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DISCLAIMER
The commentary in this newsletter is of a general nature. It should not be taken as substitution for
specific advice relating to an individual readers affairs. Accounting & IT Consultants will not accept
any liability whatsoever from the contents of this presentation as it is not construed as advice or a
specific recommendation
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With the end of financial year only four weeks away, now is the time to implement tax saving
strategies to reduce your 2018 tax liability. This is also an appropriate time to consider your
tax position for the year ending 31 March 2018 and consequently your 2019 provisional tax.
This newsletter contains many important issues and if you have any queries please do not
hesitate to contact Fareed Khan on 022 408 8933.

Matters you need to consider before 31 March 2018 include:

MINIMISING BUSINESS INCOME BY

Splitting your
income
Depending on your
business structure
it may be possible
to split income
between yourself
and your spouse
or children to
obtain the benefit
of lower tax rates.
For example, in a
partnership, the
net income of
the partnership is
split between the
partners based on
their agreed share
of the partnership.
Inland Revenue is
entitled to revise
the split in certain
circumstances.
Savings may be
achieved by splitting
income with your
spouse, depending
on the other income
earned by your
spouse. Distributing
income to low
income beneficiaries
through trusts
should also be
considered where
possible

Income
received in
advance

Credit notes
Review any credit
notes issued to
customers following
balance date that
can be applied to
the previous year,
i.e. 31 March 2018. In
doing so, you will be
entitled to effectively
reduce your current
year’s taxable
income.

Make sure you alert
us to any income at
the end of March you
have received before
completing the work.
This will reduce your
current year’s taxable
income.
Amounts received in
a particular income
year but not earned
are not required to be
taken into account as
income (i.e. income
is not derived unless
and until it is earned).
If you have invoiced
in advance for
deposits or services
not performed by
year end, this income
can be rolled in to the
next tax year
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Retentions
Retentions on
building contracts
are generally
taxable in the year
the contractor
becomes legally
entitled to receive
them. Therefore
if retentions are
outstanding at
the year end, they
usually do not form
part of your income
for tax purposes for
that year, and are
therefore only taxed
when they become
due. This can result
in a significant
deferral of income

MAXIMISING

BUSINESS
EXPENSES

WAGES
Wages can be paid to your spouse, your children and relatives who work in your business,
but IRD can make adjustments if payments are considered excessive.
If self-employed, before making payments to your spouse you must obtain approval from
IRD and you must be able to show that your spouse will be working and that the wage is
commensurate with the work done.
Where your children are working for you or your business, we recommend that you
draw cheques in relation to work done on your business account and pay them into your
child’s account at appropriate times during the year. Remember that PAYE needs to be
deducted and ACC levies are payable in respect of any wages paid.

PREPAID EXPENDITURE
Certain expenditure can be incurred in advance of the 2019 year and, provided they are
not capitalised to the balance sheet, may be claimed as a tax deduction in your 2018
financial statements.
Some expenses can be prepaid regardless of the amount or period being prepaid, for
example:
•

Stationery,

•

Subscriptions for papers or journals,

•

Vehicle registration and road user charges,

•

Postage and courier charges,

•

Rates,

•

Audit and Accounting fees,

Other expenses can be paid in advance only up to a certain limit, for example:
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Expense type

Max Amount $ Max No of Months

Rent (if prepayment more than one month)

26,000

6

Any amount

1

58,000

n/a

Insurance (where each premium is no more
than $12,000)

n/a

12

Professional or Trade Association subscriptions (where each subscription is no more
than $6,000)

n/a

12

Accommodation or travel

14,000

6

Advertising

14,000

6

Other periodic charges

14,000

12

Other services

14,000

6

Rent (if prepayment less than one month)
Consumables

The legislation regarding allowable prepayments is complex and we recommend clients
discuss with us any plans for prepaying expenses prior to committing to any expense.
Prepaid expenditure on items other than those covered above is only tax deductible to
the extent the services have been performed or goods provided. Therefore a payment
for repairs made before balance date will generally not be tax deductible unless the
repairs have actually been carried out.

BAD DEBTS
To claim a deduction for a bad debt in the year to 31 March, the debt must be bad, and
must actually be written off during the year.
Whether a debt is ‘bad’ is a matter of fact, but there must be no reasonable expectation
of recovery.
There must be evidence to verify that a debt has been written off.
GST on bad debts written off can be claimed back as an input tax deduction.
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HOME OFFICE EXPENSES
If you use an area in your home principally as an office or storage area for your business,
then you may be able to claim part of the overall costs of running your house as a business
expense.
Floor area is the most common base used for calculating the portion claimable. For
example, if the area you use amounts to 10% of the house’s total floor area, then you can
claim 10% of expenses such as annual rates, house insurance premium, power, mortgage
interest, and house depreciation. It may also be possible to claim a portion of your home
telephone rental.

