


In addition to the ongoing work programs, 
these various committees will allow us to 
provide input in relation to issues raised as 
part of the Henry Tax Review process.

The Henry Report is due to be handed 
down to Government in December. 
However, it appears that there will be no 
public release of the recommendations 
until around March 2010. 

Dr Henry has made many public 
comments but has said his final 
recommendations are reserved for his 
December Report to Government.

The range of issues raised has been 
diverse to say the least, ranging from 
taxation of the family home, tax on road 
use, drop in company tax rates and 
abolition of State taxes.

In his speech to CEDA on 15 October 2009, 
Dr Henry set out some Lessons for tax 
reform as follows: 

�Lesson One – the case for reform should 
be compelling; 

Lesson Two – uncertainty and risk impose 
costs too; 

�Lesson Three – simplicity often gets left 
behind; 

Lesson Four – perceptions of equity 
matter a lot; 

�Lesson Five – Governments need effective 
tools to improve people’s lives. 

We agree with reform that covers all these 
things and look forward to representing 
our clients and non-clients in this forum.

Anyone wishing to read the Pitcher 
Partners submission can refer to the link 
on our website at  
www.pitcher.com.au/Tax-Reform.pro

There is a tendency to think of business 
planning as simply a document to be 
produced when the Bank Manager asks for 
it. And whilst a business plan will assist in 
these areas, its true purpose and intent is 
far more important than merely the 
production of a document seeking funds.

When your mind turns to business 
planning you must begin to think of the 
PROCESS of business planning, that is, 
something you pursue if you want to drive 
success, achieve your goals and improve 
your performance. Business planning is a 
continuous ongoing exercise and once you 
commence the process it will become an 
integral part of your business.

In every industry there is a business that stands out from the crowd.  
A business that leads the way and sets the path that others merely try 
to follow. These are businesses that have clear competitive strategies 
and a commitment to succeed. They are highly profitable and are 
always challenging themselves. They are businesses that know how  
to use business planning to drive their continuing success.

The process of business planning seeks to 
achieve three important outcomes. They 
are to:

■	 �Challenge and extend the way you 
think about your business;

■	 �Gain insights and understanding not 
only about your business but also your 
customers and the market in which you 
compete; and

■	� Build the confidence and knowledge 
that the course of action you are going 
to pursue is correct.

Key elements in business planning

In undertaking business planning there 
are a range of key elements that must be 
considered. Each element represents a 
step in the process of building an effective 
competitive strategy. These include:
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Successful business planning should provide:

1. Clear direction for your business.

2. Alignment of resources behind that direction.

3. A focus of energy and effort.

Business Planning –
■	� History of the business and how that 

impacts its future;
■	� Strategic Analysis of the markets in 

which the business competes;
■	� Organisational capabilities and 

competencies;
■	 Scenario planning;
■	� �Financial validation of the proposed 

business plan;
■	 Risk mitigation strategies; and
■	 Implementation planning.

The format in which business planning 
takes place within a business may range 
from ‘strategic conversations’ between 
key persons, to workshops where an 
external facilitator is engaged to assist the 
process. However, in whichever format it 
takes place, Business Planning is a key 
ingredient to building a successful 

business and must be used as a tool to 
drive and craft an effective competitive 
strategy.

Pitcher Partners have a free booklet that 
may assist you when thinking about 
business planning. We will also be 
running a series of seminars on Business 
Planning in 2010. If you would like to 
register your interest in the booklet or 
the seminars, please contact  
Richard.Shrapnel@pitcher.com.au

Questionnaire for wealthy 
individuals

The Australian Taxation Office (ATO) has 
commenced a campaign of reviewing the 
tax affairs of wealthy individuals with  
net wealth of between $5 million and  
$30 million. The review takes the form of  
a questionnaire that is almost identical in 
breadth and content to the high wealth 

Advocacy
individual (HWI) questionnaire that is 
targeted at individuals with net wealth in 
excess of $30 million. A large number of 
such questionnaires have been issued to 
tax agents in the past three months.

Pitcher Partners is currently liaising with 
the ATO on these questionnaires and 
advocates a more appropriate review 
format to take into account the lower 

By Dr Richard Shrapnel, Director – Business Consulting, Melbourne

wealth bracket ($5 million plus) that is 
being targeted. It is our view that the 
current questionnaire imposes a level of 
response on such taxpayers that is 
disproportionate to their actual resources. 
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F e a t u r e

There are still a significant number of 
unresolved technical issues associated 
with the process of consolidating for 
taxation purposes since it came to light on 
1 July 2002. It is also no surprise that this 
area has become a fertile ground for 
dispute between taxpayers and the 
Australian Taxation Office.

