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Introduction

Group Training Australia Ltd (GTA) welcomes the opportunity to respond to the Senate inquiry into the quality of vocational education and training in Australia.

GTA is the national association for a network of over 100 not-for-profit Group Training Companies (GTCs) operating in over 200 locations across Australia.

GTCs employ apprentices and trainees and place them with host employers for varying periods until the apprentice or trainee has completed their contract of training.  This network of companies collectively employs over 32,000 apprentices and trainees, some 15% of the national total, making it the largest employer of apprentices and trainees in Australia.

Research conducted by Dench McClean Associates in 1996 Group Training Australia: Growth Strategy 1996-2000 indicates that over 50% of Group Training’s host employers are small and micro businesses employing fewer than 5 employees.  70% employ fewer than 10.  Many of these businesses would not be involved in employment based training if it were not for the services provided by Group Training.

The concept of Group Training began in the early 1980s in response to the needs of small employers in certain industries who were increasingly unable to commit to 4 year indentures, which at that time was the standard duration of a contract of training.  At much the same time, GTCs also became an important mechanism for providing employment for out-of-trade apprentices affected by the economic downturn in the early 80s.

The growth of Group Training was subsequently assisted by the support of the ACTU-Lend Lease Foundation which promoted the concept and facilitated the establishment of new companies.

Group Training subsequently attracted the support of governments which could see the benefit they provided to young people seeking employment in the trades and the important contribution they made to national skills formation.  In recognition of their efforts, not-for-profit GTCs started to receive government grants to assist them with their operating costs, the value of which has progressively been depreciated.

A decision taken by government in the early 1990s to gradually withdraw operating support, subsequently rescinded as a counter cyclical measure, impelled Group Training Companies to expand their operations beyond their core function in search of alternative sources of funding.  Governments continued however to promote the philosophy that GTCs should seek to be self supporting.

The result of this is that today many Group Training Companies are involved in a range of commercial functions including:

· the provision of training and assessment services as Registered Training Organisations (RTOs)

· the management of New Apprenticeship Centres (NACs) or the provision of other employment placement services under contract from the Commonwealth

· the provision of other employment and training services under contract from State and Territory governments

· labour hire for qualified tradespeople

These activities have contributed substantially to Group Training activity and in many cases been the basis of their survival.

The GTA Submission

The GTA submission is in two parts.  The first part deals with several issues that are of particular concern to Group Training Companies and the difficulties 

they are experiencing in their efforts to provide employment and training opportunities for young people as their contribution to the development of the national skills base.

The second part consists of the detailed results of consultations, conducted by GTA Victoria with the Victorian members, on the broad range of issues encompassed by the committee’s terms of reference.

The attitudes and issues that emerged from the Victorian consultations are considered representative of the concerns and opinions of GTA’s members in the other States and Territories on these matters.

Very few of these issues can be said to be new or unexpected.  They have been raised by GTA and its State/ Territory associations with government and other stakeholders in many forums as opportunities have arisen to discuss and debate the effectiveness of the nationally agreed vocational education and training reforms.

Obviously, some of the issues about which Group Training feels strongest are those that have most impact on the companies and their ability to deliver Group Training services to young people and small businesses.

It is now commonly accepted that Group Training plays a critical role in securing employment based training opportunities for young people and in maintaining the national skills base.

With every indication that this role is becoming increasingly important, it makes sense to safeguard the well being of this unique entity – a uniqueness that was highlighted and commended in the 1995 House of Representatives Report on Group Training ‘A Best Kept Secret’.

Issues

The Victorian consultations focused on six (6) broad topics that are essentially reflected in the terms of reference.  These topics are:

· Registered Training Organisations (RTOs)

· New Apprenticeships

· Vocational Education and Training in Schools

· Government Incentives

· Quality and Standards

· Conflict and Tensions

The GTA Victoria section of this submission provides a detailed response to the questions raised under each of these topics, which representatives of both associations would be pleased to speak to at the appropriate time.

In addition to the points raised in the Victorian section of the submission, GTA would like to emphasise a few issues that are of particular concern to our members and which affect their capacity to perform their critical function within the VET sector.

1.
Loss of the $1,500 Completion Payment

The Federal Government made significant adjustments to the training incentive payments in the 1996/97 and 1997/98 Budgets.  The adjustments have had a substantial and negative impact on Group Training Companies because:

· overall incentive payments for apprentices were lowered from $4000 to $2500; and

· 'not for profit' companies, which comprise the vast majority of Group Training Companies, were denied access to a completion payment for apprentices completing AQF III and IV.

