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Standard business reporting
	Key points

	· In 2008, COAG agreed to support the standard business reporting (SBR) program as a mechanism to reduce the burden on business of reporting to government.
· SBR includes standardisation of terms, removal of duplicate information requests, and a single online secure sign-on for participating government agencies.

· It has been operational since July 2010. Its development has cost the Australian Government approximately $170 million.

· To date, the take up rate of SBR by business has been very low. The benefits being achieved are small relative to the potential available. 
· Greater commitment from participating government agencies could substantially improve the take up rate of SBR and the realisation of benefits. In this regard:
· the Australian Taxation Office has recently committed to adopt SBR technology across the reports lodged to the ATO by June 2015; and 

· the Australian Securities and Investments Commission has also signalled its intention to expand the capabilities of its SBR platform, although no funding has been committed.

· Based on earlier business case analysis of SBR and consultations conducted during this study, the Commission assesses the potential benefits from the uptake of SBR are substantial — estimated to be in the order of $500 million per year. 
· Further benefits may also be available from the wider application of SBR methodologies for reporting to government and in business reporting.
· However, wider applications by government should be subject to cost-benefit analysis.

	

	


Standard business reporting (SBR) is a multi-agency program intended to reduce the reporting burden on business by providing standardised business-to-government reporting and supporting electronic lodgement. It has been established by the Australian Government in cooperation with State and Territory governments. 

The Taskforce on Reducing Regulatory Burdens on Business (Regulation Taskforce 2006) recognised that there was considerable scope to streamline business-to-government reporting. It recommended that the Australian Government ensure agencies use consistent terms and rationalise existing reporting requirements. The development and adoption of a business reporting standard was recommended, based on the Netherlands Taxonomy Project which had commenced in 2004 (box 6.1).
	Box 6.
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International interest in SBR-like practices

	The Australian SBR program has developed in parallel to the SBR system in the Netherlands. The Netherlands Taxonomy Project, as it was known when introduced in 2004, was later renamed SBR, in line with Australia’s SBR program (OECD 2009). 

The Dutch Government entered into a covenant with 100 business intermediaries (such as software companies, accounting firms and tax agents) to develop and incorporate SBR in their systems. The project rationalised reporting by reducing the number of individual data units from 200 000 to 4000. SBR was intended to save businesses in the Netherlands up to 25 per cent of their compliance reporting costs (OECD 2009). 
However, take up by businesses in the Netherlands has been lower than expected to date, partly because intermediaries and software companies lack incentives to invest in SBR. In early 2011, the Head of the Tax Administration in the Netherlands recommended that the alternative older online tax channels should be phased out as they risked undermining the take up of SBR. From 2013, SBR is mandated to be the exclusive channel for online lodgement of corporate and income tax reports in the Netherlands (SBR 2011). 
Other countries have, or are considering, SBR programs. A business case for New Zealand was built on a modified version of the assumptions made for Australia’s business case (although New Zealand is no longer progressing with its SBR project due to other funding priorities (SBR 2011)). Brazil is drawing on Australia’s SBR program to develop a project for intra‑government reporting. Singapore is also currently in the process of developing a business case for SBR. 

The internationally recognised eXtensible Business Reporting Language (XBRL) used in the Australian SBR program provides a uniform system for information to be exchanged between programs. It has been adopted in financial and banking reporting in a number of countries including: 
· some cases of mandatory use for particular businesses and government agencies in Japan, China, Spain, United Kingdom and United States; 
· a transition to mandatory use in Denmark and India; and

· voluntary use in Canada (SBR 2011).

	

	


In August 2007, a division within the Australian Treasury commenced the development of the SBR program through a process of consultation with Australian and State government agencies, software developers, accountants, bookkeepers and the broader business community, drawing on earlier work by the Australian Taxation Office (ATO). The SBR program, while based on the original Netherlands Taxonomy Project, has a number of additional features to facilitate direct reporting to government via accounting software (OECD 2009).

This chapter provides an overview of the SBR program including its objectives and impacts. It considers who will be affected, and provides estimates of the realised and prospective direct benefits and costs of the reform, as well as potential impacts. Quantitative and qualitative analysis is drawn from the 2007 Treasury business case and the Commission’s own assessments based on consultation with a range of business and government stakeholders. 

The Commission’s assessment of the likely direct impacts of the SBR reform has required judgements to be made about the effects of the SBR program in its current form and how it may evolve. The SuperStream reform, the written advice of the ATO Commissioner to the Productivity Commission regarding the ATO’s transition to SBR technology, and the recent announcements by the ATO about closing down some of its existing means of lodgement as part of its transition to SBR by 2015 have had a considerable bearing on the Commission’s final assessment. Without these commitments, it would be difficult to see a substantial take up of SBR in the near term. Judgements have also been required to assess the take up and time saving value of SBR which will determine the benefits of the reform. The results are exploratory and should be regarded only as broadly indicative of the likely effects of the reform. 
6.
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Reform objectives and changes
At its July 2008 meeting, COAG agreed to support the SBR program as a mechanism for reducing the regulatory burden of reporting requirements on business (COAG 2008d).
All businesses, to varying degrees, are required to complete a range of reporting statements for a number of government agencies. Forms for a small business include a yearly income tax return and quarterly business activity statements. For a large business, the number of forms can be extensive with reporting obligations to a number of different government agencies. Compliance requirements cost businesses and individuals time and money and can have broader impacts, such as through raising costs or reducing productivity (box 6.2).
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Costs of reporting

	Financial reporting by businesses provides important information for management decisions within a business and for governments. However, regulation that requires the provision of documentation to a third party also imposes a number of costs:

· business compliance costs — the direct additional costs to businesses of performing the various tasks associated with complying with government regulations; 

· government administration costs — the costs incurred by governments (and imposed on taxpayers) in ‘regulating’ or, more specifically, in managing and responding to the information; and
· efficiency costs — the costs imposed on the economy when regulation distorts the use of resources, such as higher prices and reduced consumer choice, innovation and productivity (PC 2006b).

