SRO reports accrued revenue, not collected revenue

DTF has a BP3 measure 'revenue collected as a percentage of state Budget target' to
report the amount of tax SRO collects each financial year. But SRO reports the
revenue it accrues instead of the amount it collects.

This means SRO counts tax as soon as taxpayers are due to pay it instead of when it
actually receives the money, which is usually at a later time.

This is misleading because:

» the amounts are often different

» the measure specifies 'collected' revenue.

DTF and SRO do not adequately measure taxpayers' voluntary
compliance

DTF and SRO do not have any measures to assess the effectiveness of SRO's
initiatives to improve taxpayers' voluntary compliance.

As a result, SRO cannot adequately show if its initiatives are:

» improving voluntary compliance rates
* reducing SRO's operating costs

* reducing the tax gap.
SRO has heavily invested in a range of initiatives to:

 increase taxpayers’ awareness of their obligations

* make system and automation changes to make it easier for taxpayers to comply.

This is because improving taxpayers' voluntary compliance with their obligations is
one of the most efficient and effective ways of reducing the tax gap.

Voluntary compliance can be difficult to measure because it involves working out if an
agency's actions have influenced a taxpayer's behaviour or if they would have
complied anyway.

SRO has started investigating how to measure voluntary compliance. It needs to keep
investigating ways to consistently measure and analyse:

» changes in taxpayers' awareness and behaviour
 trends in the amount of tax taxpayers voluntarily pay

 the return on investment for all its voluntary compliance initiatives.
This will help SRO identify and assess:

» which individual initiatives are working well and which are not

» where it should focus future initiatives to improve voluntary compliance rates.
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DTF needs to clarify its governance arrangements for SRO

DTF's governance of SRO's financial compliance performance needs clarifying and
improving to adequately reflect the Standing Directions 2018 under the Financial
Management Act 1994's (Standing Directions) intent for good financial management.
This is because:

» DTF governance arrangements and SRO's governance documentation do not
show that they have a shared understanding of SRO's status

» DTF's secretary does not sufficiently oversee SRO's financial compliance
performance.

SRO's status

DTF and SRO inconsistently describe SRO's status within the Victorian Public Sector,
which is why its relationship with DTF is unclear. SRO is described as a:

* unit of DTF
* a public entity
* semi-autonomous service agency of DTF

+ a portfolio agency of DTF.
There is no legislation that establishes SRO as a separate entity to DTF. This is because:

 the Taxation Administration Act 1997 (Vic) (the Tax Act) sets up the Commissioner
of State Revenue's (Commissioner) role and responsibilities for administering tax
law. It does not set up SRO

 the Public Administration Act 2004 defines the types of entities that make up the
public sector. SRO was established in 1992 and does not match the definition of
the entities recognised by the Public Administration Act 2004.

SRO was established and works with DTF in accordance with a Framework Agreement
signed by the Treasurer, DTF's secretary and the Commissioner. This agreement:

» says SRO is subject to the governance and reporting obligations of DTF

» specifies DTF's secretary and the Commissioner's roles and responsibilities for
SRO's performance

» establishes the Commissioner as SRO's CEO. This means the Commissioner has
dual roles.

During our audit, DTF and SRO confirmed that SRO is a unit of DTF. But, in practice
DTF governs and works with SRO differently to its other business units.

This results in a hybrid governance arrangement between DTF's secretary and the
Commissioner.
Overseeing SRO's financial compliance performance

Governance roles and responsibilities for SRO's financial compliance performance
need to be reviewed and clarified to fully meet the Standing Directions' intent.

As Figure A shows, this is because DTF's secretary, as SRO's accountable officer and
responsible body, does not sufficiently oversee and review SRO's financial compliance
performance.
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Figure A: Accountable officer and responsible body roles and responsibilities for SRO's financial performance

Roles and responsibilities under the
Standing Directions

The department head/secretary is the
accountable officer.

What is good

The Framework Agreement confirms
that DTF's secretary is SRO's
accountable officer.

What needs to be reviewed

¢ SRO's 2020 audit committee charter
policy incorrectly identifies the
Commissioner as SRO's accountable
officer.

e The Commissioner signs SRO's
annual compliance attestation as
SRO's accountable officer.

The accountable officer is responsible
for:

e the agency's financial management
compliance with relevant legislation
and standards

e attesting the agency's financial
management compliance in the
annual report.

* The Framework Agreement says
SRO can have its own audit
committee to undertake SRO's
financial management compliance
process.

e DTF's secretary and the
Commissioner meet at least
quarterly to discuss SRO's
performance and any risks and
issues that arise.

There are no established relationships
between:

e DTF's secretary as SRO's
accountable officer and SRO's audit
committee.

e DTF's audit committee and SRO's
audit committee.

The responsible body and accountable
officer are the same person for entities
such as DTF, which includes SRO,
because there is no statutory board or
equivalent governing body.

DTF confirmed that DTF's secretary is
SRO's responsible body.

SRO's 2020 audit committee charter
policy incorrectly identifies the
Commissioner as SRO's responsible
body.

The responsible body is ultimately
responsible for the agency's financial
performance (in this case this includes
SRO's performance as a unit of DTF).

The responsible body must annually
assess the agency's compliance with all
applicable requirements in the Financial
Management Act 1994 and the Standing
Directions.

SRO's audit committee annually
assesses SRO's compliance with the
Financial Management Act 1994 and
Standing Directions' requirements.

There is insufficient evidence that

before DTF includes SRO's annual

attestation in its annual financial report,

it is reviewed by:

e DTF's secretary as the responsible
body

e DTF's audit committee as the
responsible body's audit committee.

Source: VAGO.

DTF's secretary considers that in their role as the accountable officer and responsible
body, ‘they are able to rely on financial compliance information and attestations
provided by the Commissioner to effectively meet the intent of the Standing
Directions'.

DTF's secretary, as SRO's accountable officer and responsible body, must be able to
assure Parliament and the public of SRO's financial compliance performance with the
Standing Directions.

In this setting, assurance means DTF's secretary must be certain and confident in
SRO's annual financial compliance attestation process and statements. This requires
DTF's secretary to verify and challenge, rather than just accept, attestations and
statements made by the Commissioner and SRO's audit committee.
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DTF's secretary, as the responsible body, has not demonstrated how they get
adequate assurance over SRO's compliance with the Standing Directions to inform
their annual attestation statement for the whole of DTF, including SRO.

There is no evidence that current governance arrangements hinder SRO's
performance in collecting tax or impact the integrity of SRO's financial compliance
assessment.

However, DTF's and SRO's governance arrangements need to be reviewed and
clarified to accurately reflect the Standing Direction's intent and requirements.

SRO must continue to improve its work practices

SRO has introduced initiatives to reduce costs, modernise its processes and meet
taxpayers’ needs.

However, we identified work practices that it could further improve.

We found ... As aresult ...

SRO has a BP3 target to resolve tax objections within » SRO staff have significantly less time to resolve
90 days. objections and meet the target

However, compared to 201819, it currently takes * more taxpayers can have their objections referred

to court. Resolving objections in court is more
expensive and time-consuming for both SRO and

9 days longer for SRO to allocate an objection to an
officer for processing.

taxpayers.
e SRO's process to categorise taxpayers’ feedback SRO does not systematically review all feedback and
and complaints is not transparent complaints. This means it is potentially missing
+  SRO does not centrally record all complaints. opportunities to improve its practices.
SRO has developed revenue line profiles for its major SRO does not know if its controls effectively manage
taxes to identify, assess and manage taxpayer significant noncompliance risks.
compliance risks.
However, SRO could not show us that it regularly
assesses its controls to manage these risks.
Our recommendations
We recommend that: Response
Department of Treasury 1. makes sure it and the State Revenue Office: Accepted
ar?d Finance (working » have a shared understanding of the State Revenue Office's
with the State Revenue status under the Public Administration Act 2004

Office . . I
) e clarify their governance roles and responsibilities under the

Standing Directions 2018 under the Financial Management
Act 71994 and the Framework Agreement and reflect this in
their governance documentation (see Section 2.4)
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We recommend that: Response
makes sure its Budget Paper 3: Service Delivery performance Accepted in principle
measures meet the Resource Management Framework's
requirements by:
e reviewing the State Revenue Office's annual revenue
collection target to:
« reflect the State Revenue Office’s performance over
12 months
e be transparent about the period of performance
e accurately describe the type of revenue the State
Revenue Office reports on (collected, accrued or
assessed revenue) (see Section 2.2)
¢ making sure the measures assess all the State Revenue
Office's key initiatives, including voluntary compliance
initiatives, to deliver the Department of Treasury and
Finance's Budget Paper 3: Service Delivery output (see
Section 2.2)
» ensuring that the cost to collect $100 measure assesses the
State Revenue Office’s cost to collect tax (see Section 3.1)
» reviewing if the cost to collect $100 measure can assess the
State Revenue Office’s performance and efficiency over time
(see Section 3.1)
State Revenue Office builds on its previous tax gap analyses, particularly for high-risk Partially accepted
taxes, to get a regular and more detailed understanding of the
tax gap to help it optimise how it collects tax (see Section 2.1)
improves its set of performance measures to monitor and Accepted in principle
analyse cost efficiencies over time and transparently reports on
them (see Section 2.3)
continues to develop specific project-based performance Accepted in principle
measures for its voluntary compliance initiatives to:
e evaluate changes in taxpayers' behaviour and awareness of
their tax obligations
e quantify its initiatives' return on investment where possible,
including assessing if its initiatives are reducing its
operating costs (see Section 2.3)
reviews its: Accepted in principle

e tax objection process to:
¢ minimise allocation times

¢ make sure it measures the time it takes to resolve an
objection from the date it receives it (see Section 3.3)

e complaint and feedback systems to make sure it categorises
and analyses all feedback to improve its current processes
(see Section 3.2)

e revenue line profiles to make sure:
e its controls manage identified risks

e it assesses and manages residual risks accordingly (see
Section 3.2).
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Audit context

SRO collects state taxes for the Victorian Government. The
government uses this money to fund community services, such as
education, health, police, infrastructure and public transport.