Existence and valuation of goodwill

This article focuses on the existence and 
valuation of goodwill and the manner in 
which it may impact on the tax 
consolidation exercise. Before covering the 
technical issues, the potential problem is 
best illustrated with a simple example.

Parent company establishes a subsidiary  
in 2005 to commence a new business 
undertaking. The parent company then 
makes a decision to consolidate on  
1 July 2009 (note, this decision can be  
made at any time).

The subsidiary is capitalised with $300,000, 
the proceeds being used to purchase plant 
and equipment. The subsidiary has an 
annual EBIT of around $100,000. To make 
life easy we will assume the balance sheet 
at 1 July 2009 is as follows:

$
Assets

Cash 200,000

Plant and 
Equipment

200,000

Liabilities:

Nil

Net Assets 400,000

Paid up Capital 300,000

Retained Earnings 100,000

Equity 400,000

The amount used to reset the cost of 
assets for tax purposes is referred to as 
the allocable cost amount (ACA). In this 
example, the ACA is $400,000 (being the 
paid up capital of $300,000 plus the 
frankable retained earnings of $100,000).

Many would expect that this $400,000 
would be allocated $200,000 to cash and 
then $200,000 to plant and equipment.

Unfortunately, this is not necessarily the 
case as the company may have internally 
generated goodwill which must be taken 
into account in the ACA allocation.

In the first instance, it is likely that the 
business has goodwill in one of the 
various forms that it may arise. That is, 
there will be an attractive force which 
brings custom to the business.

The critical issue is to determine the value 
of the goodwill (should such a value exist).

The value of goodwill generally represents 
the difference between the value of the 
business and the value of the net 
identifiable assets used in the business.

In the present example, if the business is 
valued on an earnings multiple of say five 
times, the business would have a value of 
$500,000.

If the net identifiable assets of the 
business amount to $400,000 it follows 
that goodwill may have a value of 
$100,000.

Before raising the issues arising from this 
somewhat hasty assumption, we should 
focus on the potential implications arising 
in the calculation of the reset tax cost of 
assets in the subsidiary.

The ACA amount of $400,000 is firstly 
allocated to the only retained cost asset 
being cash of $200,000. The balance of 
$200,000 is allocated to the reset cost 
assets as follows:

By Chris Ball, Managing Partner – Brisbane Commissioner targets tax consolidation 
Beware goodwill– 

Most practitioners are now aware that tax consolidation contains significant 
traps for the unwary. As the decision to consolidate is irrevocable, it is critical 
that the necessary planning is undertaken.
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Asset Market Value % Allocation

Plant and 
Equipment

$200,000 66.66 $133,334

(ACA balance x 66.66%)

Goodwill $100,000 33.33 $66,666  
(ACA balance x 33.33%)

$300,000 100.00 $200,000

In these circumstances the written down 
value of plant and equipment is reduced 
from $200,000 to $133,333. That is, future 
depreciation deductions of $66,666 have 
been lost. The goodwill of the business 
now has a capital gains tax cost base of 
$66,666.

The contentious issues arising in the 
context of a taxation audit are as follows:

1. �On the assumption that goodwill exists, 
what is the value?

2. �What is the market value of plant and 
equipment?

3. �Is goodwill the only intangible asset or 
are there others which need to be 
identified and valued (such as copyright 
which may give rise to future tax 
deductions).

In the first instance, it is necessary to 
determine the value of the overall 
business.

In the absence of an external transaction 
which pegs the value of the business at a 
contemporaneous time to the entry into 

the tax consolidation regime this is not a 
straight forward issue. Pertinent questions 
include:

■	 �Which valuation methodology should 
be used?

■	� If an earnings multiple is used, what is 
the business’s net maintainable 
earnings?

■	� What multiple should be used?

Secondly, it is then necessary to determine 
the market value of the net identifiable 
business assets. Valuation of plant and 
equipment and land holdings can give rise 
to a time consuming and costly exercise. 

This is also obviously an area of potential 
dispute with the ATO.

It is critical to undertake these valuations 
as goodwill is the residual asset after the 
tangible assets have been valued. 

Where the tangible net assets represent 
the full value of the business, goodwill will 
not have a value for taxation purposes.

Finally, it should be noted that there may 
be other intangible assets beyond 
goodwill which may have a value (and 
potentially more favourable taxation 
outcomes). That is, the value of goodwill 
may be lower if there is an attribution of 
value to other intangibles. Intangible 
assets such as copyright, patents and 
registered designs give rise to ongoing 
amortisation deductions for taxation 
purposes.

The bottom line in this exercise is that 
independent valuations supporting the 
position taken are very difficult for the 
ATO to contest. However, internal 
valuations undertaken by Directors are a 
fertile ground for taxation dispute.