The SBR program intends to decrease business compliance costs and ultimately government administration costs. In turn, efficiency costs can be reduced.

	

	


The SBR reform was one of the 13 streams listed in the National Partnership Agreement to Deliver a Seamless National Economy in 2008 offering reward payments to the States and Territories for implementation. The explicit milestones centred upon the development and release of a series of standard reporting definitions for use by developers of business accounting and financial software. COAG has reported that:

SBR has been operational since 1 July 2010, offering Australian businesses, accountants, bookkeepers, tax agents and payroll professionals a quicker and simpler way to complete and lodge reports for government. (COAG 2011a, p. 5)

The COAG reform milestones were assessed as complete by the COAG Reform Council in its 2009-10 Performance Report (CRC 2010) because the SBR platform had been built and the system launched. Accordingly, an update of the SBR reform was not provided in the COAG Reform Council’s 2010-11 Performance Report (CRC 2012). However, the benefits of SBR are only realised if SBR is actually used by business. Currently, aside from the use of AUSkey, the take up rate by business is very low and, without a substantial increase in the take up rate, there is doubt as to whether the benefits achieved will exceed the project development costs. The main reasons for the low take up rate are discussed in section 6.3.
What is intended by SBR?

Currently, many businesses and intermediaries complete aspects of their reporting obligations to government by electronic means (for example, using the electronic commerce interface, or ECI, to lodge with the ATO). Electronic reporting through agency-specific portals has evolved over time, and businesses have become familiar with this method of electronic reporting. Alternatively, information can be transposed from paper-based accounts and computer‑based accounting packages onto paper forms and sent by post to the relevant agency. The ATO reports that of the 13 million business activity statements received annually, 47 per cent are paper lodgements. 
Small to medium size businesses are typically required to lodge a number of forms with the ATO. Tax file number declarations, pay-as-you-go payment summaries, business activity statements and employment termination payment summaries are examples. Larger businesses have additional reporting obligations with more government agencies, including payroll tax obligations to state revenue offices and reporting to the Australian Securities and Investments Commission (ASIC) and the Australian Prudential Regulatory Authority (APRA). Their reporting requirements may be handled by an intermediary or through custom built software packages using agency‑specific channels to report electronically. 

SBR is a program for business‑to‑government reporting (box 6.3). By SBR‑enabling a number of financial reporting forms, it is intended to:

· standardise reporting terms based on international standards and best practice;
· remove unnecessary and duplicate information requested in government forms;
· utilise business software to automatically prefill government forms;
· provide validation and confirmation of requirements and confirmations in reporting; and

· use a single, online secure sign-on to meet the reporting requirements of the agencies involved.

	Box 6.
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Standard business reporting — a snapshot

	The development of SBR for financial reporting considered the data that businesses already collect and the data that government agencies require. The forms included in the SBR program underwent a review for data that was collected more than once across participating agencies, and for where similar data was requested but was described in different ways.

Definitions used to collect data were then standardised and linked to existing data already held by business. The data collected are ‘tagged’ using the dictionary of financial terms known as the ‘Taxonomy’. 

This tagging process operates ‘behind the scenes’ with software that is SBR‑enabled (using XBRL – eXtensible business reporting language). Businesses collect and record the data they need, and the SBR-enabled software collates and reports the data as required for business-to-government reporting purposes.

The prefilled reports in the business software can then be sent directly from the software package to the relevant government agency using the Core Services component of the SBR program. This is an electronic interface for business to interact with government. Businesses access the Core Services (a portal for the lodgement of forms) with the AUSkey authentication, the single secure sign-on for using SBR.

	Source: PC (2009b).

	

	


Possible impacts

SBR provides an opportunity for the same reporting requirements to be met with less time and expertise. 

More efficient reporting methods could provide businesses with opportunities to reduce labour and other business costs associated with the preparation and submission of reports to government. For example, the SBR Taxonomy rationalises data requests and prefills forms using information that is common in reporting across agencies.

Similarly, government agencies could benefit by being able to receive reports in a more timely fashion and a more consistent format, thus reducing the administrative cost of organising and managing large inflows of information across numerous documents. 

A consistent language and standard system of reporting could also improve the quality of financial reporting and data management. This could reduce the likelihood of inaccurate or incorrect information being reported to governments. 

However, the launch of the SBR program, and the associated completion of the three key capabilities of SBR — the Taxonomy, authentication, and Core Services — are not sufficient in themselves to ensure that the reporting burden on business is reduced. For the benefits of SBR to be realised, businesses need to use software that is SBR‑enabled. This requires software developers to design accessible products, and for these products to be used by businesses and business intermediaries. 

If SBR does achieve widespread take up, the benefits to business could be substantial. The magnitude of business cost savings will largely depend on the number of forms included in the SBR program, the time savings SBR provides over the existing alternative methods of lodging these forms, and the number of firms using and submitting forms successfully using SBR. 
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Who and what are affected by the reform?