It is important that SRO optimises how it collects tax so the
government can:

 adequately fund these services

« help Victoria recover from the COVID-19 pandemic and recent
natural disasters.

In this chapter

» Victorian state tax revenue
* Relevant legislation

» DTF's and SRO's roles and responsibilities
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1.1 Victorian state tax revenue

Figure 1A shows that state taxes made up 37 per cent of the Victorian Government's
revenue in 2021-22 at $30.5 billion. Of this, SRO collected $25.8 billion.

Other agencies, including VicRoads and the Victorian Gambling and Casino Control
Commission, collected the rest.

Figure 1A: Victorian Government’s revenue sources in 2021-22

Other revenue and income

Includes interest income, dividends
and other revenue

The Australian Taxation Office
(ATQ) collects federal taxes,
including personal income tax,
corporate taxes and GST. These
taxes are separate from
state-based taxes.

Sale of goods and services |

Includes revenue
relating to school and
TAFE fees, public
transport fares,

court fees and
infringement-related
activities

Australian Government
grants

Includes GST and
payments for specific
purposes

Source: VAGO based on the 2021-22 Annual Financial Report of the State of Victoria.

Tax revenue

Includes payroll tax,
land tax and other
taxes SRO collects
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Key state taxes

Figure 1B shows the key state taxes SRO collects and how much it collected in
2021-22.

Figure 1B: SRO’s key state taxes in 2021-22

Land transfer duty

Payroll tax

2021-22

$25.8b YR Lond tax

General insurance duty

Other taxes, duties and levies
$0.8b

Fire services property levy

Source: VAGO based on SRO data.
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For this audit, we assessed SRO's overall performance and analysed 4 taxes in detail:

Tax Applies when ...
Land tax A person owns property that: A person's principal place of
. . residence is the land they own and
« is worth more than $300,000® in total occupy as their home.
« is not their principal place of residence or primary production Primary production land s land
land that a person or business uses to
an grow, keep and harvest crops,
plants, animal and animal products
Payroll tax A business, or group of businesses, annually pays more than to sell. This does not include land
$700,000(b) of wages in Victoria people use to keep animals and
grow crops as a hobby or for
personal use.
Land transfer A person buys a property
duty
Metropolitan A person or business plans to develop land in metropolitan
planning levy Melbourne and the estimated cost to develop it is more than
$1,133,000

@The threshold for land tax will be $50,000 from 1 January 2024.
®The threshold for payroll tax will be $900,000 from 1 July 2024 and $1 million from 1 July 2025.

We selected these taxes because they make up most of the revenue SRO collects
each year.

Financial relief, grants and concessions for taxpayers

SRO administers a range of government grants, subsidies and exemptions.

SRO also provided hundreds of millions of dollars in financial relief measures to help
Victorians respond to the COVID-19 pandemic and 2019-20 bushfires. These
measures included tax deferrals, waivers and refunds.

These measures required significant SRO resources. This impacted its normal
operations from 2019-20 to 2021-22.

In agreement with the government, SRO also reduced its compliance activities in
response to the pandemic.

We did not look at financial relief measures, grants, subsidies and other concessions
in this audit.
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1.2 Relevant legislation

The following legislation outlines the requirements for SRO's governance, tax
collection and performance reporting:

Legislation Purpose
Taxation Administration Act 1997 » Sets the framework for administering Victoria's state taxes
(Vic) (the Tax Act) + Sets the Commissioner’s role and responsibilities for administrating

tax law. The Tax Act does not set up SRO

Financial Management Act 1994 » To improve the public sector’s financial administration and
accountability

» Requires public sector bodies to annually report their performance
and compliance to Parliament

Standing Directions 2018 under the Specifies public sector agencies’ governance responsibilities for managing
Financial Management Act 1994 public money
(Standing Directions)

Public Administration Act 2004 Sets governance standards for public sector entities

The Public Administration Act 2004 also defines the types of entities that make up the
public sector. These include:

» ‘public service bodies’, which include departments and administrative offices

» ‘special bodies’ that have a particular relationship with the government, such as
Victoria Police

* ‘public entities’, such as public hospitals and TAFE institutes.

There is no legislation that establishes SRO as a public service body, special body or a
public entity. This means SRO works with DTF in accordance with:

» aFramework Agreement that is signed by the Treasurer, DTF's secretary and the
Commissioner

+ aset of formal delegations under the Tax Act and the Public Administration
Act 2004.

The agreement formalises:

» DTF's secretary as SRO's accountable officer. This means that among other things,
they are responsible for SRO's financial performance under the Standing
Directions

» the Commissioner as SRO's CEQ. This means they are responsible for SRO's
day-to-day operations.

This means the Commissioner has dual roles as the Commissioner and as the CEO of .
We refer to the Commissioner and

SRO. SRO's CEO as the Commissioner

throughout the rest of the report.
These parties review the agreement every 3 years. The current agreement is from The Commissioner is accountable
1 January 2022 to 31 December 2024. tothe Treasurer and DTF's

secretary for SRO's performance.
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DTF's and SRO's responsibilities for managing state taxes are:

DTF ...

helps the government budget and manage finances

manages the public account and distributes funds
for government services and priorities

produces the economic and revenue forecasts that
underpin the state Budget

reports on SRO’s performance:
 against the BP3 measures

e inits annual reports.

1.3 DTF's and SRO's roles and responsibilities

SRO ...

collects tax from people and businesses on time

makes it as easy as possible for people and
businesses to pay tax

investigates tax compliance issues and:

+ issues assessments that compel taxpayers to
pay

» defends tax assessments in court if required.

The Framework Agreement outlines the specific roles and responsibilities of DTF's secretary and the Commissioner

to deliver these services.

DTF's secretary is responsible for ...

* managing DTF's and SRO's overall performance

» the responsibilities associated with being SRO’s
accountable officer

 allocating financial resources to SRO

* reviewing and approving SRO's strategic plans and

business plans
» agreeing on performance targets for SRO
» reviewing SRO’s performance against:
» the Framework Agreement
» SRO's strategic plans and business plans

» the BP3 measures.

The Commissioner (as SRO’s CEO) is responsible

SRO's overall strategic direction and business
operations

delivering services in line with targets agreed under
the Framework Agreement and BP3

meeting at least quarterly with DTF's secretary to
review SRO's performance.

Figure 1C shows the reporting relationships between the Commissioner, DTF's

secretary and the Treasurer under the agreement.
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Figure 1C: Reporting relationships

A

Treasurer

A A

DTF
secretary

Commissioner

Source: VAGO based on the 2022-2024 Framework Agreement.

Performance monitoring and reporting
The RMF is the government's overarching policy for:

+ the state Budget process

« government agencies' performance reporting.

The RMF requires government agencies to develop a set of logical and linked
objectives, outputs and measures that:

 drive agencies to deliver the government's priorities
 allow Parliament and the public to assess agencies' performance

+ drive agencies to continuously improve their performance.

The RMF requires agencies to have a meaningful mix of quality, quantity, timeliness
and cost measures that:

+ assess the efficiency and effectiveness of their services and major initiatives

+ allow them to meaningfully compare and benchmark their performance over time.

Figure 1D shows DTF's BP3 objective and output for SRO.
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Figure 1D: DTF's BP3 objective and output for SRO

DTF's BP3

—

Objective

Revenue management and
administrative services across

Measures need to

e op'cllm!se the various state-based taxes assess SRO's
Victoria's fiscal . ; .
are undertaken in a fair and effectiveness and
resources - .
efficient manner for all efficiency
Victorians
Note: Optimising Victoria's fiscal resources is one of DTF's objectives.
Source: VAGO based on the BP3.
DTF has 11 BP3 measures and targets to monitor and publicly report SRO's
performance in optimising tax collection.
SRO internally monitors and reports on 22 measures, including 7 of DTF’s BP3
measures and targets (see Appendix D for more information).
Figure 1E shows the different reports SRO and DTF use to report on SRO's
performance.
Figure 1E: DTF's and SRO's performance reports
Report Purpose Audience
DTF's annual performance Reports how well SRO is optimising Victoria’s fiscal External (for the Treasurer,
statement resources using 11 BP3 measures and targets government, Parliament and the
public)
Commissioner's quarterly Reports SRO’s progress against its business plan (which the  Internal (for DTF's secretary)
report to DTF's secretary Framework Agreement requires)
SRO's scorecard Reports on 22 measures and targets that SRO’s annual Internal (for the Commissioner and

plan identifies

SRO's executives)

SRO's annual review Reports on a mix of scorecard and BP3 measures

External (publicly available on
SRO's website)

Source: VAGO.
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Collecting tax and reporting
performance

Conclusion

SRO reliably collects the tax it knows about and the amount it
collects has increased over the last 5 years. However, there is a
very high likelihood that SRO could collect more tax by better
analysing:

« ifitis effectively reducing the tax gap
« its initiatives to improve taxpayers’ compliance.