Commissioner targets tax consolidation 
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By Don Rankin, Managing Partner – Melbourne

Commenced in 1955 by Laurie Woods, Woods Accident Repair Centres 
(‘Woods’) is the largest privately owned accident repair network in 
Australia, with 19 branch locations, and two mechanical engineering 
workshops, located throughout the Melbourne metropolitan area. In a 
tough and competitive industry, Woods is the only major chain of accident 
repair centres to have survived and flourished.

Pitcher Partners Melbourne has a 
longstanding relationship with Woods 
extending back prior to the formation of 
the firm, with the business being looked 
after from the beginning by a young 
accountant, and now National Chairman, 
Don Rankin. 

Over its long history, Woods has built up a 
close professional association with, and 
earned the respect of, some of the major 
insurance companies including RACV and 
AAMI, with whom it has forged strong 
and lasting relationships. 

During the 1980’s, Laurie Woods sold part 
of his ownership share, and the network 
became part of Repco Auto Parts, a 
retailer of car care products, parts, 
accessories and tools. At that time the 
network expanded its number of branches 
in both Melbourne and interstate, 
invested in equipment and changed its 
trading name to Woods Accident Repair 

In 2000, following the end of its contract 
with the RACV, Woods was approached by 
Ford US, who ultimately purchased a 
minority share in the business, with a plan 
for national expansion and a buyout in 
2005. In 2003, due to a change in 
management in the US, Ford sold back the 
business to two of the Woods’ Directors. 
Once again, Pitcher Partners provided 
substantial advice and guidance in relation 
to both the purchase by Ford and the buy- 
back by the Woods’ Directors.

As part of its ongoing positioning as the 
largest operation in the Australian Smash 
Repair industry, Woods and their major 
strategic partner, Pittsburg Plate and Glass 
(‘PPG’) are currently going through a major 
re-branding. The re-branding process will 
involve a revised logo and new uniforms 
for the 19 panel shops and two mechanical 
businesses. The new livery will be 
appearing throughout metropolitan 
Melbourne over the next twelve months. 

Some time ago Woods made the decision 
not to expand through franchising, but to 
grow the business in other ways. As part 
of this decision, two of the Woods 
Directors, Dennis Smart and Ray Leigh, 
have stepped back from the day to day 
running of the business and taken on more 
strategic roles, giving management a 
much greater input into the running of the 
business.

Pitcher Partners Melbourne have been 
closely involved at every major stage in 
Woods’ development and look forward to 
assisting them as they move forward on 
the next stage of their journey.

C l i e n t  P r o f i l e 

Woods Autoshops

Centres, adopting the iconic triangle logo, 
which is now so familiar around 
metropolitan Melbourne.

In 1987, the stock market crashed and 
Repco and Woods were sold to Pacific 
Dunlop. Two years later in 1989, three of 
the Woods’ Directors were given the 
opportunity to purchase a much bigger 
and better business by entering into a 
buy-back of the business from Pacific 
Dunlop. 

Pitcher Partners were involved in the 
structuring and due diligence for the 
subsequent buy-back from Pacific Dunlop.

In 1996, as a result of their longstanding 
relationship, Woods were invited by the 
RACV to take on the role of managing 
their new, large format repair centres. 
Pitcher Partners again assisted in a trusted 
advisor role at this time, undertaking the 
financial analysis and modelling of the 
potential outcomes of the contract.
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Starting a family business 

Going into business with family or friends 
is a major step. 

Ordinarily you would conduct rigid 
evaluation of a potential business partner 
before making a decision to go into 
business with them. This should not 
change just because it is a family member 
or personal friend with whom you are 
considering going into business. If 
anything, the level of scrutiny should be 
greater, as going into business with family 
or friends can add significant complexity.

What are some of the benefits?

Family businesses can be very successful 
as the family (and/or friends) generally 
have a strong commitment to the success 
of the business. The business may almost 
be treated like a member of the family.

Existing relationships, trust, familiarity 
and prior knowledge of an individual 
means you can better understand and 
utilise their resources, expertise and 
strengths. 

Working hours and conditions might be 
more flexible. There is generally a 
willingness to work when needed as 
family members will benefit personally 
from their hard work. At the same time, it 
may also be easier to take time off for 
holidays (ordinarily a novelty in small 
business) as management can be shared 
among family members, thereby reducing 
the burden on any one individual. 

What are some of the potential 
downfalls?
■	�� Trying to keep family (or friendship) 

matters and business matters separate 
may be a challenge.

■	�� Family members may have different 
visions or goals for the business. Quite 
often family objectives and 
motivations are not consistent with 
business objectives.

■	�� If time, effort, input and financial 
contribution of family members are not 
perceived as being equal, this may 
cause friction and disagreements 
might be inevitable. 