There are three main groups affected, or potentially affected, by the SBR program:

· businesses that are required to submit information to government agencies; 
· business intermediaries, such as software developers, accountants, bookkeepers, tax agents, payroll providers and financial advisors; and
· government agencies that receive reports from businesses.
Businesses

When the business case was developed for SBR in 2007, there were approximately 2.1 million businesses operating in Australia (Treasury 2007). Based on the number of businesses that use computer software accounting, it was assumed that there were over 1.5 million prospective SBR users. 
Adoption of SBR is voluntary and businesses are only likely to become users if they are aware of the program and judge that the benefits of adopting it will outweigh the costs. 
Most businesses could benefit from the intended outcomes of the SBR program. For example, small businesses could benefit from notifications regarding compliance and the automatic prefill of commonly lodged forms. Medium and large firms with a substantial number of forms to lodge with different agencies would benefit if, over time, the number of SBR-enabled accounting programs and SBR‑enabled forms increases. However, very small businesses with limited reporting requirements to government and that are not presently using computerised accounting software are likely to be slow adopters of SBR and only as they shift to relevant computerised systems.

Software developers and intermediaries
Software developers and other business intermediaries can make SBR accessible to businesses by including it as a feature in their products and services. SBR provides an opportunity for business intermediaries to offer a new feature that can add value to data management and simplify reporting procedures. To the extent SBR is valued by their customers, software developers that incorporate SBR could benefit from being able to increase the price of their products or secure market share. To date, for the limited number of available SBR‑enabled software products, software developers have either charged an annual subscription fee, or included SBR in a software update at no additional cost to their customers. 
The Australian Government developed a software developers’ kit that is available at no cost to developers. It includes a set of optional components and documentation to assist in SBR‑enabling software. Software developers who choose to offer SBR services undertake an initial investment to provide SBR — either in one complete SBR‑enabled accounting package or as an SBR product that can be used with other commercial accounting packages. The one-off costs of building the capabilities into the product and mapping information to the Taxonomy may be substantial. However, these are commercial investments undertaken because of an expected commercial benefit. Any such (indirect) costs should be captured in the economy‑wide modelling (see chapter 3 of volume 1). Ongoing services by software suppliers would include maintenance and customer support. In some cases, transition to SBR would mean that past investments in other accounting and reporting systems become obsolete. 
For software developers to invest substantial resources into SBR they must be confident that it will be competitive with existing electronic reporting channels. The Commission’s consultations with software developers have highlighted a mixed response to SBR, even though many software developers acknowledge its theoretical benefits and expect it to eventually become the industry standard. 

Governments

The SBR division within The Treasury is responsible for the SBR program. Certain Australian Government agencies and all of the state revenue offices entered into a memorandum of understanding in June 2010 (SBR 2010) for the effective management of the SBR program. The initial cost of developing the capabilities within agencies was met by the Australian Government.
Under the memorandum of understanding, the participating agencies have committed to a range of responsibilities. 
· The Treasury — to have governance and oversight of the SBR program and the associated IT infrastructure; to provide leadership in its development and maintenance; and to co-ordinate communications.
· ATO — to develop and maintain the Taxonomy and support other agencies in its use; to maintain the AUSkey credential; to maintain, host and manage the SBR Core Services; and to provide support to businesses using SBR and software developers.
· APRA, ASIC and the State and Territory governments — to update the Taxonomy; to support the promotion of SBR and to encourage take up by businesses; to communicate with other participating agencies, including notification of any information that may impact on the demand for SBR; to participate in issue resolution; and to provide businesses using SBR with a product that meets expectations and that is accessible.
· Department of Industry, Innovation, Science, Research and Tertiary Education — to develop and maintain the authentication process, AUSkey, and matters relating to its use, including proposing strategic changes to the authentication.
The SBR Program Board is chaired by the Secretary of the Treasury and includes the chief executive officers of ASIC, the ATO, APRA, the Queensland Office of State Revenue, the Department of Human Services and the Australian Government Information and Management Office (AGIMO). There are also representatives of business, the Board of Taxation, Australian Chamber of Commerce and Industry, Business Council of Australia and Australian Industry Group.

The Steering Group consists of senior representatives of the SBR program, the ATO, APRA, ASIC, AGIMO and the New South Wales Office of State Revenue. 

Degrees of effective commitment

The Commission’s consultations have indicated that the agencies working with The Treasury have had differing degrees of effective commitment to SBR. For example, one participating agency has made a significant investment in a new platform that is not fully SBR‑enabled. Agency commitment to the program has also oscillated over time. In part, this is a result of more pressing and changing priorities within these organisations. It also reflects personnel changes in the high-level management of these agencies. 
Further, for government agencies that use the Core Services of SBR, a single portal may not allow for the same level of control that agencies currently exercise over their own lodgement channels. This has been a concern expressed by some of the participating agencies, particularly because it reduces their ability to be responsive in changing and updating their lodgement systems. 
The Core Services was a key reason for the early withdrawal of the Australian Bureau of Statistics (ABS) from the program. The ABS has advised the Commission that the Census and Statistics Act 1905 does not allow it to contract out the collection of information on its behalf to another organisation. While recognising that ‘SBR isn’t just a good idea, it’s a great idea’ (sub. R10, p. 2), the ABS also had some reservations: 
Aside from the legal position, there are two further considerations … Firstly, the ABS is unwilling to assume the risk of having full accountability for protection of the security and secrecy of data passing through an SBR Core Services set up over which it has no custodial role and no direct control. Secondly, the ABS must avoid the risk to its reputation of a public perception that data sent to the ABS through a Core Services function operated by a commercial provider contracted to the ATO will be accessible to those organisations. (sub. R10, p. 1) 
Subsequent to the discussion draft, the Commission has been informed that: 
The ABS and the Department of Treasury are involved in ongoing discussions regarding SBR. These are focused on two areas: the ABS’s re-engagement in the SBR program through the removal of existing barriers and the extension of SBR beyond financial reporting. (ABS, pers. comm., 29 February 2012)
6.3
What are the direct impacts of the reform?
What others have said: the business case
The business case study by The Treasury (2007) calculated that the full implementation of SBR in Australia by 2013-14 could provide annual nominal cost savings of $795 million to business. These cost savings were calculated based on assumed take up rates and the difference in time businesses were likely to spend on their reporting obligations using SBR compared to the time taken for reporting without SBR. 
The business case assumed that software developers would offer SBR-capabilities in software products for business use by 2010-11. It assumed sufficiently skilled and experienced personnel were available to develop and administer the utilisation of SBR by businesses and government agencies.