DTF and SRO do not give Parliament and the public sufficient
information on how effectively and efficiently SRO collects tax.
This is due to issues with:

e DTF and SRO's performance monitoring and reporting
« how DTF governs SRO's performance.

In this chapter

» Considering the tax gap
e BP3 performance monitoring, measuring and reporting
* SRO's internal performance measures and reporting

» DTF's governance of SRO's financial performance
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2.1 Considering the tax gap

One of DTF's BP3 objectives is to 'optimise Victoria's fiscal resources'. SRO contributes
to this objective by providing revenue management and administrative services to the
government. This implies SRO should:

* regularly analyse and estimate the tax gap for its major taxes

 use this information to maximise the amount of tax it collects.
SRO undertakes a range of ongoing initiatives to reduce the tax gap. These include:

* back-end compliance initiatives
» analysing internal and external data

» voluntary compliance initiatives.
SRO does not regularly analyse:

 the tax gap for all its major taxes

» how effectively its initiatives are reducing the tax gap.

As Figure 2A shows, the tax gap is the difference between the total amount taxpayers
owe and what they actually pay.

Figure 2A: The tax gap

| 4

Tax owed Tax paid Tax gap

Note: This graphic is not intended to represent the actual size of the tax gap.
Source: VAGO.

Measuring the tax gap can help a tax collection agency:

» assess how effectively it collects all taxes

+ better understand how much tax is not being paid

 identify why some people do not pay tax (both overall and for specific taxes)
 design more effective strategies to reduce the gap

» decide how to allocate staff and resources.

All tax collection agencies find it difficult to accurately calculate their tax gap. This is
because:

» tax gaps are made up of unknown amounts that people and businesses do not
report

» data may not be readily available.

21 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Some of the reasons people and businesses do not report and pay tax are:

 they are not aware of their tax obligations

+ they misunderstand their obligations

« they choose not to (for example, they pay their employees cash and do not report
it).

There is a very high likelihood that SRO could collect more tax if it regularly analysed
the tax gap. This would help SRO:

+ assess and report on how effectively its initiatives are reducing the tax gap

+ identify where it should invest its resources to collect more tax.

DTF believes that an agency should only regularly analyse the tax gap if the benefits

outweigh the costs of conducting it. However, DTF and SRO have not done this
cost-benefit analysis.

SRO has historically analysed the gap for payroll tax. But it has not done this on a
regular basis or for other taxes. It has also not used this information to inform its
annual work program.

In 2016, SRO analysed the gap for payroll tax for the period between 2010-11 to
2014-15.

SRO's analysis showed that the estimated average annual payroll tax gap for this
period was about $297 million, or 5.2 per cent of the 2014-15 payroll tax revenue.

SRO recognises the value of analysing the tax gap. It has started analysing the gap for
payroll tax again.

It also plans to analyse the land tax gap in 2022-23 to build its knowledge of
Victoria's overall tax gap.

However, if SRO does not expand on its work to regularly analyse the gap for at least
its major taxes, then it cannot show if it is effectively:

» optimising how it collects tax

» contributing to DTF's objective.

2.2 BP3 performance monitoring, measuring and
reporting

DTF and SRO need to improve how they measure and report SRO's performance in
optimising tax collection.

We found:

» DTF's BP3 output to optimise tax collection focuses on efficiency and fairness, not
effectiveness

» DTF's set of BP3 measures to report SRO performance have some gaps and lack
transparency.
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The RMF says an agency's output should:

» cover all the major activities of the output

 drive the agency to achieve its objective.

It also requires agencies to have a meaningful mix of quality, quantity, timeliness and
cost BP3 measures and targets that:

+ assess the efficiency and effectiveness of their services and major activities

 drive them to continually improve their performance over time.
DTF's BP3 measures should therefore assess if SRO:

» effectively and efficiently collects tax owed to the state
» collects tax when it is due

 isreducing its costs to collect tax over time.

DTF's BP3 output focuses on efficiency and fairness, not
effectiveness

DTF's output for SRO's services, which contribute to its objective to 'optimise
Victoria's fiscal resources', is 'revenue management and administrative services to
government'.

The description of this output notes that SRO 'provides revenue management and
administrative services across the various state-based taxes in a fair and efficient
manner for the benefit of all Victorians'.

This is an issue because it does not mention effectiveness. This means DTF's BP3
measures and targets for SRO focus on efficiency and fairness.

As a result, DTF's set of BP3 measures do not adequately assess how effectively SRO
collects tax owed to the state.

To assess how effectively SRO collects tax, DTF and SRO could develop measures to
assess SRO's effectiveness in:

» making it easier for people and businesses to access and comply with their tax
obligations

* shifting community attitudes and behaviour towards voluntary compliance.

DTF's BP3 measures to report SRO's performance need
strengthening

DTF has several good individual BP3 measures to assess aspects of SRO's
performance in collecting tax.

But there are weaknesses in the BP3 measures DTF uses to assess how effectively
SRO's activities are optimising the amount of tax it collects.
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For example:

DTF's set of BP3
measures do not ...

adequately measure if
SRO optimises tax
collection

fully assess if SRO
collects tax when it is
due

assess if SRO's costs to
collect tax are reducing
over time

drive SRO to

continuously improve by

analysing its historical
performance

Because ...

* its revenue collection
measure could be more
transparent

« there are issues with the cost
to collect measure.

there are no measures to
specifically assess taxpayers’
voluntary compliance.

SRO does not measure its cost
to collect $100.

at least 2 of its 11 performance
measures and targets only
require SRO to meet minimum
standards or business as usual
requirements.

*DTF removed this measure for 2022-23. It has been reintroduced for 2023-24.

Note: Refer to Appendix D for a full list of BP3 and scorecard measures.

Accuracy of DTF's revenue collection forecasts

For example ...

» the measure 'revenue collected as a
percentage of state Budget target' measures
what SRO accrues, not what it actually collects

 the process to set the target for the measure
'revenue collected as a percentage of state
Budget' does not optimise tax collection.

the measure to assess compliance only includes
tax SRO collects through back-end compliance
activities. It does not monitor tax SRO collects
through voluntary compliance activities.

SRO uses 'total expenditure as a percentage of
revenue administered' to report against its cost
to collect $100 measure. But total expenditure as
a percentage of revenue administered does not
indicate how efficiently it collects tax.

the measures ‘business processes maintained to
retain ISO 9001 (Quality Management Systems)
certification and ‘revenue banked on day of
receipt’. These measures would be more suitable
as internal performance measures.

DTF forecasts the amount of tax the government will accrue each year in the state

Budget.

DTF updates its forecast during the year based on historical and economic factors.

DTF does not analyse or include the tax gap in its forecasts because the Financial
Management Act 1994 does not require it to. This means its forecasts may not include

all the tax owed to the state.

DTF has met its BP3 target for the accuracy of its forecasts except for 2020-21 and
2021-22. This was primarily because the property market performed better than

expected. As a result, SRO collected more tax than DTF forecasted.

To meet the target, DTF's forecasts must be within 5 per cent of the amount of tax the

government receives.
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Issues with SRO's reporting against its revenue collection target

DTF's BP3 measure requires SRO to collect 99 per cent of the tax it forecasts it should
collect each year.

SRO has met its target over the last 6 years except for 2019-2020, which was likely
due to the COVID-19 pandemic.

However:

+ it is almost a given that SRO will meet the target

* SRO reports the tax it accrues, not the tax it actually collects.

As Figure 2B shows, the amount of tax SRO collects has increased since 2016-17.

Figure 2B: Total tax collected by SRO from 2016-17 to 2021-22

$ billion

30
25.77

25
18.54 19.09 18.94 19.61
20 17.21

2016-2017 2017-2018 2018-2019 2019-2020 2020-2021 2021-2022

Note: The amount SRO collected increased between 2020-21 and 2021-22 primarily due to higher activity in the
property market. This led to SRO collecting significantly more land transfer duty.

Source: VAGO based on SRO data.

This increase does not necessarily show that SRO is optimising how it collects tax. This
is because the amount of tax it collects will also increase if:

» the government introduces more taxes or increases tax rates
» there are more taxpayers

» the economy performs better than expected.

Meeting the target is almost a given

DTF updates its forecast for each financial year twice during the reporting period to
consider:

» the latest economic data

» the amount of tax SRO has collected to date.

This means it is almost a given that SRO will meet its collection target.
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As Figure 2C shows, this is because SRO reports its performance against the updated
forecast DTF releases approximately 6 weeks before the end of the financial year.

This forecast includes the amount of tax SRO has already collected when DTF finalises
it in mid-April. This means SRO only reports against an 8 to 10-week period instead of
a 12-month period.

Figure 2C: DTF's forecasts and SRO's reporting period for 2020-21

Period of time

1 July 2020 SRO actually reported
SRO’s 2020-21 its performance
reporting period against for its
started 2020-21 target
o o0 Jo o 0o ....................'................. ) ® 0 ¢ ...)
May 2020 December 2020 30 Jl,me 2021
(approximately) (approximately) SRO s 2020—_21
DTF released its DTF updated its reporting period
updated forecast forecast for ended
for 2020-21 2020-21 May 2021

(approximately)
DTF released its
updated forecast
for 2020-21

Source: VAGO.

As a result, SRO's reporting does not give a meaningful insight into its performance.

SRO reports accrued revenue, not collected revenue

SRO reports the amount of revenue it accrues each financial year instead of the
amount it collects.

This is misleading because these amounts are often different.

