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Anyone who has been hit hard by Inland Revenue (IRD) late
payment penalties and use of money interest (UOMI) for unpaid or
underpaid tax knows how crippling this can be.
It’s the last thing you want to happen.
However, using tax pooling to settle income tax liabilities reduces
your exposure to late payment penalties and UOMI, meaning it is
cheaper than paying the money directly to IRD.
Tax pooling allows you to purchase tax from someone who has
overpaid and then apply that tax to meet your liabilities.
As such, you can eliminate IRD late payment penalties and
significantly reduce UOMI costs by up to 30 percent.

When might it work?
If, having just paid your third instalment of provisional tax for the 2014 year, you think you might have underpaid at one of your
earlier dates, you can top up at any time with Tax Management NZ (TMNZ) to eliminate late payment penalties and reduce UOMI
interest costs.
Is your 2013 terminal tax still outstanding?
Those with unpaid 7 April terminal tax have until 16 June, 2014 to eliminate late payment penalties and reduce UOMI costs through
TMNZ.
How tax pooling works
Lord Sparkle Cleaning had a bumper 2014 financial year, with its income tax liability expected to be $45,000.
Because the year was better than expected, the company realises it has underpaid its first two provisional tax payments.
It purchased the underpaid tax from TMNZ for $45,000. By paying only $1198 in TMNZ interest, it saved $4213 in potential IRD late
payment penalties and $277 in UOMI.
Contact us if you would like to talk through your tax plan and want to know more about using tax pooling to manage your
provisional tax. It can also be a useful tool for cashflow management for those of you with seasonal businesses.

What you do is what matters, not what you think or say or plan.
From Rework, by Jason Fried & David Heinemeier Hansson

Limited services at Westpac for IRD payments
From 1 October 2014, you'll no longer be able to make cheque payments or drop off returns and forms at Westpac for the Inland
Revenue Department.
You can still make cash and eftpos payments at Westpac or use online banking, or post cheques to IRD. Cheque payments posted to
IRD must arrive on or before the due date to avoid interest and late payment penalties. If you prefer to make payments by
cheque, post them early to avoid interest and late payment penalties.

Tax Talk
ACC and rental income
Do you have income from rental? You may be wondering about why ACC collects levies
from rental income. It comes down to whether your rental income is classified as
'active' or 'passive'. ACC levies active rental income but not passive rental income.
The difference? Rental income is classified as active when you put in some effort for it.
For example, that might be mental and/or physical work collecting rents, inspecting the
property, arranging for maintenance, finding tenants and so on. Where there's not this
degree of effort - for instance, where you have a property manager in place - the
income is classified as passive.
If you're running the rental property through a company, and distribute the income as
shareholder salary, this would also be levied as active income. Where income from
'passive' rental has been distributed to the shareholder as dividends, these are not
subjected to ACC levies.
If you have income from rental properties but you're unsure whether it's considered
active or passive, please contact us and we can look at your situation.

Employer registration - just part of making it easier
The Government has extended online services to build employer registration into the
process of incorporating a new company.
Up to now, companies have been able to register for income tax and GST and obtain
their IRD/GST number when incorporating online on the Companies Office website.
But the process has then required a visit to Inland Revenue’s website to register for
PAYE and FBT as an employer, entering all over again information which the company
has only just provided to the Companies Office. The new employer registration service
means new companies only have to enter this information once.
This is part of the Better Public Services initiative to cut paperwork and its associated
costs, following on from the introduction of the New Zealand Business Number
(NZBN). If the news about the NZBN has passed you by, it's an initiative to assign a
single identifying number for all businesses in New Zealand. In December 2013 all 1.1
million companies in New Zealand were allocated an NZBN. However, around half of
New Zealand businesses are sole traders, partnerships and trusts.

Thumbs up for Louis who recently
competed in the Bush to Beach
fundraiser for Search and Rescue for the
third year in a row. He didn't do to bad
either with a time of 1.14 for the 11kms.
A wee bit more training is planned for
next year as he was pretty sore back at
the office on Monday. Sue and Gay were
there too helping with registrations and
making sure the marshals were all
equipped and in the right places.

Whatever kind of entity your business is, you don't have to do anything differently. At
the moment, the NZBN will not replace any ACC, GST or IRD numbers that you use to
identify your business to various government agencies. However, the plan is to allow
the NZBN to be the main identifier for businesses eventually and that you will be able
to use your NZBN with customers, suppliers and government agencies. The
Government hopes the NZBN will mean businesses spend less time and effort on filling
out forms and more time and effort on business. They've committed to reducing the
cost of doing business with government by 25 per cent by 2017.

Timely Reminders 31 May: FBT returns due 30 June: Last date for employers to elect to pay FBT annually

Are you keeping track of the usage of your mixed use asset? (If you have one) Call us for hints on how to do this fussfree if we haven't talked already.

Special Alert Budget 2014
Opinions have been - predictably - divided on Budget 2014 though everyone seems chuffed it's not
the Australian budget. Essentially we're paying off some debts, doing some housekeeping, and
putting by a little something for the future. If we're good, there might be treats afterwards.
There are four main themes:


managing government finances responsibly



further investments in science and innovation



better public services



continued support of the rebuild of Christchurch

The Government has aimed for a surplus while continuing to reduce debt. There are some
controlled spending increases without forecasting any dramatic changes to the tax rates or the way
tax is structured. If the economy performs and there are no outrageous setbacks, 'modest' tax cuts
might be possible in future. And there's some investment in the future by way of support for
innovation and research.