The take up rates in The Treasury business case assumed businesses using accounting software would increasingly adopt SBR. The take up rate was assumed to increase annually as follows:

· 12 per cent of businesses in 2010-11 (one year after the launch of the program) — this was based on the percentage of businesses that electronically reported to the ATO in 2007; 

· 24 per cent of businesses in the second year — attributable to the number of businesses that complete any of their government reporting obligations online; 

· 48 per cent in the third year — equivalent to the approximate number of businesses using the internet in 2007; and

· 60 per cent from the fourth year (2013-14) and onwards — in line with an expected increasing trend in the use of software accounting by business. 

The Treasury business case also adopted assumptions regarding the value of SBR to business. A small business that adopted SBR was assumed to reduce the time required for reporting from an annual average of 38 hours to 26 hours — an estimated 12 hour reduction annually from SBR. Medium sized businesses were estimated to save 42 hours annually on average, and large businesses using SBR were assumed to reduce their reporting time from an average 578 hours to 429 hours — saving 149 hours per business annually. Cost savings were calculated for small, medium and large businesses, and not-for-profit organisations, starting with a conservative average hourly wage of $27 in 2006-07 and allowing for wage growth of 3 per cent per year thereafter. 
The benefits (and costs) were estimated in the business case to impact on businesses progressively from the program launch on 1 July 2010. The business case estimated a benefit to businesses of $800 million in total over the six years 2006-07 to 2012‑13, and an annual benefit to businesses of $795 million per year from 2013‑14 onwards. The business case did not attempt to quantify the additional benefits that might accrue to government through the standardisation of reporting. 

Over the initial six years of development, the cost to government was estimated to be $320 million. Transitional costs to business included planning and learning, IT costs and the time required to change record keeping procedures, such as mapping existing accounts to the SBR Taxonomy. The costs to software developers to map the Taxonomy in software packages were not quantified in the business case.
Realised benefits
COAG’s implementation plan for the SBR reform entailed the delivery of three main functions associated with the SBR program. The first two are an organisation of reporting terms into a Taxonomy and a whole of government authentication for secure access to lodgement. These have been completed and some of the benefits of these are being realised by businesses using SBR‑enabled products. The third relates to development of Core Services.
The Commission’s assessment is that the realised benefits are approximately $3 million per year and are ongoing. This estimate comprises around $2 million to business and intermediaries and an assumed $1 million to governments per year. The estimated benefit to business arises from the Taxonomy and authentication components of SBR (that is, functions 1 and 2). The estimated realised benefits also include cost savings that are equivalent to a quarter of the value of time saving to business proposed in the original business case. The time savings are applied to the approximately 1000 businesses currently using SBR to lodge forms. The estimated realised benefit to government arises from lower data collection administrative costs.
Function 1: The Taxonomy
The first element of the SBR program was to provide a data dictionary of uniform definitions and terminology. The standardisation of commonly used terms and definitions across government agency forms was intended to:

· reduce the complexity of reporting;

· reduce the associated number of errors; and

· reduce duplication of data requests.

Addressing duplication saw the number of unique data elements reduced from 26 537 to 5923 across approximately 417 financial government reports (Treasury, pers. comm., 5 December 2011). 
All businesses that use an SBR-enabled software package are using the Taxonomy, regardless of whether SBR is used for lodging reports. According to the number of accounting packages that are currently SBR-enabled and their active customer base, approximately 80 000 businesses to date are estimated to be using the Taxonomy (sub. R12, p. 1). 
The improvements in the quality of data and the efficiency of managing these data provide cost-saving opportunities to business and government. However, there is a risk that businesses will continue to report in the same manner, despite the rationalisation of definitions achieved by the Taxonomy. Nonetheless, errors in reporting which arise from terminology can be reduced through the shared access to information between businesses and their intermediaries that SBR provides.
Function 2: The Authentication

The second element of the SBR program was the development of AUSkey, a secure online authentication system to provide a single log-in for businesses that can be used across government agencies. AUSkey removes the need for numerous user IDs and passwords for each separate government agency. Businesses can interact with government agencies through one log-in and one set of authentication details. 
Approximately 300 000 businesses now have the AUSkey, with around 560 000 issued since its launch in May 2010 (a business can have multiple authentications). This system overrides the previous distribution of 400 000 digital certificates to businesses (Treasury, pers. comm., 20 Sept 2011). Unlike digital certificates, which could take up to 28 days to be issued, AUSkey can be issued immediately through an on‑line request (Treasury 2007).
In the Commission’s consultation with stakeholders, the response to the AUSkey was generally positive. There was some concern regarding the costs of modifying the AUSkey if the authentication were to be adopted by other agencies. 
Function 3: Core Services