Counting accrued revenue is appropriate and meets the Australian Accounting
Standards. But SRO's reporting is not transparent because Parliament and the public
might have a different understanding of what ‘collected’ means.

2.3 SRO's internal performance measures and reporting

SRO's internal performance measures do not assess all of its key initiatives to optimise
tax collection.
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SRO uses an internal scorecard to monitor and report on 22 measures. The scorecard
informs DTF's BP3 reporting.

SRO updates its scorecard monthly and includes trends for each measure. This allows
SRO to assess its performance at a point in time and over time.

However, the scorecard does not have measures for all of SRO'’s key initiatives that
feed into BP3 reporting, including its initiatives to:

* make it easier and cheaper for taxpayers to comply with their obligations

» improve taxpayers' voluntary compliance.

This means SRO cannot assess if its key initiatives to improve taxpayers' compliance
are working and providing value for money.

Measuring taxpayers’ compliance

SRO's 2020-23 strategic plan lists measuring and improving taxpayers’ compliance,
particularly voluntary compliance, as a key outcome. Its compliance strategy and
2020-21 annual business plan also focus on maximising taxpayers’ compliance.

SRO has heavily invested in initiatives to improve taxpayers' compliance. For example:

SRO advised us it... Over ... To...

has invested $150 million the last 8 years  improve voluntary compliance.

has invested $92 million the last 5 years return $2.8 billion to the state through back-end compliance
initiatives.

will invest approximately 5 years from ‘futureproof' its revenue management system and expand its tax

$70 million 2020-21 compliance programs to make it easier for taxpayers to meet

their obligations.

It expects this project will generate an extra $379.7 million in tax
from 2021-22 to 2024-25.

However, SRO does not effectively measure if its initiatives are:

e improving voluntary compliance rates

 reducing the risk of taxpayers not complying.

SRO assesses and reports the tax it collects through its back-end compliance
initiatives using its:

 ‘compliance revenue assessed meets targets' measure

» ‘average revenue per FTE — compliance' measure.

But these measures mainly monitor the tax SRO collects through its back-end
compliance initiatives.

SRO has done limited return-on-investment analyses for some individual voluntary
compliance initiatives.
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But it does not:

» have a set of measures to effectively assess and report on all its voluntary
compliance initiatives

 track the percentage of total tax that taxpayers voluntarily pay
 analyse the return on investment for all its voluntary compliance initiatives

 analyse if increasing voluntary compliance is reducing its operating costs.

Voluntary compliance is difficult to measure because it involves working out if an
agency influenced a taxpayer’s behaviour. Like measuring the tax gap, these
challenges are not unique to SRO.

SRO has started developing ways to consistently measure the impact of its voluntary
compliance initiatives. It is important SRO continues this work to:

* reduce its reliance on measuring back-end compliance only

+ use the results to get funding for future initiatives to improve voluntary
compliance rates.

24 DTF's governance of SRO’s financial performance

DTF's governance of SRO's financial compliance performance needs clarifying and
improving to adequately reflect the Standing Directions' intent for good financial
management. This is because:

» DTF governance arrangements and SRO's governance documentation do not
show that they have a shared understanding of SRO's status

» DTF's secretary does not sufficiently oversee SRO's financial compliance
performance.

DTF and SRO do not have a shared understanding of SRO'’s
status

DTF and SRO inconsistently describe SRO's status as an entity within the Victorian
public sector.
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For example:

Source Description

DTF's website SRO is a 'public entity"'

DTF's 2021-22 annual report SRO is a portfolio agency of DTF

SRO's website SRO is 'semi-autonomous service agency'

The 2022-2024 framework agreement SRO is a service agency of DTF

SRO's 2020 audit committee charter 'SRO is not a public sector agency but acts as an independent service
policy agency under the Framework Agreement'
SRO'’s written correspondence to 'SRO is a public entity under the Public Administration Act 2004

VAGO to clarify its status

DTF staff in meetings with VAGO SRO is a unit of DTF

There is no legislation that establishes SRO as a separate entity to DTF. This is because:

+ the Tax Act sets up the Commissioner's role and responsibilities for administrating
tax law. It does not set up SRO

» the Public Administration Act 2004 defines the types of entities that make up the
public sector. It also sets governance and accountability standards for each type of
entity. SRO was established in 1992 and does not match the definition of the
entities recognised by the Public Administration Act 2004.

SRO was established by and works with DTF in accordance with a Framework
Agreement signed by the Treasurer, DTF's secretary and the Commissioner.

This agreement:

» describes SRO as a 'service agency of DTF that is subject to the governance and
reporting obligations of DTF as a department within the meaning of the Public
Administration Act 2004'

» specifies DTF's secretary and the Commissioner's roles and responsibilities for
SRO's performance

» establishes the Commissioner as SRO's CEO. This means the Commissioner has
dual roles as the Commissioner under the Tax Act and SRO's CEO under the
Agreement. The Commissioner is responsible for SRO's day-to-day operations.

During our audit, DTF confirmed that SRO is a unit of DTF. But in practice:

* SRO and DTF's relationship is referred to inconsistently throughout DTF's and
SRO's websites and documentation

» DTF governs and works with SRO differently to its other business units. SRO is not
included in DTF's organisational chart

» SRO operates, and is seen by DTF, as a semi-autonomous unit to DTF.

This has resulted in hybrid governance arrangements for SRO.
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Oversight of SRO's financial compliance performance

DTF's and SRO's governance roles and responsibilities for SRO's financial compliance
performance do not fully meet the Standing Directions’ intent.

As Figure 2D shows, this is because DTF's secretary as the accountable officer and
responsible body does not sufficiently oversee and review SRO's financial compliance
performance.
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Figure 2D: Accountable Officer and responsible body roles and responsibilities for SRO's financial compliance

Roles and responsibilities under the

Standing Directions What is good What needs to be reviewed
SRO's 2020 audit committee charter policy
incorrectly identifies the Commissioner as

SRO's accountable officer.

The department head/secretary is the
accountable officer.

The Framework Agreement .
confirms that DTF's secretary is
SRO's accountable officer.

¢ The Commissioner signs SRO's annual
compliance attestation, which states that they
are SRO's accountable officer, rather than
DTF's secretary.

The accountable officer is responsible * The Framework

for: Agreement says SRO can
have its own audit
committee to undertake
SRO's financial compliance
processes.

There are no established relationships between:

DTF's secretary as SRO's accountable officer
and SRO's audit committee

DTF's audit committee and SRO's audit
committee, even though SRO's audit
committee undertakes SRO's annual financial
compliance attestation, which DTF includes in
its annual report.

SRO's 2020-21 and 2021-22 annual financial
attestation statements against the Standing
Directions to its audit committee incorrectly state
that the Commissioner is SRO's accountable
officer. These were then signed off by the
Commissioner.

» the agency's financial management
compliance

e assuring the agency’s audit

committee on:
e DTF's secretary and the

Commissioner meet at
least quarterly to discuss
SRO's performance and
any risks and issues that
arise.

e the integrity of the agency's
financial information to assess
its performance compliance

e overseeing compliance with
relevant legislation, standards
and government requirements
for attesting in the annual
report.

DTF confirmed that DTF's
secretary is SRO's responsible
body.

The responsible body and accountable
officer are the same person for entities
such as DTF, which includes SRO,
because there is no statutory board or
equivalent governing body.

SRO's 2020 audit committee charter policy
incorrectly identifies the Commissioner as SRO's
responsible body.

There is insufficient evidence that before DTF

The responsible body is ultimately
responsible for the agency's financial
compliance performance (in this case
this includes SRO's performance as a
unit of DTF).

The responsible body must annually
assess the agency’s compliance with all
applicable requirements in the
Financial Management Act 1994 and
the Standing Directions.

The Framework Agreement
allows SRO to set up its own
audit committee to annually
assess SRO's compliance with
the Financial Management
Act 1994 and Standing
Directions' requirements.

includes SRO's annual attestation in its annual
financial report, it is reviewed by:

DTF's secretary in their role as DTF's
responsible body

DTF's audit committee as the responsible
body's audit committee.

For example, this makes the following
attestations in SRO's 2020-21 and 2021-22
signed attestation statements inaccurate:

‘The audit committee has reviewed the
attestation made by the responsible body.'

'The accountable officer has notified the
responsible minister of any material
compliance deficiency, or significant or
systemic fraud'. But the Commissioner
attested to compliance with this direction,
not DTF's secretary as SRO's responsible
body.'

Source: VAGO.
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DTF's secretary considers that in their role as the accountable officer and responsible
body 'they are able to rely on financial compliance information and attestations
provided by the Commissioner to effectively meet the intent of the Standing
Directions'.

DTF's secretary, as SRO's accountable officer and responsible body, must be able to
assure Parliament and the public of SRO's financial compliance performance with the
Standing Directions because SRO is a unit of DTF.

In this setting, assurance means DTF's secretary must be certain and confident in
SRO's annual financial compliance attestation process and statements. This requires
DTF's secretary to verify and challenge, rather than just accept, attestations and
statements made by the Commissioner and SRO's audit committee.

As Figure 2D shows, SRO's 2020-21 and 2021-22 annual financial compliance
attestations contain inaccurate signed attestations. This means the attestation
statements have not been subject to adequate oversight by the accountable officer
and responsible body.

This is because DTF does not have a robust review process that meets the Standing
Directions’ intent for the responsible body's responsibilities.

DTF's secretary, as the responsible body, has not demonstrated how they get
adequate assurance over SRO's compliance with the Standing Directions to inform
their annual attestation statement for the whole of DTF, including SRO.

