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ATO BAD DEBT REPORTING:
IS YOUR BUSINESS AT RISK?
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From 1 July 2017, businesses with outstanding debt to the
ATO may risk 5 years of bad credit.

The Federal Governments Mid-Year Economic and Fiscal Outlook
(MYEFO) for 2016-17 states that from 1 July 2017 the government will
allow the ATO to disclose to Credit Reporting Bureaus the tax debt
information of businesses that have not effectively put a plan in place to
repay their debt. The ATO does not currently provide this information.

Who will this impact?

e Businesses with an ABN with...

e Tax debt greater than $10,000

e Tax debts that are at least 90 days overdue

How will this impact me?

¢ A negative mark on your credit file

e Can hinder normal operation of your business

e Can prevent you from obtaining funding for business or personal use
e Risk paying higher interest rates on loans, if approved at all

e Can trigger breaches of lending covenants

This measure is part of the Government’s strategy to reign in overdue
tax and Improve transparency of taxation debts, and will initially only
apply to businesses with an Australian Business

Number and tax debt of more than $10,000 that is at least 90 days
overdue.



The policy should not come as a surprise given it has been on the
Government’s agenda for several years, having been touted at least as
far back as 2014.

The MYEFO confirms the ATO is owed $19b in overdue tax,
approximately two thirds of which is owed by small businesses with a
turnover under $2m. The rising level of debt, particularly in small
business, presents a growing challenge for the ATO as they are faced
with managing the delicate balance of collecting tax arrears without
(where possible) suffocating the cash flow of the business.

Compounding this challenge, the current consequences for failing to pay
the ATO have no real tangible impact on the day-to-day operations of a
business. Failure to lodge and general interest charge penalties, and in
some instances imposing personal liability on directors, do not typically
influence a business continuing to trade. This means that ATO debt is
often pushed to the back of the queue, and will be allowed to
accumulate—often until the ATO pursue legal proceedings.

That landscape is about to change, as defaults being recorded on a
taxpayer’s commercial credit file will have immediate and lasting
consequences for a defaulting taxpayer. A credit default is a black mark
that lasts for five years, and creates an environment where support
from financiers may be withdrawn and supplier credit stopped.

Given the potential ramifications for small businesses in particular, it is
evident that policy implementation must be carefully considered and
managed to avoid potentially imposing irreversible damage on
thousands of small businesses from 1 July 2017. It also remains to be
seen how the ATO will wield this new power when it comes to debt that
is in dispute.

Clearly, there has never been a more important time to engage with the
ATO to manage unpaid tax, and the strategy of buying more time by
‘burying your head in the sand’ is a thing of the past.

Important links:

http:///blog.collinsco.com.au
http://www.facebook.com/CollinsCoCPA
http://www.twitter.com/CollinsCoCPA
http://www.linkedin.com/company/collins-&-co
http://www.collinsco.com.au

For more information, please contact Collins & Co.
127 Paisley Street

Footscray VIC 3011

T: 03 9680 1000

F: 03 9689 6605

E: partner@collinsco.com.au
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