The completion payment to 'for profit' companies was seen by the Federal Government as reimbursement for the effect of abolishing the tax exemption previously available for apprenticeship training incentives under the former CRAFT scheme.  The decision to abolish the tax exempt status of ATI incentive payments followed a report of The Allan Consulting Group to the Federal Government on the impact of restrictions on entry-level training incentives available to large employers (100+ employees).  The Allen report also suggested that the restoration of an equivalent nominal payment to (for profit) employers of apprentices could take the form of a completion payment.

Group Training Australia therefore proposes that the completion payment for AQF III and IV New Apprentices be reinstated.

Group Training Australia's proposal to reinstate the completion payment is based on two  grounds:

· that the removal of the payment has acted as an overall disincentive to the employment of apprentices; and

· that the differentiation between ‘for profit’ and ‘not for profit’ companies is unfair and unsound and ultimately penalises small business employers, who are both major clients of Group Training Companies and the primary target of the New Apprenticeship growth strategy.

A disincentive to employ apprentices

Group Training Australia believes that the exclusion of ‘not for profit’ Group Training Companies from the completion payment is a significant disincentive to enter into longer term contracts of training.  The companies undertake a greater level of monitoring and pastoral care, including assisting young people in resolving personal issues (such as family problems and accommodation) over the difficult teenage years.  Companies will be encouraged to substitute shorter traineeships where it is feasible.

There is also a significant body of evidence to suggest that there is a direct relationship between the level of incentive and the number of apprentices employed.  Consultations conducted by The Allen Consulting Group identified a high level of concern among Group Training Companies about the overall reduction in the incentive payments.  The Allen report concluded that this concern was brought about because Group Training Companies ‘operate in labour markets that are highly sensitive to price’.

The price sensitivity of subsidies on the employment of apprentices and trainees is confirmed by DETYA's own evaluation studies (EMB Report 3/97 - Evaluation of the Impact of Financial Incentives on the Recruitment of Entry Level Trainees - October 1997).

The DETYA researchers concluded that:

'the most striking finding from the survey is the large proportion of firms who indicated that they would reduce the number of apprentices if the CRAFT subsidy  was abolished.' (page 96)

This finding is supported by other evidence in the EMB Report (page 61) which finds that apprentices are a net cost to employers in each year of their apprenticeship, including the final year.

The reductions in training incentive payments should also be viewed in the context of the revenue and expenditure surveys of Group Training Companies conducted by KPMG Consulting in the development of its proposed Group Training Funding Model for the Australian National Training Authority.

The survey concludes that Group Training Companies, as a whole, make little or no income from the employment of apprentices and trainees.  Indeed the survey concluded that the companies are required, on average, to cross-subsidise their core business activity with income generated from other business pursuits.

Differentiation between ‘for profit’ and ‘not for profit’ companies

Group Training Australia takes issue with the Allen Report's conclusion that Group Training Companies would have received a 'windfall gain' by the universal reinstatement of the completion payment for apprentices as a consequence of removal of the tax-exemption status of ATI payments. The basis for the Allen conclusion is that, because most Group Training Companies are tax-exempt, they would not incur a tax liability and therefore, would be financially advantaged when compared with ‘for profit’ companies.

Even if this was the real situation, it should be accepted that 'not for profit' Group Training Companies exist to promote entry-level training arrangements, and any so-called windfall would have been applied to this purpose.  However, we contend Group Training Companies never stood to receive the windfall envisaged in the Allen Report.  The reality is that Group Training Companies remit the incentive payment to their host employers, usually in the form of a reduced charge-out rate for apprentices.

The Dench McClean research in its report Group Training Australia Growth Strategy 1996-2000 concludes:
'the bulk of (revenues from core activities) flow through Group Training Companies to host employers.' (page 71)

This research is supported by the KPMG finding that Group Training Companies make little or no income from their core activity of employing apprentices and trainees.  The obvious conclusion is that the substantial revenues generated from these activities flow to host employers, save a small proportion retained to provide operational support.