We are not suggesting these issues affect:

* how SRO collects tax

 the integrity of SRO's financial compliance assessment.

However, DTF's and SRO's governance arrangements need to be clarified and
improved to ensure SRO's financial compliance performance is reviewed in
accordance with the Standing Directions’ intent.
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SRO's costs and taxpayer services

Conclusion

SRO has reduced its costs to collect tax in some areas. But its
overall costs have increased over time. SRO cannot show if this
increase is due to inefficiencies or factors outside its control.

SRO has initiatives to reduce the amount of time, effort and
money taxpayers need to meet their obligations. It also has
initiatives to improve how it monitors noncompliance. SRO
expects these initiatives will improve taxpayers’ compliance and
awareness of their obligations.

There are opportunities for SRO to further improve its services.

In this chapter

+ Costs to collect tax
* Initiatives to reduce costs, improve compliance and meet taxpayers’ needs

» Customer service response times
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3.1 Costs to collect tax

SRO has reduced its costs to collect tax in a range of areas, which we discuss in
Section 3.2. But its overall costs have increased over time.

SRO has some performance measures to monitor its costs, including its:

» discretionary spending and total output costs

» cost to collect $100 of tax.
However, there are issues with these measures. SRO also does not analyse:

* its spending compared to previous years

» how it can make its services more cost-efficient.

Discretionary spending and total output costs

From 2016-17 to 2020-21 SRO's total discretionary spending was between 63 and
85 per cent of its total output costs, which DTF includes in its BP3 reporting. SRO's
remaining output costs were:

. A Non-discretionary costs are
* non-discretionary costs money that an organisation must

. capital costs spend to keep functioning.

Capital costs are fixed one-off
costs that are not part of an

As Figure 3A shows, SRO's total output costs increased by 61 per cent between o .
organisation’s normal operations.

2016-17 and 2020-21. Over the same time, the amount of tax SRO accrued increased
by 14 per cent.

SRO's total output cost has not just increased due to costs related to collecting tax. It
also includes the cost of:

* administering grants
* implementing COVID-19 relief measures

 starting capital projects.

COVID-19's impact on the economy and SRO's reduction in compliance activity
because of the pandemic also adversely impacted the amount of revenue it accrued
between 2019-20 and 2020-21.
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Figure 3A: SRO’s total output costs and total collected tax from 2016-17 to
2020-21

$ million $ billion
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17.21
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Source: VAGO based on SRO data and the BP3.

As Figure 3B shows, over this period SRO's discretionary spending rose by

47 per cent. In each of the financial years from 2016-17 to 2020-21, staff salaries and

other associated costs made up between 68 and 72 per cent of SRO's total
discretionary spending.

In its scorecard, SRO reported that its number of FTE positions increased by 97.8 from

524.1in 2016-17 to 621.9 in 2020-21. This led to a $23.5 million increase in salaries

and other associated costs over the same period while its total output costs increased

by $54.8 million.

Figure 3B: SRO's total discretionary spending and total output costs from
2016-17 to 2020-21
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Source: VAGO based on SRO data and the BP3.
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SRO has a scorecard measure to monitor how much of its discretionary budget it
spends each financial year. It aims to spend 99 to 101 per cent of its budget. SRO has
consistently met this target from 2017 to 2021.

SRO also has a scorecard measure ‘average revenue per FTE — compliance’ to monitor
the revenue it generates per compliance FTE. Its target is to collect 95 per cent or
more of its target revenue per FTE, which varies over time.

SRO has used this measure since 2018-19. Figure 3C shows it did not meet the target
in 2020-21 because it only collected 80.6 per cent of its target revenue per FTE —
compliance. SRO did not analyse why.

Figure 3C: SRO’s average revenue per FTE — compliance results from 2018-19 to
2020-21

$ million
3.0
261 2.70
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2.09
1.95
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1.5
1.0
0.5
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M Average revenue per FTE — compliance M Target

Source: VAGO based on SRO data.

SRO does not monitor the revenue it generates per FTE through voluntary
compliance.

Analysing costs
SRO has also not analysed if its cost increases are due to inefficiencies or factors

outside its control.

SRO regularly reviews and reports its costs against its budget to its executives. These
reports include a high-level analysis of SRO's actuals, budget and the dollar value
difference between them for discretionary spending, non-discretionary spending and
capital costs.

However, these reports do not:

 holistically analyse cost savings and efficiency across the organisation
+ identify possible cost savings
 identify actions to reduce operating costs

» compare SRO'’s spending to previous years.
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Without this analysis, SRO cannot show that it is collecting tax as efficiently as
possible.

Cost to collect $100 of tax

The ATO and the Organisation for Economic Co-operation and Development (OECD)
identify several benefits of calculating and analysing the cost to collect $100.

The ... Says a tax agency can calculate the cost to collect $100 to ...

ATO * broadly monitor its efficiency and effectiveness

e compare its performance over time.

OECD * identify its performance trends to account for external factors that
can influence the result

* help it allocate resources across different taxes.

DTF reported that SRO has achieved the BP3 measure, ‘cost to collect $100 of tax
revenue raised is less than the average of state and territory revenue offices’, each
year since it was introduced in 2018-19. DTF does not report the actual cost.

However:

» DTF does not correctly report against the measure

» comparing SRO with other jurisdictions is not meaningful for BP3 reporting.

Not correctly reporting against the cost to collect BP3 measure

DTF has not been correctly reporting against the BP3 measure ‘cost to collect $100 of
tax revenue raised is less than the average of state and territory revenue offices’. This
is because it does not know how much it costs SRO to collect $100 of tax.

DTF and SRO use a national benchmarking report compiled by an external consultant
to report against this measure. But the report measures SRO's ‘total expenditure as a
percentage of revenue administered’ rather than its cost to collect tax.

'Total expenditure as a percentage of revenue administered' does not assess if SRO is
efficiently collecting tax because it:

» counts the costs SRO incurs doing things other than collecting tax
» excludes some costs SRO incurs collecting tax
* includes:

+ additional tax that is not collected by SRO

 the value of grants SRO issues.
This means that DTF's reporting is not consistent with the wording of the BP3 measure.

As a result, DTF and SRO do not accurately report on any public tax collection cost
efficiency performance measures.

SRO provided a methodology for how it calculated the BP3 measure. However, SRO
did not follow the methodology it provided.
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DTF reported that SRO achieved the BP3 measure for 2019-20 and 2020-21.

However, the national benchmarking report that DTF and SRO rely on for this
measure states that SRO's ‘total expenditure as a percentage of revenue
administered’ was higher than the average for other jurisdictions in both of those
years.

In 2020-21, the report ranked SRO 5th out of 8 jurisdictions on this cost efficiency
measure.

For DTF and SRO to calculate the cost to collect, SRO would need to start identifying
how much it spends:

+ collecting tax

* onits other operations.

DTF and SRO cannot know if SRO is optimising how it collects tax because SRO does
not currently do this.

While there are benefits to calculating the cost to collect, there are also some
limitations SRO needs to consider. This is because external factors can influence this
cost, such as:

» changes in tax rates

« economic factors, which can change the amount of tax people and businesses
owe

* new non-discretionary spending programs.

Comparing SRO with other jurisdictions is not meaningful for BP3 reporting
Each state and territory revenue office collects different taxes at different rates.

This means that a cost to collect comparison between other state and territories’ tax
offices is not like for like. This makes the BP3 measure less meaningful.

If DTF reported SRO's actual cost to collect $100 of tax and not the comparative
result, it would help Parliament and the public see if SRO’s efficiency in collecting tax
has improved or declined over time.

3.2 Initiatives to reduce costs, improve compliance and
meet taxpayers’ needs

SRO has introduced many successful initiatives to reduce costs in specific areas and
better meet taxpayers’ needs, including projects to:

+ reduce its suspense account

» improve its digital platforms

 identify compliance risks

» keep its website up to date and accessible

» collect customer feedback better.
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Reducing the suspense account

If SRO receives a payment that it cannot link to a taxpayer’s liability or refund to the
taxpayer, it puts it in its suspense account. The payment sits in the suspense account
until SRO:

e can matchit, or

« confirms it was an error and refunds the taxpayer.

Resolving unmatched payments is a complex and resource-intensive process. As a
result, reducing the number of payments that go into its suspense account in the first
place saves SRO time and money.

Historically SRO has had processes to reduce the number of unmatched payments.
However, these processes have not led to a long-term reduction.

The value of SRO’s suspense account has been increasing since 2017, except for
periods where SRO put extra resources into reducing it.

As of 1 July 2022,
SRO’s suspense
account had a
balance of

$263.9

million

SRO started a project in July 2022 to reduce the:

 value of its suspense account to $50 million by 31 December 2022

* number of payments that go into its suspense account.
To achieve this, SRO put extra resources into:

 evaluating and resolving existing unmatched payments
 analysing the root causes of unmatched payments

* enhancing its system to help it allocate payments correctly.

This project immediately decreased the value of the suspense account.

As of

10 November 2022,

SRO's suspense $48
account had a mi"ion
balance of

SRO must continue to monitor the effectiveness of this project over the long term.
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Improving digital platforms

SRO has put significant effort into streamlining its tools and processes for taxpayers. It
has done this by creating digital platforms for major taxes, including:

Tax Digital platform
Payroll tax PTX Express
Land tax My Land Tax
Land transfer duty Duties Online

These platforms:

» let taxpayers register, manage or self-assess their liabilities and pay tax online
+ save taxpayers and SRO time, money and effort by reducing manual processing

» provide suitable options to meet taxpayers' varying needs.