The third element of SBR was the development and use of the Core Services which allow for businesses to lodge reports to government directly from their accounting software. The benefits of the Core Service feature are: 
· the notification of compliance requirements; 
· automatic prefill; 
· prelodgement checks and electronic lodgement; and 
· verification of a successful lodgement. 
The benefits are only realised when SBR is used by a business to report to government. Currently, approximately 1000 businesses report using the SBR Core Services. These 1000 businesses have lodged around 12 000 reports (an average of 12 reports lodged by each business since 1 July 2010). As a result, very little reduction in the burden of reporting to government has been realised.
The business case versus realised benefits
The realised benefits are significantly below those anticipated in the original business case. A number of factors have contributed to this outcome, including:
· The business case is widely agreed to have turned out to have been overly ambitious in its expectations of take up and the time saving value of SBR. This is due to the incomplete bundle of SBR-enabled forms made available so far and tentative marketing by participating agencies. 
· The political and economic circumstances during the development of SBR included the Global Financial Crisis and changes in leadership in various State and Territory governments, in the Australian Government and within relevant government agencies. Accordingly, the degree of government focus on SBR has been somewhat variable. 
· In a fast changing regulatory environment, a voluntary program is not a priority for government, software developers or business, particularly when competing with a range of other demands on time and resources.
· Existing agency‑specific electronic reporting channels are considered familiar and reliable by many businesses. 
The extent to which the benefits of SBR may be realised in time (prospectively), or only after considerable further action is taken (potentially), depends on two key factors — take up by business and the value of SBR on take up. 

Take-up of SBR
More than a year after the program was launched (and completed in terms of COAG milestones), only a few software companies currently offer commercially available SBR-enabled services. There are a number of self-certified programs in development. In consultations with the Commission, some software developers discussed the difficulties in allocating adequate resources to finance SBR development among a range of competing priorities. As noted earlier, approximately 80 000 businesses have access to SBR lodgement, just 5 per cent of the number of potential SBR users identified in the original business case. Of these 80 000 businesses, only around 1000 businesses or 0.05 per cent of all businesses, are using SBR to lodge reports (sub. R12, p. 1). Since the launch of SBR in July 2010, these businesses have lodged over 12 000 reports successfully (Treasury, pers. comm., 9 December 2011).
The Commission’s early consultations with government agencies and businesses indicated varied expectations regarding future take up of SBR by business. It was suggested that take up rates are approximately 12 months behind schedule. One software developer expected uptake to increase over the next two years as software products become more readily available and more competitive with alternative reporting channels. Some of the larger software developers informed the Commission of their broad intention to have SBR-enabled software in the near to medium term. In general, however, no specific time path had been determined. Other consultations suggested the take up rates of the original business case may require up to ten years to be achieved given the obstacles to take up that have been encountered so far. 
Since the discussion draft, the ATO’s announcement to move ahead on SBR and close some existing means of lodgement has suggested to the Commission that the number of businesses using SBR for reporting is likely to increase more rapidly in the medium term: 

As Host, the ATO continues to champion the adoption of SBR and to work with Treasury in increasing take-up … As an agency using SBR, the ATO is committed to transition to SBR as our primary channel for electronic interaction between business and the ATO. (sub. DR-R17, p. 1) 
The SBR division of The Treasury has seen an immediate increase in inquiries from a number of major software providers following the recent commitments made by the ATO (sub. DR-R19, p. 1). Moreover, software companies developing SBR‑enabled products have indicated confidence that, over time, SBR will successfully compete with the current channels for reporting to government. For example, Noble & Associates commented:

The technology supporting SBR … is effectively the next paradigm shift in accounting. The technology carries with it, the power to cope with the complexities of our modern reporting environments … (sub. DR-R13, p. 2)
Value of SBR on take up
If SBR offered the benefits estimated in the business case then the commercial value of SBR should be sufficient to encourage its development and use (providing SBR‑enabled reporting is possible). Consultations with software developers and intermediaries suggest that SBR is gradually being adopted as awareness grows about the benefits on offer. However development of software takes time. According to one software developer, the SBR‑compatible forms must come first and then time is needed for developers to produce products. 
The value of the current SBR product to business is low as relatively few high volume forms are SBR-enabled and included in software packages. Further, the additional benefits to business provided by SBR-enabled forms can be quite low, individually, when compared to the existing lodgement processes for individual forms (box 6.4). For example, the current system of filling out and lodging forms such as the business activity statement is considered by many businesses and software developers to be quick and simple. Accordingly, the value added by lodging this form through SBR is considered to be small, if indeed it provides any additional value at all. 
Deloitte Touche Tohmatsu (sub. DR-R28, pp. 1-2) stated that its small business clients have reported only a small saving in the time taken to prepare reports lodged through the SBR-enabled product, GovDirect. However, its clients have reported other time saving benefits associated with using SBR, such as not having to photocopy forms and file them for record keeping purposes.

In regard to the functionality of aspects of the system, Impact Management Group submitted that while the case for SBR is sound:

… Utility facilities such as payments, client update, account information should always be made available in SBR without turning users away from the SBR channel. Having to go to ATO portal just to change an email address is not time saving. (sub DR-R29, p. 4)
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Considering the alternative options of electronic lodgement

	It is already possible, without SBR, to perform a wide range of business-to-government interactive services online. 

Through the ATO website it is possible to manage business tax affairs and lodge a business activity statement. The Electronic Lodgement Service (ELS) provides online services in income tax return lodgements, activity statements and Australian Business Number applications. The Electronic Commerce Interface can lodge bulk data and employer obligation reports such as multiple activity statements in a single transaction, tax file number declaration reports, bulk superannuation reports and claim forms for excise fuel grants. 
ASIC has informed the Commission that its electronic channels receive around 2.5 million lodgements annually. There are several software products that are compatible with lodging ASIC reports. Similarly, feedback from state revenue offices regarding their existing online reporting arrangements (for example, Western Australia’s Revenue Online lodgement service) is that they are widely used by businesses and are considered reliable and efficient. 
While the value of the Taxonomy and the authentication are unique to SBR, the Core Service component provides a service that is additional to the already available electronic portals for business-to-government reporting. 

	

	


In the Commission’s consultations there was a clear consensus that the value of SBR would be raised by increasing the number and range of forms that are SBR-enabled so that the reporting requirement over a range of forms is rationalised and reduced. 