Servicing tax compliance

Cheque duty abolished

Inland Revenue's role in ensuring tax compliance receives a
continued vote of confidence with an additional $132m over the
next 5 years. $48.6m of this is earmarked to shore up IRD's tax
compliance activities and $84m to cover tax write-offs. The
Government is also committed to a business transformation of
Inland Revenue, modernising its computer system and processing
systems at an estimated cost of $1.5b over time.

Cheque duty will be abolished from 1 July 2014. No duty
applies to other payment methods and this simply tidies away
a compliance cost. While most businesses have been using
other payment methods for some years, enough people still
use cheques that the cost of removing the duty is estimated at
$15.5 million over four years.

ACC levy changes
The detail is a little vague here but the intention is for levy rates to decrease over the 2014/2015 and 2015/16 levy years and the
focus is on motor vehicle levies. There's no definitive pronouncement as to an exact rate of reduction and it seems the detail will be
worked out following ACC's public consultation. The Minister of Finance has signalled that the average ACC levy for a private motor
vehicle could fall by $130 a year from 1 July 2015.

Changes for business
The changes for business relate mainly to encouraging innovation by making it easier for business to take a chance on research and
development. This is supported by funding for science research and increases to tertiary education spending for tuition subsidies in
science and agriculture. There's also increased spending to New Zealand Trade and Enterprise to support domestic businesses
seeking to break into overseas markets, especially in typically underdeveloped markets such as China, South America and the Middle
East.

Research and Development (R & D)
Last year's budget flagged this year's changes, acknowledging how important research and development is for business productivity
and growth. Business takes a hit when this kind of activity just doesn't work out and the money invested ends up in a black hole.
The budget proposes to stimulate business commitment to R&D and to ease cashflow issues for new businesses and those investing
in innovation. The measures take effect from the 2015/16 income year.

Business will be allowed tax deductibility for R&D 'black hole' expenditure that is currently not
deductible or depreciable:



for taxpayers carrying out R&D, capitalised development expenditure relating to
patents, patent applications or plant variety rights, will be depreciable if it produces a
depreciable tangible asset



where capitalised development expenditure does not result in a depreciable intangible
asset, a one-off deduction will be available. This is subject to clawback if, after the
expenditure has been written off, the intangible asset becomes useful or is sold



the costs of registered designs will become depreciable over 15 years and application
costs for registered designs will be a current year deduction if the application is
unsuccessful



the cost of copyright in an artistic work that is used industrially will be depreciable over
16 years (product designs and casting moulds) or 25 years (works of craftsmanship)



taxpayers who successfully develop computer software for their own business use can
treat this expense as depreciable

Start-up companies with tax losses from R&D expenditure will be able to cash up these losses, instead of having to carry them
forward. If the eligibility criteria are satisfied, up to $500,000 of tax losses may be converted into a cash payment. At a 28% tax rate
the maximum payment would be $140,000. This is initially capped at $500,000, rising by $300,000 per year to an eventual
maximum of $2 million. Conditions apply (batteries not included). For instance, R&D expenditure must take up 20% of the
company's salary and wage expenditure. The company can't be a look-through company, publicly listed or a special corporate
entity. And there is potential for clawback of the cash payment under certain conditions, such as when the company sells
intellectual property or goes into liquidation.

Rebuilding Christchurch
$40 billion is the figure everyone has in their heads for the estimated total cost of rebuilding
Christchurch. The forecast is that half of this will have been outlaid by 30 June 2018. The
Government's contribution overall is expected to be $15.4 billion, $7.3 billion incurred by the
Earthquake Commission.
This year's budget allocates $50 million over the next two years for the Canterbury Earthquake
Recovery Authority, in addition to the $19 million funded from existing contingencies established in
last year's Budget. $13.5 million will be provided over the next four years to continue the Earthquake
Coordination Service, including counselling services and the Canterbury 0800 support phone line. A
number of anchor projects are scheduled to start in 2014, including the $300 million Justice and
Emergency Services precinct.

Family focus
On the home front there are changes to parental tax credit and parental leave with effect from 1 April 2015:


the parental tax credit will increase from $150 a week to $220 a week, and the payment period will be extended from eight
weeks to 10 weeks. This will increase the total credit from $1,200 to $2,200



in addition, the abatement rules will be changed to better target the parental tax credit towards low- to middle-income
families. A couple having their second child, for example, will not receive any payments if together they earn more than
$99,847



on 1 April 2015 paid parental leave will be extended from 14 weeks to 16 weeks and on 1 April 2016 to 18 weeks



eligibility has been extended to include 'home for life' caregivers and people in less regular jobs, such seasonal and casual
workers, workers with two employers and workers who have recently changed jobs

Disclaimer: Information in this newsletter is produced as a guide only. Before you act on anything mentioned,
ensure you take professional advise regarding your particular circumstances. Contact us by emailing
info@pbservices.net.nz or ring us on 07 866 4195.