SRO promotes its digital platforms and electronic payment processes as the most
efficient payment option for taxpayers. As a result, SRO:

* received 97 per cent of its payments electronically in 2020-21, compared to
85 per cent in 2016-17

» received 4,063 cheque payments in 2020-21, compared to 152,417 in 2017-18.
This has increased SRO'’s efficiency by reducing the time it takes to process payments.

In 2018 Deloitte estimated that digitising SRO’s paper-based land transfer duty forms
into a combined 'digital duties form' will save taxpayers and SRO $13.6 million per
year from 2017 to 2026 through:

» compliance cost savings

» administrative cost savings.

SRO has also estimated that the impact of further digitising the land transfer duty
process will save it and taxpayers $44 million over a period of 5 years from 2021. But
SRO has not separated these cost benefits into benefits for taxpayers and benefits for
itself.

SRO is planning to further streamline its digital platforms by aligning:

» how taxpayers log in to different SRO platforms

» how it manages taxpayers’ accounts across different taxes, including taxpayer
registrations and objections

 data from taxpayers' accounts across different taxes to reduce duplication.

Identifying compliance risks

SRO has a compliance strategy that outlines how it systematically detects, analyses
and evaluates compliance risks. It reviews this strategy annually.
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To find and manage compliance risks SRO uses:

* revenue line profiles for each major tax (see Figure 3D)

 investigative tools, guidelines, procedures and protocols.

Figure 3D: Case Study: SRO’s revenue line profiles

SRO uses its revenue line profiles
to identify, assess, rate and rank
compliance risks for its major
taxes.

The revenue line profiles also:

» describe SRO’s controls to address each risk
* identify the responsible owner for each control

» set timeframes for SRO to review risks and its controls.

For example, SRO's revenue line profile for payroll tax identifies 22 risks. It
has a risk assessment calculator to assess each risk's probability, impact,
rating and level.

It also has a risk treatment schedule that outlines how SRO plans to
address each risk.

The table below shows an example of a risk treatment schedule for a
payroll tax compliance risk.

Description of risk Failure to lodge/pay tax returns on time
Rank 4

Risk rating 15

Strategies to address risk Monitor taxpayers who fail to lodge/pay

and issue default assessments/penalties
Responsibility Responsible SRO business unit

Agreed action Issue monthly default assessments to
taxpayers in a timely manner

Timetable for action Monthly (subject to the completion of
the annual reconciliation)

Additional strategies Ongoing
recommended after review

Source: VAGO based on SRO's 2021 revenue line profile for payroll tax.
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However, SRO could not show us that it:
A residual risk is a risk that remains

* regularly assesses its risk controls after an agency has applied risk
. . . controls.
» reviews residual risks

* revises its controls for high residual risks.
We examined SRO'’s 2021 revenue line profiles and found it had not revised:

 the rank or rating for any of the risks it identified in 2020-21

 any of its risk controls.

SRO told us it reviews its controls at a business-unit level. It does this on a monthly or
ongoing basis depending on the risk level. But we did not find evidence of this in any
of the internal reports we assessed.

SRO can use some of its non-specific scorecard measures to broadly assess if it is
improving back-end compliance.

However, it cannot use these measures to assess if its individual controls effectively
reduce specific risks.

Keeping its website up to date and accessible

SRO consistently updates its website and online education tools to help taxpayers
understand and meet their obligations.

Its website also meets the government'’s guidelines for making digital content
accessible in languages other than English.

Website and education tools

SRO's website is comprehensive, easy to navigate, written in plain English and offers a
variety of educational tools for taxpayers.

SRO also has other educational services for taxpayers who are already aware of SRO
and their obligations, such as webinars and digital newsletters.

SRO acknowledges there is room to increase its education initiatives.

For example, SRO has processes to identify when a person’s property portfolio
reaches the land tax threshold. However, if more potential taxpayers were aware of
their obligations, then SRO would not need to identify and notify them. This would
save SRO effort and help it reduce the tax gap.

Access to tax information in other languages

We assessed SRO's website against the Multilingual Information Online: Victorian

T . The Muiltilingual Information
Government Guidelines on Policy and Procedures. gual Info

Online: Victorian Government

. L . L Guidelines on Policy and

SRO's website meets the guidelines because it supplies interpreters to help taxpayers Procedures helps government
access information in languages other than English. departments and agencies make
their websites and digital channels
. . . . . accessible in languages other than
However, SRO could include logos on its main home page to make it easier for English 91e9

people to select their language and:

» access SRO's services

» comply with their obligations.
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Collecting customer feedback better

SRO has a BP3 target to achieve 85 per cent customer satisfaction. DTF reported that
SRO has met this target since 2017.

However, the method SRO used until 2021-22 to calculate customer satisfaction was
not sufficient or transparent. This is because:

* SRO only calculated it using a survey it ran approximately every 2 years
+ the survey only related to SRO's call centre customer service

+ the survey's sample size was too small to be meaningful.

Voice of the Customer project

In May 2022 SRO started a program called ‘Voice of the Customer’. This program will
significantly improve how SRO collects and understands customer feedback.

SRO will survey a considerable proportion of taxpayers who have used its services on
an ongoing basis. It will use the feedback to:

 identify where it needs to make improvements

 inform the BP3 customer satisfaction target.

However, it is not easy for taxpayers to proactively give feedback or make complaints
outside of the program.

Taxpayer feedback and complaints

SRO's phone menu does not have a specific feedback or complaint option.
Its website explains how to make a complaint and directs taxpayers to a ‘contact us'

form. However, this is a general enquiry form. It does not let users specify if they are
making a complaint.

SRO's process to categorise taxpayers' feedback and complaints is not transparent.
This is because SRO officers manually assess what submissions are complaints or
feedback.

SRO also does not centrally record all feedback and complaints. While it reviews
feedback, it is potentially missing opportunities to improve how it uses it to inform its
operations and improve its work practices.

SRO's Voice of the Customer program will partially improve its taxpayer feedback
processes. But SRO could consider using this program to make it easier for taxpayers
to make a complaint, compliment or provide feedback.

3.3 Customer service response times

One of SRO's goals in its strategic plan is to make it as easy as possible for taxpayers
to comply with their obligations.

However, since 2018 SRO has been taking longer to:

* respond to taxpayers’' phone calls

 allocate, and therefore resolve, taxpayers’ objections.
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Response times for phone calls

SRO has a scorecard target to answer more than 80 per cent of phone calls within
300 seconds.

SRO's performance against this target has varied over the last 5 years and worsened
since 2018. It did not meet the scorecard target in 2017, 2021 or 2022.

We looked at SRO's collective phone response times for all the taxes we assessed.
These are not all the taxes SRO includes in its scorecard reporting. But from 2017 to
2021, between 75 to 90 per cent of SRO's total calls were about the taxes we
assessed.

As Figure 3E shows, SRO has not met the target for the taxes we assessed since 2018.

Figure 3E: Percentage of phone calls answered* within 300 seconds for taxes we
assessed

100%
0 86%
0% 79% Target (80%)
80% =  —mmmmeee— R e pp————————— .
. 70% 69%
70% 63%
60%
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40%
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20%
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0%
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Note: *SRO counts phone calls that taxpayers hang up within 300 seconds as answered.
Source: VAGO.

SRO's decline in performance is not due to increased demand. Call volumes for the
taxes we assessed decreased by 17 per cent between 2018 and 2021.

The target is also not transparent because SRO counts calls that taxpayers hang up
within 300 seconds as ‘phone calls answered'.

SRO analyses call trends daily to reduce wait times. However, its wait times have
continued to increase.

Longer wait times:

» impede SRO's strategic goal to ‘make it easier for our customers’
* reduce taxpayers' satisfaction

* make it harder for taxpayers to get the help they need to comply with their
obligations.

44 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



SRO allocated 15 more staff to answer phone calls in December 2022 to address
these issues.
Allocation times for taxpayer objections

If a taxpayer disagrees with SRO's assessment of their tax liability, they can lodge an
objection. SRO allocates objections to its officers to resolve.

SRO has a BP3 target to resolve at least 80 per cent of taxpayer objections within
90 days.

Figure 3F shows SRO's timeline for resolving objections.

Figure 3F: SRO’s timeline for resolving objections

90-day
period starts
(according

90-day

period ends

to the Tax
Act)

90 days ‘
e 0 0 0 0 0 ..........O .....................l........o..........>
A taxpayer SRO allocates The taxpayer can go to the
lodges an the case file to Supreme Court of Victoria
objection and an officer to or VCAT if SRO has not
SRO creates a resolve resolved their objection

case file for it

Note: VCAT stands for the Victorian Civil and Administrative Tribunal.
Source: VAGO.

We examined SRO's allocation and resolution times for private rulings and objections.

We also reviewed SRO's relevant internal procedure manuals. Allocation time s the amount of
time it takes for an SRO officer to
start resolving an objection after
SRO creates a case file for it.

SRO's average allocation time was 9 days longer in 2020-21 than in 2018-19.

Resolution time is the amount of

As Figure 3G shows, this led to SRO not meeting its target to resolve 80 per cent of time it takes for SRO to resolve an
objections within 90 days in 2020-21. This is despite taxpayers objecting to fewer objection after it creates a case file
for it.

assessments in that financial year.
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Figure 3G: Number of assessments taxpayers objected to and the percentage
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Source: VAGO.