Why take-up rates have been so low
As noted, the clear shortcoming of the current SBR program in comparison to the business case proposed by The Treasury is the low take up rate. 
While the take up rates assumed in the business case have been acknowledged as overly ambitious, the current low rate of take up in Australia appears to be the result of a number of factors:
First, there has been minimal access to commercially available SBR products. New policy initiatives from government require software changes that take precedence over SBR, given its voluntary nature. This is exacerbated by the lack of customer demand for SBR, and the level of technical skills and the resources required to incorporate SBR into software packages. The Commission also heard that in the early stages there were problems with the stability of the production and testing platforms which hampered progress of self‑certification and software development (although consultation with agencies and software developers suggests that these technical problems are no longer a significant issue). This has led to poor accessibility of SBR for business because the: 
· self-certified products currently listed as available on the SBR website include products that are still in the testing stage and are not actually available; and
· majority of commercially available products to date only have a small customer base
· the Commission’s consultations suggest that the large software providers are now responding positively to the Australian Government SuperStream reform and the ATO’s announcements to use SBR, and will continue to do so given further advice from governments about their greater use of SBR for electronic business‑to‑government reporting. 
Second, the SBR program is also competing with other regulatory changes for time, funding and resources. Resource constraints within government agencies make it difficult for the number of SBR-enabled reports to increase rapidly. 
Third, other available online reporting services for lodging government reports have meant that at present there are only modest or uncertain gains from using SBR over the current methods of online reporting. These existing channels successfully compete with SBR because:
· software developers and business intermediaries already have investments in the current channels for electronic lodgement; 
· agencies are reluctant to transfer control of their lodgement channel to another agency; and
· management of two systems is costly and time consuming and alternative electronic reporting channels already include a wide scope of forms. 
Fourth, there has been uncertainty regarding the funding and resources that the Australian Government will commit to SBR in the future. This includes the risk of SBR being put on hold due to other funding priorities (as has been the case in New Zealand). Perceived commitment to SBR as the future exclusive channel for online lodgement has been undermined because of:
· the need to maintain or improve agency‑specific reporting channels to meet business needs that are beyond the financial reports currently included in the SBR program; 
· the long development window of IT projects; and

· a reluctance by some agencies to impose another regulatory/reporting change on business. 

Finally, there has been low awareness of SBR and its potential benefits. For example, a 2011 survey of chief executive officers revealed that around three-quarters had not heard of SBR. Moreover, those chief executive officers who were aware of SBR only expected ‘low to moderate’ reductions in compliance costs to result from SBR (Australian Industry Group 2011). In this regard, Impact Management Group observed that:

… SBR promotion and marketing is non-existent. Impact has to educate businesses, tax practitioners and large organisations on the benefits of SBR. Large businesses including tax practitioners are unwilling to move towards SBR and generally have not heard about it. (sub. DR-R29, p.3)

Reasons for minimal marketing include:
· a ‘chicken and egg’ situation where marketing is limited until the products are available, and SBR-enabled software products are unlikely to be made available without accompanying promotion to stimulate demand for SBR from the business sector; and
· the relative value of the SBR product compared to other updates and features in software packages. 
As a result of all these factors, take up has been very slow and the realised gains are small compared to the benefits that were envisaged in the business case. Further momentum may be lost due to growing frustrations and uncertainty from the perceived low priority given to SBR and the costs to government and intermediaries in maintaining open but unused SBR reporting channels.
Prospective benefits
In the discussion draft, the Commission noted the lack of clear and firm announcements by the Australian Government and its agencies about their forward plans for using SBR. As one software developer stated:

The marketplace is watching for signals of fatigue from the regulators in their support of the new technology environment. (sub. DR-R13, p. 2)
Leading up to the discussion draft, and subsequently, there have been a number of announcements concerning the utilisation of SBR. These have offered more certainty for other participating government agencies, software developers and businesses. 
The SuperStream reform of the Australian Government has mandated the use of SBR‑compatible data standards for superannuation information transfers by medium and large businesses by July 2014 (Australian Government 2011b). With the Australian superannuation industry processing more than 100 million transactions annually with reporting requirements which cost around $250 million in total (Australian Government 2011b), this development is a significant step towards the application of the methodology. 
In response to a request from the Commission for information about the ATO’s future plans, the Commissioner of Taxation provided a written statement for the discussion draft of the ATO’s commitment to the SBR program (box 6.5). 
In December 2011, the ATO also informed the SBR Board of the following implementation path:
· developing future online systems to build on the advantages SBR can provide to tax practitioners when lodging client returns with the ATO; 
· a transition path in which SBR technology will be available for lodging from 1 July 2015, making SBR available for a range of reports that tax practitioners and businesses lodge with the ATO in parallel to ELS; and
· decommissioning ELS for lodging with the ATO from 30 June 2016, with SBR and ATO Online (portals) being the primary methods for lodgement with the ATO (ATO, pers. comm., 2 March 2012).
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Excerpts from the Australian Taxation Office submission

	The Commissioner of Taxation submitted:

I believe that Standard Business Reporting will facilitate ongoing beneficial change in the way business interacts with Government. The definitional Taxonomy now contains almost 6000 terms which are used in more than 300 government forms. These are either already incorporated in some software products, and are being integrated into others. From the ATO’s perspective, we have developed approximately 50 forms into the reporting taxonomy.

… I can assure you that we are committed to transitioning to SBR as our primary channel for electronic interaction between business and the ATO.

You would be aware that the government has decided to use the SBR taxonomy as a key component for its Stronger Super (Cooper Review) initiative. This will be an important step forward in expanding the use of SBR.