FIXED ASSETS
You should review your fixed asset register to ensure assets are classified correctly and
correct tax depreciation rates are being applied.
•

Depreciation of buildings
The tax depreciation rate on buildings with an economic life of 50 years or more is
0%. Tax depreciation continues to be available on fit out of commercial buildings.

•

Demolition costs
Building demolition costs are generally not deductible. The deductibility of the
demolition costs should be considered if a building has been demolished during
the year.

SCRAPPING UNUSED ASSETS
A taxpayer may write-off a depreciable asset where the cost of disposing of an asset is
expected to be greater than the proceeds from its sale.

REPAIRS AND MAINTENANCE
It may be worthwhile undertaking repairs and maintenance prior to 31 March to obtain
a full deduction. Deciding whether expenditure on an asset is deductible as repairs and
maintenance or should be capitalised is often not always clear cut so contact us if you
are not sure.

LEGAL FEES
The tax act gives provision for legal expenditure that can be deducted up to the amount
of $10,000 Fees need to be connected with business activity. Legal fees are deductible
irrespective of whether legal fees are capital in nature. Note: all legal fees (including
those not connected with the business) are included when calculating threshold.
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DONATIONS TAX CREDIT
Individual’s may claim a donations tax credit equal to 33.33% of all charitable donations
made, up to their net taxable income. Business owners will be entitled to claim a deduction
for charitable donations up to their net income.
Individuals who make charitable donations by way of Payroll Giving (i.e. deduction direct
from salary or wages) will get the benefit of the donation rebate immediately as a net
reduction in PAYE deductions.
Claims for donations other than Payroll Giving must be made on a separate claim form
(IR 526). IRD will forward claim forms to every taxpayer (or their agent) who has claimed a
donations tax credits in the last two years.
To be deductible the donation must be made to:
•

A charity on IRD’s donor organisation list or

•

A charity which carries out its charitable, philanthropic or cultural purpose within
NZ.

TAX CREDIT FOR KIWISAVER
People who contribute to a KiwiSaver scheme (or a complying superannuation fund) are
eligible for a member tax credit that matches half the amount of their contribution to
the scheme up to $521.43 a year ($10 per week). To obtain the maximum member tax
credit, a member must have contributed $1,042.86 in a year. The tax credit is available to
KiwiSaver members regardless of their employment status.
This is particularly important to people who are not contributing to kiwi saver or are not
members to at least contribute $1,042.86 before 31/3/18 to get a contribution top-up
from Government of $521.43

SHAREHOLDER CURRENT ACCOUNT
An overdrawn shareholder account means that the shareholder owes money to the
company, typically through regular drawings throughout the year or by way of a loan.
The following options should be considered to avoid a deemed dividend or FBT (fringe
benefit tax) liability on the loan.
•

Repay the loan in cash before the year end or

•

Pay a shareholder salary or

•

Declare a dividend before 20 April 2018. Declaration of dividend at a later date
would be possible provided the company has paid sufficient provisional tax to
cover the RWT.
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VALUATION OF TRADING STOCK (NOT INCLUDING LIVESTOCK)
Trading stock is required to be valued using a cost valuation method. Market selling
value may be used only when it is lower than cost. Formula write downs no longer apply
although the market selling value may be used in this case. There is also no provision
for the write off of obsolete stock. Therefore, to reduce the value of these items in stock
on hand, they should be physically disposed of or, alternatively, valued at market selling
value, which will presumably be lower than cost.
Replacement price and discounted selling price may be used to approximate cost if
these methods are also used for financial reporting purposes.

HOLIDAY PAY AND BONUSES FOR EMPLOYEES
Amounts payable to employees, for holidays or bonuses at balance date are deductible
in the year to 31 March 2018 if paid to the employee within 63 days of balance date. In all
other cases the deduction can be claimed in the income year the payments are made.

LOOK THROUGH COMPANIES (LTC)
Closely-held companies can elect to become LTC’s and receive transparent tax
treatment. Owners of LTC’s have the income and expenditure of the company taxed to
them personally, according to their percentage shareholding, and there is no separate
tax assessment at company level.