SRO has not analysed why its allocation times have increased or how this has affected
its resolution times.

SRO's internal documents also have 3 different descriptions of when it starts
measuring the 90 days. The Tax Act says the 'date received' is the starting point but
none of SRO's descriptions are consistent with this.

Under the Tax Act, a taxpayer can have their objection referred to the Victorian Civil
and Administrative Tribunal or the Supreme Court of Victoria if SRO does not resolve
it within 90 days. Resolving objections in court is more expensive and
time-consuming for both SRO and taxpayers.
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Submissions and comments

We have consulted with DTF and SRO and we considered their
views when reaching our audit conclusions. As required by the
Audit Act 1994, we gave a draft copy of this report, or relevant

extracts, to those agencies and asked for their submissions and
comments.

Responsibility for the accuracy, fairness and balance of those
comments rests solely with the agency head.

Responses were received as follows:

DTF 48
SRO 52
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Response provided by the Secretary, DTF

1Treasury Place

Melbourne Victoria 3002 Australia
Telephone: +61 3 9651 511
dtfvic.gov.au

D23/67119

Mr Andrew Greaves
Auditor-General

Level 31/35 Collins Street
MELBOURNE VIC 3000

Dear Mr.Gfeaves

PROPOSED REPORT — PERFORMANCE AUDIT: COLLECTING STATE-BASED TAX
REVENUE

Thank you for the opportunity to comment on the Proposed Report for the performance audit
Collecting state-based tax revenue (the Report).

A table outlining DTF's response to the recommendations is attached.

DTF acknowledges that the governance and oversight arrangements between the SRO and
DTF could be articulated with more clarity, including as to consistency of nomenclature.
However, DTF maintains its position that the current practice is not inconsistent with the
Financial Management Act 1994 or the Standing Directions.

DTF notes the conclusion of the Report that the current arrangements do not hinder the
SRO's performance in collecting tax or impact the integrity of the SRO’s financial
compliance assessment.

DTF is committed to ensuring there is a shared understanding of the SRO's status and that
governance roles and responsibilities under the Standing Directions and the Framework
Agreement are clarified. DTF is already reviewing and clarifying the governance roles and
responsibilities under the Standing Directions and the Framework Agreement.

With respect to the Report’s conclusion that the SRO is not able to demonstrate that it is
optimising tax collection because it does not regularly measure the ‘tax gap’, DTF notes the
following.

The ‘tax gap’ is a theoretical estimate of the difference between the amount of tax collected
within a jurisdiction and what would have been collected if every taxpayer was fully
compliant with the law. As such, it tries to measure what is not fully observable, as some
taxpayers don’t report their full legal tax obligations correctly. ‘Tax gap’ analysis is therefore
prone to error and is not a reliable performance measure. A ‘tax gap’ will always exist in any
tax collection system.

The SRO already has a robust tax compliance program in place, which was extended in the
2023-24 Budget, to ensure compliance with the tax laws. Where appropriate, the SRO has

ORIA
Sovarmemars
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Response provided by the Secretary, DTF — continued

undertaken some ‘tax gap’ analysis and will continue to do so in support of its compliance
program.

Thank you again for the opportunity to comment on the Report. | am available to discuss
any elements of this response further with you at your convenience.

Yours sincerely

avid Martine
Secretary
14512023

Page 2 of 2 !F"‘gku
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Response provided by the Secretary, DTF — continued
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Response provided by the Secretary, DTF — continued

VID1440

(T°¢ uonoas ass) swn
430 Aduaniye pue asuewlopad s,20140
2NUIADY 91€]S SY) SSISSe URD BINSeaw
00TS 1231102 01 1502 3y} JI SUIMBIASL
(T°€ u01103S 995) Xe1 1991|102 03 1500 5,310
SNUARY 91L1S YY) SBSSISSE dINseaw
00T$ 193]]02 011502 ay1 18yl Suunsua
(£°z uonas aas) indino
Aianija@ 201Mes ¢ Jaded 188png s,3doueuly
pue Ainseau] jo Juswedaq ay} Jaalsp 01
‘sanneniul asuedwod Asejunjoa Suipnpoul
‘SaAIeIul A §,201140 DNUBARY d1elS
9y1 || Ssasse saunseaw 3y} ains Supjew e
(z 'z uo1109s 93s) (anuanaa passasse
10 panJade ‘Pajaa)||0d) uo spodal
01O SNUBADY S1e1S Y] DNUAAA
Jo adAy ay3 aquosap Ajgjeinaoe  ©
souewJsopad
40 poutad ayy Inoqge jualedsuesy aq o
SYuow ZT 190 dduewaopad
“jdomaweld uswaSeuey 821N0say dY3 Ul paulINo S,9040 @NuaAdY 91e1S Byl 193l ©
sjuawauinbas 3y Jod Se 4SNqoJ pue JUBAS[3J SUIRWS. 103 1984€1 U0N3]|03 BNUBA3) |enuue
uOI1BWIOJU BdUBWLIOMAd £dg 2INSUS 01 OYS BY1 YUM 3JOM $,30L40 3nudASY 21elS S} m.c_\sm_>8 °
01 SNUIIUOI ||IM {1 ‘JUSW1L]S UBWIOMD [eIuawpedag Aq syuawiaanba.

S, 440MaWD.H JUdWABDUDI 33.n0S3Y 3y} 193W
31 JO JUSISSISSE PUB MBIADJ |enuue S 41 40 Med sy saunseaw souewropad AaAlag 0195 (€ Jaded

198png s}l 31ns sayew (0140 ANUIASY 1L1S Y}
yum Supjiom) asueuly pue Ainseal] Jo Juswyedsqg 4

198png §Z-¥70¢ adpupd uy paydaday

31va NOLL31dINOD ISNOJS3Y 410 NOILVANINIAOD3d ODVA

51 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Response provided by the Commissioner of State Revenue, SRO

L

VICTORIA

Mr Andrew Greaves
Auditor-General

Level 31/35 Collins Street
MELBOURNE VIC 3000

Dear Mr Greaves

PROPOSED REPORT — PERFORMANCE AUDIT: COLLECTING STATE-BASED TAX REVENUE

Thank you for the opportunity to comment on the Proposed Report for the performance audit Collecting
state-based tax revenue.

The VAGO Report places very little emphasis on the fact that the period largely covered by the audit, being
2021/2022 and prior, was characterised by the SRO moving some of its staff from collecting revenue and
debt to providing covid relief measures.

The Proposed Report contains six recommendations. In relation to recommendations 1&2 contained in the
Performance Audit, the SRO accepts that the language used to describe the governance and oversight
arrangements between the SRO and DTF should be more consistent.

It should be noted that the SRO has an Internal Audit Committee which has three external members plus a
VAGO representative. The SRO is not required to have its own Audit Committee but considers it to be good
governance, considering the amount of revenue it collects. Further, the SRO is also one of the only revenue
collections agencies in the world to have ISO 9001 Quality Certification accreditation and so is subject to
extensive auditing on a regular basis.

In relation to recommendation 3, the SRO does not fully accept that, because it is not regularly measuring
the tax gap, it is not optimising revenue for the state. The VAGO Report places an inordinate level of
importance on tax gap analyses. The SRO does conduct tax gap analyses from time to time and has just
completed analyses on both Payroll Tax and Land Tax, however most jurisdictions around the world do not
conduct regular tax gap analyses as they are unreliable and should only be used as a tool to support other
compliance mechanisms. This is the case at the SRO. In fact, the 2017 OECD report on taxation
administrations states “limitations of tax gap estimates mean that they are not a good basis for explicit
performance targets”.

Regarding recommendations 4 and 5, the SRO is currently reviewing its measures to ensure that they are
clearly aligned to its strategic goals. Concerning the finding about the cost to collect $100, this measure is
subject to vagaries surrounding the different types of taxes collected across states and territories as well as
changes to rates, thresholds and the addition or removal of taxes.

ABN 76 775 195 331 | ISO 9001 Quality Certified

ORIA

sro.vic.gov.au | Phone 1321 61 | GPO Box 1641 Melbourne Victoria 3001 Australia State

Government
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Response provided by the Commissioner of State Revenue, SRO - continued

Therefore, it is difficult to measure as a trend over time or as an interjurisdictional comparison. However,
the measure is one of many that the SRO and all other jurisdictions in Australia use as a measure of
performance, so it has some utility.

The SRO accepts parts of recommendations 5 and 6 in principle.

A table outlining the SRO response to recommendations 3-6 is attached.