The impact of a taxable completion payment on the costs and revenue of a 'for profit' company can be represented in the following illustration, in which:

· enterprise ‘A’ uses a Group Training Company to recruit an apprentice; and

· enterprise ‘B’ recruits an apprentice direct.
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In the two scenarios, Group Training Australia believes that the net effect of the completion payment on the taxable income of the two companies is identical in dollar terms; the only difference being that 'A's taxable income is increased through lower costs and 'B's taxable income is increased through higher revenue.

Small businesses are the real losers

Group Training Australia asserts that the real losers in the Federal Government decision to deny a completion payment to Group Training Companies are the many small businesses that are not in a position to employ apprentices without the support of a Group Training Company.

In other words, the process of Federal Government decision-making which has arrived at the current incentives regime has had the reverse effect to that which was originally intended.

A decision to remove incentive payments to larger companies (with 100 or more employees) was reversed and, in the wash-up, small companies which use group training services are the unintended casualties.

In summary, Group Training Australia believes that the differentiation between 'for-profit' and 'not-for-profit' companies for eligibility of completion payments is not defensible.  We have offered the following grounds for our view:

· removal of the payment acts as a disincentive for Group Training Companies to recruit and retain apprentices;

· the marginality of the core business activity of Group Training Companies refutes the Allen report's assertion that companies would have enjoyed a substantial ‘windfall’ from the removal of the tax exemption status of incentive payments; and

· most Group Training Companies pass on the completion payment to their host employer in the form of reductions in charge out rates for apprentices.  Therefore, it is the host employers who bear the higher costs arising from removal of the completion payment, in the form of higher charge-out rates for their apprentices.

Since the decision was made to make the distinction between ‘for-profit’ and ‘not-for-profit’ in relation to the completion payment, GTA has discovered that Group Training Companies are the only ’not-for-profits’ that are in fact being denied the payment by the Commonwealth.  All other ‘not-for-profits’ such as charities and government agencies and authorities are still eligible for the payment.

In view of the above argument about the return of these funds to host employers, this anomaly in the application of this rule would appear to make even less sense of this decision.

2.
Extension of Probationary Period for New Apprentices (Trainees) 
from One Month to Three Months

From 1 September 1999 the government altered the arrangements for the payment of employer incentives by extending the probationary period for traineeship incentive payments from 1 month to 3 months.  This brought payments for traineeships, usually only of 12 months duration, into line with those for apprenticeships which are of 3-4 years duration.

The rational for this appears to be the unacceptably high rate of traineeship non-completions and an attempt to ensure that monies are not paid until the 3 months have been served and the trainee has commenced their off-the-job training.

The problem occurs where the GTC is returning up to $2,250 pro rata to the host employer in the form of a discount to the hourly charge rate, and can be left out of pocket if the trainee does not continue beyond 3 months.

In some industries, such as hospitality, many trainees are choosing to cancel the traineeship because they are being offered jobs directly with the host employer at better rates of pay, and as such, the host employer is using the traineeship through the GTC as a recruitment and trialing arrangement with no commitment to training.

This scenario is not new, but had a lesser impact when the probation period was only one month.

The effect of this has been to create cash flow problems for many GTCs who are still expected to provide a range of services including recruitment, placement, induction, OH&S training and on going monitoring, all of which can be delivered for no return if the trainee concludes, as many inevitably do, that they have made the wrong career choice and decides to abandon the traineeship.

Many GTCs are now reporting lost income and cash flow difficulties as a result of this decision.  This new measure comes on top of the difficulties created by the loss of the $1500 completion payment both of which are making it that much more difficult for GTCs to do business at commercially attractive rates.

3. Preferred Creditor Status in Bankruptcy

The loss of income when host employers declare bankruptcy is causing increasing financial difficulty for Group Training Companies. 

The order of precedence in respect of bankruptcies in Australia is that the 1st priority creditor is the Australian Taxation Office (ATO) followed by salary and wages, though these two may rank equally.  Thereafter all other creditors would be rated as ‘unsecured’ unless there were specific legal relationships determining priorities.

The majority of Group Training Companies invoice host employers for wage recoveries and other costs which include contributions to superannuation and PAYE tax.  In the event that a host employer declares bankruptcy then the monies due to Group Training Companies have no ranking other than that of an unsecured creditor.

While the incidence of bankruptcy varies across industries, it is unfortunately higher in the small and micro businesses which Group Training Companies service.  Indeed, the original charter of Group Training was ‘for us to endeavour to service those companies who may not otherwise be able to sustain the full term of an apprenticeship’ – we are therefore targeted into this area of somewhat shaky financial performance where we are vulnerable.