■	�� Family businesses often do not plan for 
succession and this can be an issue if 
one partner wishes to retire. 

Some things to think about before 
jumping into a family business
■	� It is critical to have an understanding of 

family dynamics, relationships and 
objectives and honestly evaluate 
whether these are consistent with any 
proposed commercial business 
undertaking. 

■	�� Operating a business can be stressful 
and you need to feel comfortable that 
you can separate the pressures of the 
business from your personal & family 
affairs. Can you draw a distinction 
between matters of the heart and 
matters of business?

■	� Make sure the expectations, 
responsibilities and contributions of all 
family members are clearly identified 
and understood at the outset, so as to 
minimise any potential for 
disagreement or conflict.

■	� If each family member takes on a 
defined role and there is general 
agreement on the business plan, goals, 
and visions from the outset, then 
success may follow. In the end, 
however the success of the family 
business depends largely on the 
personalities of the parties involved.

■	�� It is essential to have a shareholders 
agreement, partnership agreement or 
family charter in place to prevent 
things from going sour. The agreement 
should set out the rights and 
responsibilities of parties, the rules 
relating to the operation of the 
business and define each person’s roles 
and authority. It should also make clear 
the business management structure 
and outline the decision making 
processes including conflict resolution, 
how profits are shared, how assets are 
shared if the business is dissolved and 
the steps to follow should a family 
member wish to retire from the 
business or other another investor join 
the business. 

■	� Finally, if you have worked your way 
through the issues and decided that a 
family business is right for you – keep 
the communication lines open. Provide 
a solid framework for ongoing 
communication, discuss issues rather 
than hoping problems will go away, 
and be open and honest about the 
important things in your family 
business.

All in the family – 

F e a t u r e

setting up business with family or friends
By Brendan Jones, Partner – Business Services, Sydney
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Tax Diary – January, February & March 2010

Seasons Greetings to all our clients and 
Best Wishes for a safe and happy 2010.

For comments on this edition or if you wish to 
be removed from the Contact mailing list please 
email us at editor@pitcher.com.au

15 January 2010
Lodgement of income tax returns for 
taxable large/medium business taxpayers 
(includes companies, superannuation funds, 
partnerships and trusts). Tax payments for 
companies and superannuation funds were 
due on 15 December 2009. 

21 January 2010
Lodgement and payment of the December 
monthly BAS/IAS.

Lodgement and payment of the second 
quarter 2009/2010 year BAS/IAS by head 
companies of tax consolidated groups.

Contact is printed on paper containing 55% recycled content. 
It is FSC Mixed Source Certified, sourced from sustainable 
plantation wood and is Elemental Chlorine Free (ECF).

28 January 2010  
Payment of superannuation guarantee 
contributions for the second quarter 
2009/2010 year.

21 February 2010 
Lodgement and payment of the January 
monthly BAS/IAS.

28 February 2010 
Lodgement and payment of the second 
quarter 2009/2010 year BAS/IAS.
Lodgement of income tax returns for 
all non-taxable large/medium business 
taxpayers (companies, superannuation funds, 
partnerships and trusts).
Lodgement and payment of income tax 
returns for new registrant large/medium  
business taxpayers (companies, super-
annuation funds, partnerships and trusts).

What’s New 

Lodgement and payment of income tax 
returns for new registrant self-managed 
superannuation funds and head companies  
of tax consolidated groups.

21 March 2010 
Lodgement and payment of the February 
monthly BAS/IAS.

31 March 2010 
Lodgement and payment of income tax returns 
for companies and superannuation funds with 
total income between $2m and $10m.
Lodgement of income tax returns for 
individuals and trusts with a tax liability of 
more than $20,000.
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Pitcher Partners congratulates 
its clients in the 
Smartcompany 2009 Smart50:
�Nintex (subsidiary of OBS) – fastest 
growing company award – Pitcher 
Partners Melbourne client

�Mint Wireless – Pitcher Partners Sydney 
client

OBS – Pitcher Partners Melbourne client

These clients were recently named as 
winners in the Smartcompany 2009 
Smart50 sponsored by Westpac. This list 

recognises Australia’s fastest-growing  
small and medium companies in 2008-09 
and includes awards for top franchise, top 
exporter, top innovator and top website.

The awards were presented in a ceremony 
in Melbourne on 17 September by Victorian 
Small Business Minister Joe Helper and 
SmartCompany publisher Amanda Gome.

Congratulations to Melburnian 
of the Year – Lighthouse 
Founder, Susan Barton
Pitcher Partners Melbourne congratulates 
its client The Lighthouse Foundation whose 

Founder, Susan Barton (pictured), was 
recently named 2009 Melburnian of the 
Year.

With nine houses across Victoria, the 
Foundation provides homes for young 
people who would otherwise be homeless. 