Yours sincerely,

Paul Broderick
Commissioner of State Revenue
5 June 2023

53 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Response provided by the Commissioner of State Revenue, SRO - continued
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Response provided by the Commissioner of State Revenue, SRO - continued
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Response provided by the Commissioner of State Revenue, SRO - continued
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Response provided by the Commissioner of State Revenue, SRO - continued

§¢0c{unfrog

31vd NOILI1dINOD

‘Asuow s19Aedxe) Jo asn 9A1309}43 UB 9 03 PaJapIsuod Jou
SI Iy} Se saAlReRiul dueljdwod AJejun|oa uo |0y e Ajauenb
03 ulA1} swn yanw puads J0u ||IM Inq (pJe2100S padueleq)
$9UNSEaW 91e40d10D [BUIDIUI S} MIIADI |[IM OYS YL

‘goueldwod Asejunjon anosdwi

0} SUOI}I®. JO 5109443 Y3 dJnseaw AjJe|ndau pue AjpA130aye
0} 9|ge Ua3q Ssey ey} PIJOM 3y} punoJle uonIpsunf

Suixe} Aue Jo aseme J0u S| OYS 9Y1 1By} PI0U 3¢ p|NOYs 3}

*3uljiyoud pue sisAjeue |eauaWIUOIIAUD

ysnouys soueldwod-uou [erualod salUaP! YaIym

ss2204d Suluued |enuue ue sMmoj|04 3| "Sa11ANRdE ddueldwod
S WJojul 03 sonAjeue ejep pajeansiydos sasn OYS ay L

*9|dund ul paydaddy

ISNOdS3Y 0OYS

(g£°z uondas 99s) 51502 Sunesado sy 3upnpau ale
saAlleniul syl ji Buissasse Suipnpul ‘ajqissod ausaym
JUSWISIAUI UO UIN}aJ SSAREINUL S Ajlauenb e
suoI3es1|qo Xe} JI9y} JO ssaualeme

pue unoineyaq s1ahedxe) ul saSueyd ajen|eas e
10} saAleRIUl ddueldwod

AJejun|on syl 10j saunseaw aduewso)lad paseq
-309(o.d o1y109ds dojanap 03 sanUIUOD OYS YL

NOILVANIINOD3Yd ODVA

57 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Response provided by the Commissioner of State Revenue, SRO - continued
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Acronyms, abbreviations
and glossary

Acronyms

ATO Australian Taxation Office

BP3 Budget Paper 3: Service Delivery

DTF Department of Treasury and Finance

OECD Organisation for Economic Co-operation and Development
RMF Resource Management Framework

SRO State Revenue Office

VAGO Victorian Auditor-General's Office

Abbreviations

Commissioner

Commissioner of State Revenue

Standing Directions

Standing Directions 2018 under the Financial Management Act 1994

Tax Act

Taxation Administration Act 1997 (Vic)

Glossary

Reasonable assurance

We achieve reasonable assurance by obtaining and verifying direct
evidence from a variety of internal and external sources about an
agency's performance. This enables us to express an opinion or draw
a conclusion against an audit objective with a high level of assurance.
We call these audit engagements.

See our assurance services fact sheet for more information.

Limited assurance

We obtain less assurance when we rely primarily on an agency’s
representations and other evidence generated by that agency.
However, we aim to have enough confidence in our conclusion for it
to be meaningful. We call these types of engagements assurance
reviews and typically express our opinions in negative terms. For
example, that nothing has come to our attention to indicate there is a
problem.

See our assurance services fact sheet for more information.
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https://www.audit.vic.gov.au/sites/default/files/Our role/Our-assurance-services.pdf
https://www.audit.vic.gov.au/sites/default/files/Our role/Our-assurance-services.pdf

Scope of this audit

Objective
We assessed if DTF and SRO are optimising how they collect state-based tax revenue.

Who we examined Their key responsibilities
DTF ¢ Helps the Treasurer manage Victoria's Budget, finances and
economic policies and strategies

e Forecasts how much tax revenue Victoria will collect each year
in the state Budget

SRO e Administering Victoria's tax legislation

e Collects state taxes, duties and levies on behalf of the Victorian
Government

Our audit focused on information and data from 2016-17 to 2020-21. We have
included 2021-22 information where possible.
How we assessed performance

To form our conclusion against our objective we used the used the following lines of
inquiry and associated evaluation criteria:

Line of inquiry Criteria

Are DTF and SRO effectively 1. Are DTF's and SRO's roles clearly established and understood by the parties involved? (see
optimising the way they Chapter 2)

collect tax revenue due to the 2. Are DTF's revenue collection forecasts accurate? (see Chapter 2)

state?

Is SRO collecting the tax revenue it is set up to collect on time? (no specific findings noted

in the report)

4. Is SRO detecting and acting on noncompliance? (see chapters 2 and 3)

Is SRO minimising the costs 1. Are SRO's processes to collect revenue optimised in a way that revenue collection costs

of tax collection? are minimised? (see Chapter 3)

2. Are SRO's costs of collecting revenue decreasing over time? (see Chapter 3)

Are SRO's processes to collect revenue contemporary and facilitate customers' needs? (see

Chapter 3)

60 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Our methods
As part of the audit we:

» reviewed DTF's and SRO's policies, procedures and other documentation about
collecting tax

e analysed SRO'’s data

» assessed DTF's and SRO’s compliance against relevant legislation, including the
Standing Directions, and internal policies and procedures

» assessed DTF's and SRO's compliance against relevant external benchmarks,
including Victorian Government policies and best-practice guidelines

+ referred to our financial audit work that has analysed DTF and SRO
* interviewed key DTF and SRO staff.

We conducted our audit in accordance with the Audit Act 1994 and ASAE 3500
Performance Engagements to obtain reasonable assurance to provide a basis for our
conclusion.

We complied with the independence and other relevant ethical requirements related
to assurance engagements.

Cost and time

The full cost of the audit and preparation of this report was $765,000. The duration of
the audit was 14 months from initiation to tabling.
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Comparing SRO’s BP3 and
scorecard performance measures

Figure D1: SRO’s 2020-21 performance measures

BP3 BP3 Scorecard
category BP3 measure target Scorecard measure* target
Quantity Revenue collected as a percentage of >99% No comparable measure N/A
state Budget target
Cost to collect $100 tax revenue raised is  Achieved/  No comparable measure N/A
less than the average of other state and not
territory revenue offices achieved
Compliance revenue assessed meets >95% Compliance revenue assessed meets target  >95%
target .
Average revenue per FTE — compliance >95%
Quality Customer satisfaction level >85% No comparable measure NA
Business processes maintained to retain 100% Quality control >95%
ISO 9001 (Quality Management Systems)
certification**
Ratio of outstanding debt to total <2% Average monthly ratio of actionable debt <2%
revenue (monthly average) to total revenue (YTD)
Ratio of actionable debt less than 90 days <1%
to total revenue (YTD)
Objections received to assessments <4% Objections received vs. assessments <4%
issued because of compliance projects issued — compliance (YTD)
Objections received vs. assessments <4%
issued — operations (YTD)
Strike rates — Bl and data matching audits >90%
Litigated success rate (YTD) >70%
SRO operational productivity >4%
Timeliness Revenue banked on day of receipt >99% Revenue banked on day of receipt >99%

62 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



BP3 BP3 Scorecard
category BP3 measure target Scorecard measure* target
No comparable measure N/A Phone calls answered within 300 seconds >80%
No comparable measure N/A Operations — process workflow summary >44 days
expressed in days
No comparable measure N/A Process of unclaimed monies (within >90%
30 days) (YTD)
Timely handling of objections (within >80% Timely handling of objections within >80%
90 days) 90 days (legislative requirement)
Timely handling of private rulings (within ~ >80% Private rulings completed within 90 days >80%
90 days)
Cost Total output cost N/A Total discretionary budget (YTD) 99 to
101%

Note: YTD stands for year to date. Bl stands for business intelligence.

*This excludes one environmental and 4 SRO staff performance scorecard measures because they were not relevant to our audit objective.

**This BP3 measure was removed from the 2022-23 BP3 and reintroduced in 2023-24. In 2022-23, it was replaced with 'achievement of scheduled
milestones in budget funded projects of master data management toolsets, identify and access management system and microservices implementation’.

Source: VAGO.

63 | Collecting State-based Tax Revenue | Victorian Auditor-General’s Report



Auditor-General's reports
tabled during 2022-23

Report title

Results of 2021 Audits: Technical and Further Education Institutes July 2022
(2022-23: 1)

Results of 2021 Audits: Universities (2022-23: 2) July 2022
Follow-up of Protecting Victoria's Coastal Assets (2022-23: 3) August 2022
The Effectiveness of Victoria Police's Staff Allocation (2022-23: 4) September 2022
Quality of Major Transport Infrastructure Project Business Cases (2022-23:5)  September 2022
Major Projects Performance Reporting 2022 (2022-23: 6) September 2022
Quality of Child Protection Data (2022-23: 7) September 2022
Follow-up of Maintaining the Mental Health of Child Protection September 2022
Practitioners (2022-23: 8)

Regulating Victoria's Native Forests (2022-23: 9) October 2022
Victoria’s Alcohol and Other Drug Treatment Data (2022-23: 10) October 2022
Auditor-General's Report on the Annual Financial Report of the State of October 2022
Victoria: 2021-22 (2022-23: 11)

Regulating Private Pool and Spa Safety (2022-23: 12) February 2023
Results of 2021-22 Audits: Local Government (2022-23: 13) February 2023
Maintaining Railway Assets Across Metropolitan Melbourne (2022-23: 14) March 2023

Fair Presentation of Service Delivery Performance 2022 (2022-23: 15) March 2023
Understanding Victoria’s Contaminated Land (2022-23: 16) March 2023
Supporting Sexual and Reproductive Health (2022-23: 17) May 2023
Regulating Food Safety (2022-23: 18) June 2023
Collecting State-based Tax Revenue (2022-23: 19) June 2023

All reports are available for download in PDF and HTML format on our website

www.audit.vic.gov.au
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Auditor-General's responsibilities

Our fact sheets provide you with more information about our role and our audit
services:

*  About VAGO
Information about the Auditor-General and VAGO's work

 Our assurance services
Information about the nature and levels of assurance that we provide to
Parliament and public sector agencies through our work program

Victorian Auditor-General's Office
Level 31, 35 Collins Street
Melbourne Vic 3000

AUSTRALIA

Phone  +613 8601 7000
Email enquiries@audit.vic.gov.au
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