PERSONAL ATTRIBUTION RULES
The personal attribution rule is an anti-avoidance rule to prevent individuals from diverting
income to entities which have a lower tax rate than their personal marginal tax rate.
The attribution rule may apply where:
•

There is an interposed entity between the customer and the person doing the
work; and

•

80% of the entity’s service income is from one source; and

•

80% of the entity’s income is derived from services performed by a person
associated with the entity or a relative of that person.

If an attribution adjustment is required, it deems the net income to belong to the individual.
The adjustment takes into account any income received by the individual(s) for the
services, such as a salary, partnership profits, beneficiary income or a dividend.
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WORKING FOR FAMILIES
Working for Family assistant payments for low income families may be available in
certain circumstances for:
•

Family tax credit

•

Minimum family tax credit

•

In-work tax credit or child tax credit

•

Parental tax credit

TAX DEDUCTIONS AVAILABLE TO WAGE EARNERS
Deductions available include:
•

Fees paid for the preparation of a tax return

•

Premiums for income continuance insurance, where income is a relevant factor
in determining the amount insured. The proceeds of such policies are taxable
income.

CLAIM YOUR VEHICLE EXPENSES
If you have a vehicle (not a company vehicle) which is used for business and private
purposes, there are several options available for claiming the business portion of
expenses:
•

If your business running in the vehicle is less than 5,000 km per year, you can
use pre-determined IRD rates or the published rates of a reputable independent
source (e.g. Automobile Association) as the basis of your claim. Current IRD rates
are 73c/km. You must keep a record of all business journeys to substantiate
your claim. This option can be particularly useful if a private vehicle is only used
occasionally for business use. There are also GST implications to be considered

•

Keep a logbook for 90 consecutive days recording all journeys. Based on the
business use percentage from the logbook, you can claim this proportion of
all vehicle expenses. You can continue to use this percentage for three years,
provided that the actual business use in any month does not vary by 20% or more,
than the percentages established by the logbook.

•

Actual records of all business use, distances and costs.

NOTE: Similar rules govern the rates at which an employer may make tax free
reimbursement to employees (including shareholder-employees) who use their
private vehicles for work purposes. These include use of mileage rates published
by a reputable independent source (e.g. Automobile Association)
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ENTERTAINMENT EXPENSES
As a general rule, if you provide entertainment for your team or clients, some of your
business entertainment expenses are tax deductible.
The basic idea is that an expense is business-related if you spend the money to help your
business earn income. It becomes a little bit trickier when there’s an element of private
enjoyment. If this is the case, then the expense is only 50% deductible.
In general, any entertainment away from work or out of usual work hours has a private
element, therefore only 50% deductible.
The following lists are to help indicate which expenses are 100% deductible and which
are only 50% deductible.

50% deductible

100% Deductible

Friday night drinks for team members/
clients in the office/ pub

Dinner for Sales Rep while out of town
and no client present

Hiring a launch to entertain clients

Employee’s salary package including a
taxable allowance for entertaining clients

Restaurants providing food and drinks to
team members at social functions in their
restaurant

Golf club subscription for business owner paid by the company (FBT may apply)

Sponsoring local sports teams and receiving tickets to their corporate box in
return (50% of the value of the tickets
would be deducted from the total sponsorship)

Gym membership for team member
paid by employer (FBT may apply)

Sponsoring a sports team by providing a
meal for the team at their grounds after
each game

Providing a meal for a journalist while
reviewing your business for their column

Staff Christmas party (on or off site)

Providing morning and afternoon tea for
your team/sandwiches provided at a
lunchtime meeting of supervisors

Taking a client out to dinner

Sponsoring a local sports team

Accommodation in a holiday home, time
share apartment or a similar leisure event
venue. This includes drinks and food

Taking a client out to dinner while you
are out of town on business (outside NZ)
Donating food to a Christmas party in a
children’s hospital

For unusual entertainment items, contact our team for advice.
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OTHER

TAX
ISSUES
PROVISIONAL TAX
A taxpayer needs to pay provisional tax if Residual Income Tax (RIT) payable for income
year 2018 is more than $2,500 otherwise interest would be payable if there is a shortfall
in provisional tax payments during 2017/18.
RIT is the net amount of tax payable for the year, after deducting source deducted tax
(e.g. PAYE or RWT), but not provisional tax.

CURRENT INCOME TAX RATES
Income Tax rates for the 2018 income year are:

Individuals
Earnings amount

Tax rate (%)

Between $0 - $14,000

10.5

Between $14,001 - $48,000

17.5%

Between $48,001 - $70,000

30%

Over $70,001

33%

Companies’ flat rate of 28%
Help us to process your records efficiently and quickly Help yourself – keep your
records
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