This situation is emphasised when you operate in very mercurial industries such as hospitality, restaurants, rural areas and areas where rural industry is very seasonal.

GTA believes that there is a need for a change in the legislation to ensure that the component of the Group Training Company invoice that represents recovery of wages and Crown debt is treated as a preferred creditor and ranked equally with other payments of wages and Crown debt which are required to be made as a priority by the organisation in financial difficulty or its receiver.

4. Marketing Group Training

Group Training Companies are becoming increasingly frustrated at the difficulties they are experiencing as they try to market their services to host employers.

An increasing array of factors is working against them in their efforts to promote their services and build their host employer base.  The growth of the host employer base is vital to the well being of the company and to ensure that there is the variety of work places through which to rotate the apprentices and trainees so that they gain exposure to the full range of vocational skills and competencies.  Rotation is, after all, commended as one of the features and great strengths of Group Training.

Some of the factors working in combination against the Group Training network include:

· the loss of the $1,500 completion payment

· the decision by government not to pay Job Network contractors their contract placement fee for filling an apprenticeship or traineeship vacancy belonging to a Group Training Company

· the potential adverse impact of the GST on an employer’s decision to employ an apprentice or trainee through a Group Training Company – or at all.


The loss of the $1,500 completion payment has been mentioned above.  There is an increasing number of competitors in the employment placement market operating on low margins and desperate to achieve the business levels they have been awarded in government contracts.  To do so, many attempt to dissuade employers from using Group Training to employ an apprentice or trainee on the grounds that they, the employers, will not benefit from the completion payment.

This strategy is proving alarmingly successful.

Another factor working against the companies, is the government’s decision not to pay Job Network contractors, as well as some other brokers under government contract, their contract placement fee for filling a vacancy belonging to a Group Training Company.  This too is now staunching the flow of suitable job seekers to Group Training Companies.

The third factor that is now starting to show up is the potential impact of the GST on decisions being made by employers to engage apprentices and trainees.

Many host employers running small and micro businesses are only involved in employment based training because of the service and convenience provided by a Group Training Company.  GTA has argued consistently that there is a significant risk that many such employers will abandon employment based training altogether rather than suffer the additional impost on their labour costs, notwithstanding the availability of input tax credits.  Such is the psychology of this sector.

GTA has already presented this view to government and suggested that the core services of a Group Training Company should be GST-free.  However, this argument was rejected by government when considering those areas of economic activity that it was prepared to make GST-free.

Consequently, GTA is now seeking a private ruling from the ATO on the application of the GST to the Group Training process.

GTA believes that as a minimum the ATO should agree to allow Group Training Companies to quarantine wages and on-costs from the application of the GST, as these are essentially in the nature of disbursements that are simply being recovered from the host employer.

In other words, the GST, if it is to be applied, should apply to no more than the service component of the invoice.

An additional aspect of the introduction of the GST that heralds difficulty for Group Training Companies, is the loss of sales tax exemption and the loss of competitive advantage that accompanies this loss.  The government has previously estimated this exemption to be worth upwards of $7m to the network.

While GTCs will be able to claim input tax credits on their business inputs, the fact remains that so will everyone else which means that for-profit labour hire firms that also place apprentices and trainees without any obligation to provide the same level of support and pastoral care as a GTC will now be placed on an equal footing to a GTC.

GTA does not believe it too alarmist to suggest that with these additional imposts and constraints what is likely to suffer is the quality of the product that is being turned out – the apprentices and trainees.

Conclusion

In summary, GTA would make the following recommendations to safeguard and foster the unique concept of Group Training:

1. Restore the $1,500 completion payment to Group Training Companies for AQF level III and IV outcomes.


2. Remove the requirement for trainees employed by a Group Training Company to serve a 3 month probationary period before being eligible to attract Commonwealth employer incentives.


3. Grant Group Training Companies preferred creditor status in bankruptcy.


4. Remove the restriction on payment of Job Network fees for filling Group Training Company vacancies


5. Compensate Group Training Companies for the loss of sales tax exemption


6. Make the core services of Group Training GST-free
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Group Training Company receives $1,500 and remits to the host employer as a reduced


charge-out rate





Company ‘B’ has increased revenue arising from hiring apprentice





Company ‘A’ has lower costs of hiring an apprentice
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