I am also keen to actively work with the Treasury to develop new approaches, and to accelerate the rate of take up. In these discussions we will also explore opportunities for SBR to be used in business to business dealings which will offer a new area of benefit for the community. (sub. R11, p. 1)

	

	


In a speech to the Professional Accountants Group, the ATO Commissioner stated that ‘we plan to transition to SBR for ELS services from 2015’ (D’Ascenzo 2012).
The ATO considers that the redevelopment of ELS will ‘result in tax practise management software being able to support not only the next generation of ATO electronic lodgements, but also make them available to underpin whole of government interactions’ (sub. DR-R17, p. 1). 
The SBR division of The Treasury has observed that:

…this [the ATO’s announced intentions] has already had a significant impact upon software developers who provide the majority of accounting related solutions. (sub. DR- R19, p. 1) 
As noted earlier, the Commission has also been advised by the SBR division in consultation with software suppliers that it expects that SBR will become increasingly available in software packages. More than 80 per cent of the marketplace for business and accounting software is comprised of software providers either actively enabling their products or those already with enabled products (sub. DR-R19, p. 1). In this regard, the ATO has advised the Commission that consultations with software developers have suggested that the implementation path committed to by the ATO offers sufficient time for SBR‑enabled products to be made available and commercially viable for tax agent use. The ATO also expects that as tax agents have SBR‑enabled software available, and become familiar with it, they will encourage their clients to use that software, and thereby extend the reach and benefits of SBR into the business community (ATO, pers. comm., 2 March 2012).

These developments have informed the Commission’s assumptions about future take up rates and the associated prospective gains, and have provided stronger grounds to suggest a significant number of firms will migrate to SBR in the medium term. 
In view of the new information regarding the ATO’s commitment to SBR, the Commission has revised its estimate of the take up rate for SBR. In its discussion draft, the Commission estimated that SBR would be taken up by 5 per cent of all businesses (including not-for-profit organisations). The Commission now understands that software developers are responding to recent public announcements by the ATO and that the number of businesses with access to SBR compatible programs is likely to grow as a result. 
In the Commission’s assessment, the estimated indicative take up rate has therefore been increased to 10 per cent, leading to almost $60 million per year (2010-11 dollars) in prospective benefits (with the benefits expected to gradually accrue over the next five years and be ongoing thereafter). In deriving its estimate, the Commission has assumed that the time saving value of SBR will be equal to half the value identified in the business case, given the number and type of forms that are currently SBR-enabled.
Government impacts

There is no available information regarding the prospective cost-saving benefit to government. However, as take up of SBR increases, so will the volume of SBR lodgements that are received by participating agencies in a standardised format, leading to cost savings for governments. As an indication of improving cost effectiveness of reporting systems, the Commission has assumed a possible cost saving to government in the order of $5 million. It is likely a portion of these saving have accrued with the remainder accruing over the next five years or so with the expected growth in take up of SBR. 
Potential benefits
The Commission considers that the potential benefits of SBR are likely to be large. The realisation of these potential benefits would require substantial increases from the current situation in both the time saving value and take up rates of SBR. This in turn would require further expenditure by governments and investments by software developers.
The Commission notes that the original agencies of the SBR program still have differing levels of commitment to SBR. For example, the ABS has advised the Commission that it has only recently re-engaged in SBR negotiations. ASIC is moving forward incrementally with a ‘current work plan to implement COAG Business Name reforms in May 2012, and to replace [the] machine to machine channel (known as EDGE) by November 2012’ (sub. DR-R26, p. 2). 

As the ATO has outlined its implementation path towards full adoption of SBR, and with SBR likely to be increasingly available in accounting software, the Commission considers it a lost opportunity (for business and government) if ASIC is not able to convert both its technology and forms to SBR. However, at this stage, ASIC has advised it will ‘further implement SBR (and expand our use of XBRL and SBR Core Services) within its own IT framework as funding and priorities permit’ (sub. DR-R26, p. 1).

Strong leadership by the Australian Government and an effective commitment by agencies will be required to realise the potential benefits of SBR. However, the Commission envisages that with concerted and committed government action to improve the range and number of forms available in SBR, and a gradual switch in electronic channels by government agencies, take up rates will increase along with the time savings for businesses.
The Commission has identified some additional areas for improvement or further work that could allow for the potential benefits of SBR — along the lines of the benefits envisaged in the business case — to be achieved (box 6.6).

The Commission’s assessment is that provided decisive action is taken by the Australian Government — in particular, that the actions intended by the ATO come to fruition — then the potential benefits of SBR could be in the order of $500 million per year. This estimate is additional to the realised and prospective benefits of $60 million per year, and includes benefits of around $100 million per year to businesses that do not take up reporting through SBR but still benefit from its Taxonomy and authentication components. 

The estimate is based on the assumption that approximately 60 per cent of all businesses will ultimately take up SBR. The estimate of time saved using SBR to achieve this aggregate cost saving amounts to 80 per cent of that assumed in the business case. 
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Achieving the potential benefits of SBR

	The Commission’s view is that there is a broad range of actions that have been initiated but require further action or that could be undertaken to improve SBR’s take up rate and its value to business. Taken together, these actions would significantly increase the likelihood of SBR delivering cost reductions to business of a magnitude approaching the levels envisaged in the 2007 business case. These actions include:

· directing the focus within government agencies to prioritise the SBR program.
· providing greater certainty to businesses through transparency and accountability regarding the progress and future plans of the SBR program including a public commitment from all participating agencies in line with recent ATO announcements.
· increasing the number of SBR-enabled forms, based on volume and complexity, within participating agencies. Deloitte Touche Tohmatsu (sub. DR-R28, p. 2) suggested more work be done by the SBR program to understand the requirements of businesses with the aim of improving the attractiveness of SBR against the existing channels it is (in effect) competing with. In this regard, the SBR division has informed the Commission that it ‘is using detailed segment analysis to identify the important reporting bundles and target the forms needed to complete the package’ (sub. DR-R19, p. 2). 
· at the right juncture, promoting SBR to encourage business demand. This would provide the incentive to software developers to hasten the development and use of SBR in their products. 
· providing, if required and cost effective, some incentives through funding or technical expertise to increase accessibility of SBR.

