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Senate Economics Committee

Suite SG.64, Parliament House

Canberra ACT 2600

Dear Dr Dermody

Re: SENATE ECONOMICS COMMITTEE – New Business Tax System (Consolidation and Other Measures) Bill (No. 1) 2002
The Institute of Chartered Accountants in Australia (ICAA) lodged a submission dated 4th November 2002 with the Senate Economics Committee regarding the New Business Tax System (Consolidation and Other Measures) Bill (No. 1) 2002.  Please treat this letter as supplementary to that submission.

We are very concerned to hear that the Senate Economics Committee will not hold a public hearing regarding this Bill.  We would like to at least meet with the Committee on a “face-to-face” basis, and urge you to please consider doing so.
We would like to emphasis the following points, and can provide further detail if required:

1. Our submission raises some new issues, and suggests some new practical and viable initiatives to ease the burden on the SME sector that this legislation will undoubtedly cause.  These have not been publicly raised or debated yet.  We believe our recommendations are reasonable and would be generally supported.  

2. We don’t propose that this Bill not be passed, but rather that the initiatives we recommend be incorporated into a subsequent amending Bill, following further consultation regarding the details.  

3. We wish to discuss a new issue – not included in our submission of 4th November – regarding the tax deductibility of costs of entering into the regime such as valuation fees and consultants’ fees.  This was a major concern raised by the Committee in the previous hearing regarding the New Business Tax System (Consolidation, Value Shifting, Demergers and Other Measures) Bill 2002.  The Australian Taxation Office (ATO) has just released a Draft Determination that only partially addresses the issue.  Informal discussions with the ATO suggest the current law may not allow a deduction for these costs in some common instances.  

4. We believe further objective and informed discussion is vital to enable the Senate Economics Committee to reach a balanced and considered decision, particularly if the Committee is to assess the recommendations we make in our submission of 4th November.  The previous hearing highlighted a level of misconception and differing opinions on key issues, particularly as regards the impact of the Consolidation regime on the SME sector.  

Concerning lack of preparedness amongst tax practitioners

The lack of preparedness for the Consolidation regime amongst tax practitioners, particularly more “generalist” practitioners who advise businesses in the SME sector, is of great concern to the ICAA.  It is also acknowledged within the ATO and by other professional bodies.  

The reasons behind this are discussed in our submission of 4th November, but are essentially:

· Uncertainty whether the regime would become law – practitioners were understandably not prepared to invest time and money ‘gearing up’ for a significant new piece of law reform which might not become law.  This uncertainty has only now been resolved.

· Being totally overwhelmed with tax compliance obligations – a disconcerting number of practitioners are facing heavy penalties for failing to meet BAS and tax return lodgement deadlines.  As these penalties invariably can’t be passed on to the client and are borne by the practitioners, ‘getting to grips with’ Consolidation is not seen as priority at this point in time.

· A misconception that the Consolidation regime is not relevant to SMEs.  Consolidation does not affect individuals in business and those operating through a single company, but a large number of businesses operate through a simple corporate group - a head company with one or two subsidiaries.  Every one of these is affected by Consolidation and needs to assess the implications - most will be forced to consolidate although it seems many do not yet appreciate this.

· The enormity of the task at hand.  For tax practitioners and accountants within the businesses concerned, implementing Consolidation is as challenging as the GST.  

· The Consolidation legislation is extremely complex, even when applying it to a simple “plain vanilla” corporate group (hence our recommendation of certain “de minimus” exclusions for the more complex steps).  Corporate tax specialists are struggling, for “generalist” practitioners it is quite overwhelming – we predict many will refer their clients to larger firms.  

· The practical implementation of the legislation requires a large amount of data gathering and analysis.  For businesses not to be disadvantaged, they must have completed their implementation by 30 June 2003 - to achieve this businesses need to be working through it with their tax advisers now, yet many have not even started to consider it.

ICAA recommendations are a viable and practical solution to a potential crisis in SME sector

The current 12-month transitional period ending 30 June 2003 was granted some time ago, when none of the above points were fully anticipated.  In November 2002 when the law has only just been passed, the transitional period is not a “concession” – it is a basic necessity if businesses are to enter the regime with any degree of preparation.  

Without wanting to seem alarmist, the ICAA predicts a potential crisis leading up to 30 June 2003, particularly for the SME sector.  We believe the recommendations in our submission are a viable and practical solution to the problem.
· Without a further extension of the transitional period for SMEs, there will simply not be enough tax practitioners with the necessary skills to advise and assist the affected businesses - and SME businesses are particularly reliant on their tax advisers.  Getting priority attention will come at a premium.

· Our suggested “de minimus” exclusion of the more complex steps in the consolidation calculations will make implementation more manageable for SMEs.  

· There has not been an open debate of the ICAA’s initiatives, but informal discussions with other professional bodies leads us to believe that our initiatives would receive widespread support.  

· Further, we believe the necessary legislative amendments can be easily developed through the current Consolidation Law Joint Design Team consultation forum.

I do hope the Senate Economics Committee will give full consideration to the ICAA’s submission and the points raised in this letter, and would welcome the opportunity to have a face-to-face meeting with the Committee at the members’ convenience.

Should the Committee wish to discuss any of the matters raised in this letter or the submission, please do not hesitate to contact me on 02 9290 5750.

Yours sincerely

Johanna Lowry

Taxation Manager

The Institute of Chartered Accountants

37 York St
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