	

	


Potential benefits to governments are assumed to be $10 million annually. These benefits would comprise time savings to government agencies arising from the standardised information they will receive, an increase in the timeliness of the information reported and some associated potential for improved data analysis.
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Indicative costs of achieving reform
Transition costs to date
As with many projects, the development and establishment costs of the SBR program have initially exceeded the realised benefits. The realised costs of the program to date have mostly been incurred by the Australian Government.

From 2007 to 2010, the total expenditure by the Australian Government was $169 million (table 6.1). These costs included expenditure on system design, funding to agencies to support the implementation of SBR and consultation. 

The funding from the Australian Government has been directed to its agencies and the state revenue offices based on their level of responsibility for delivering SBR services. For example, some of the agencies are responsible for the development of the core infrastructure and capabilities, while other agencies have SBR‑enabled forms and are provided with funding to maintain, operate and promote SBR as a viable and attractive method for business-to-government reporting. 
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SBR expenditure breakdown, 2007 to 2010a
	Area of expenditure
	Expenditure

	
	 $m
	 %

	Authentication
	43.9
	26

	Taxonomy
	29.0
	17

	Core Services 
	48.1
	28

	Agency infrastructure, system changes 
	32.5
	19

	Program management, integration, software developer tools
	15.3
	9

	Total
	168.8
	100


a Figures may not add to totals due to rounding.
Source: Treasury (pers. comm., 22 September 2011). 
Transition costs for end-user businesses are likely to be minimal and would likely be largely captured in the business‑as‑usual software updating costs. As the additional SBR features are unlikely to require additional training/learning beyond what is usually required to become familiar with software updates, implementing SBR‑compatible software within a business is unlikely to impose any significant additional one off costs. 

Ongoing costs
The Australian Government’s budget forward estimates indicate ongoing expenditure will be of the order of $20 million. These outlays would support and maintain the SBR channels in participating agencies. For 2010-11, the measure includes $2.6 million for payments to the States and Territories. The Commission has used forward estimates for the prospective ongoing costs to maintain and operate the SBR reporting channels within government agencies. The costs to Government to expand the capabilities of SBR to achieve the potential benefits of SBR are assumed.
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Summary of effects

There is scope for SBR to deliver substantial cost savings to business by reducing the time and labour resources required to comply with government reporting. The Commission’s estimates of the benefits to business and government have been outlined above.
In the discussion draft, the Commission classified the benefits from SBR‑enabled reporting to be largely potential benefits. Following from the ATO announcements and further consultation, the Commission has classified some of these potential benefits as prospective. 
The estimate of potential benefits of $500 million per year includes the likely impact of business take up and time saving that would result from the ATO adopting SBR technology, along with the other participating agencies implementing the SBR platform along a similar time path.
The estimated impacts are summarised in table 6.2. 
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Summary of estimated impacts from SBR reform
$ million (2010-11 dollars)
	
	

Annual longer-run ongoing direct impacts
	One-off direct impacts   (transition costs)

	
	

Realised
	

Prospective
	Realised and prospective
	

Potentiala
	

	Reduction in  business compliance costs 
	2
	58
	60b
	500
	..

	Cost reduction to governments
	1
	4
	5
	10
	..

	Maintenance and operational costs to all governments’ administrationc
	(20)
	..
	(20)
	...
	(180)

	Potential transition costs for the Australian Government
	..
	..
	..
	..
	(40)


.. zero or none estimated. Estimates in brackets ( ) represent cost increases a Potential impacts relate to measures that are yet to be implemented, but which are sufficiently likely to be implemented in the future. Realisation of potential direct impacts will require continued commitment and sustained effort. b This number has been revised upwards from the discussion draft although the overall benefits to business remain the same because the hourly wage used in the assessment has been revised upwards to reflect 2010-11 dollars. c Transition costs for governments relate to approximately $170 million of realised expenditures (for building SBR) and a prospective $10 million (see section 6.4).

Source: Commission estimates.
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Opportunities for improvement

In theory, SBR offers a best practice method for business‑to‑government reporting. However, delivery of the SBR program to date has not provided the anticipated benefits due to overly ambitious take up rates outlined in the business case and a number of problems that have been identified in this chapter. The Commission has outlined some of the opportunities for improvement that, in its view, would increase the likelihood that the considerable potential benefits of SBR will be realised over time (box 6.6 above).
Re-engagement of the ABS could ultimately increase the value of SBR given that the original business case placed considerable value on ABS involvement in the SBR program.

In the discussion draft, the Commission suggested that the Australian Government could examine the costs and benefits of extending the coverage of forms to include business reporting with the Department of Human Services, such as Centrelink and Medicare, as well as linkages with online banking for payment services. 
The Commission has since been advised that The Treasury is in the process of ‘discussions with the Department of Human Services (including the Child Support Agency, Centrelink, and the Small Business Superannuation Clearing House), Department of Climate Change, the Insolvency and Trustee Service Australia and the Australian Charities and Not-for-profits Commission to extend SBR coverage’ (ATO, pers. comm., 2 March 2012). 
Furthermore, in the Commission’s consultations, some stakeholders proposed that SBR has the potential to expand to other information transactions, including government‑to‑government and business‑to‑business. Any such expansion would require significant consultation with relevant stakeholders and an independent analysis of the likely benefits and costs beforehand.
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